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Do  Not  Take 
From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915,  Section  623 
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He  was  both  artist  and  businessman.  The  keeper  of  the  ancient  standard  and  t 
finder  oi  new  efficiencies.  And  so  it  was  inevitable  that  one  day  Sam  would  see 
less  ancient  way  to  stay  on  top  of  all  those  ingredients,  schedules  and  long-term 
plans. "No  problem"  said  the  IS  guy,  "let  me  set  you  up  with  FileMaker  Pro  a 
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so  trademark  of  FileMaker.  Inc 


5am  Behrend 
Irewmaster 


\  River  Ave.  Portland,  OR  97279 
n@bauerbrewing.com 


an  create  exactly  what's  in  your  head." And  in  a  matter  of  days, 

built  a  tool  that  solved  his  own  groups  problems -and  boosted  j  ~~s£% 

ternational  operations  by  making  all  that  good  stuff  available  |  Jt^ 

e  Web.  Visit  us  at  www.filemaker.com.  /f  hafs  your  problem?"  Fll^ 


30GB  Digital  Drives 
From  $299 


space  at  a  small  price.  That's  the  idea  behind  the  OnStream 

B  and  50GB  digital  storage  solutions.  Disk  is  full.  File  not  found.  System  error.  Frustrated? 
It's  time  for  a  big,  easy-to-use,  reliable  storage  solution.  Introducing  the  OnStream  30GB  Desktop  Digital  Drives 
with  OnStream  Echo'"  software.  Now  you'll  never  run  out  of  space  or  have  to  go  searching  for  your  files  ever 
again.  Really.  Echo  does  it  all,  from  completely  automatic  backup  to  "drag  and  drop"  storage  to  effortless 
organization.  And  with  a  media  price  of  about  a  buck  a  Gig,  OnStream  can  easily  put  an  end  to  your  storage 
frustrations.  Now  that's  smart.  And  OnStream  is  the  company  that  figured  it  out  with  a  complete  line  of  storage 
solutions.  To  find  out  more  call  1-800-759-4621  ext.  212 
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or  visit  www.onstream.com/organize 
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Zappa, 
Somers,  and 
Douglas  each 
gave  $1,000 
to  the  Veep 


CAMPAIGN  2000 

LIGHTS!  CAMERA! 
CONTRIBUTIONS! 

IT  didn't  take  long  for 
Presidential  wannabe  Al  Gore 
to  tap  Hollywood's  money 
gusher.  The  mid-April  cam- 
paign reports  show  a  slew  of 
entertainers  who  have  given 
their  autographs — on  $1,000 
checks — to  the  Veep.  Kevin 
Costner,  Jack  Nicholson,  Lily 
Tomlin,  David  Caruso,  Ossie 
Davis,  Dweezil  Zappa, 
Suzanne  Somers,  Sheryl 
Crow,  and  Michael  Douglas 


have  all  given 
Gore  a  grand, 
the  legal  limit 
on  individual 
contributions. 
Former  New 
Jersey  Senator  Bill 
Bradley,  by  comparison, 
seems  positively 
^  celebrity-challenged. 
mk    Tlif  niily  l>i,y  names 
in  his  camp  so  far: 
NBA  legend 
/       Michael  Jordan, 
movie  director 
Barry  Levinson,  and 
Michael  Douglas,  who  evi- 
dently is  hedging  his  bets. 

Wliile  the  celebs  favor  De- 
mocrats, Hollywood's  moguls 
are  giving  to  Senator  John 
McCain  (R-Ariz.).  He  chairs 
the  Senate  Commerce  Com- 
mittee, which  oversees  tele- 
com legislation.  Paramount 
Stations  Group  President  An- 
thony Cassara,  vm  President 
John  Sykes,  Viacom/Showtime 
Networks  ceo  Matthew 
Blank,  and  Sundance  Channel 
Chief  Operating  Officer  Larry 
Aidem  have  chipped  in  to  Mc- 
Cain's campaign.  Aside  from 
McCain,  though,  LaLaLand 
apparently  hasn't  warmed  to 
the  oor 

Richard  S.  Dunham  and 
Lorraine  Waellert 


INK  BY  THE  BARREL 

FROM  THE  NET 

TO  THE  NEWSSTAND 

YOU'VE    SEEN    EBAY,  THE 

online-auction  Web  site. 
Now,  come  July,  you  can 
read  eBay,  the 
magazine.  That's 
when  Krause  Pub- 
lications, a  Wiscon- 
sin-based publisher  of  37  spe- 
cialty titles  such  as  Turkey  & 
Turk  eg  Hunting  and  The 
Stamp  Wholesaler  plans  to 
start  publishing  a  monthly 
magazine  to  help  readers 
navigate  the  ins  and  outs  of 
online  auctions,  as  well  as 
focusing  on  technology  and 
pop  culture. 

Although  the  official  title 


eh 


of  the  magazine  is  yet  to  be 
decided,  the  name  and  brand 
cachet  of  eBay  will  definitely 
be  used,  says  executive  editor 
Kevin  Isaacson.  "It  will  be 
eBay  branded  but  not  eBay 
exclusive.  We're  focusing  on 
people  already  interested  in 
the  Internet,  but 
not  just  people  in- 
terested in  online 
'  auctions." 
He  declined  to  reveal 
startup  costs  but  says  the 
full-time  editorial  staff  al- 
ready numbers  eight,  the  ini- 
tial circulation  goal  is  400,000 
copies,  and  the  cover  price 
will  be  $3.99.  Krause  has 
a  partnership  with  eBay, 
which  will  allow  the  site  to 
share  in  the  magazine's 
revenues.    Stefani  Eads  ' 


TALK  SHOW  ui  was  a  boy  that  happened  to  love  a  garr 
got  lucky,  and  the  good  Lord  gave  me  a  passion  for  it?' 

— Retired  National  Hockey  League  star  Wayne  Gretzky 


MENDING  MEDICARE 

CODE  BLUE  FOR 
SMALL  HOSPITALS? 

MEDICARE   CUTBACKS  MAY 

soon  kill  off  many  of  the 
nation's  small  for-profit  hos- 
pitals, the  hospitals  say.  So 
they  have  begun  a  vigorous 
lobbying  program,  along  with 
the  American  Medical  Assn., 
to  keep  them- 
selves off  the 
critical  list. 

The  Medicare 
budget  is  $213.6 
billion  in  fiscal 
1999,  down  from 
$231.1  billion  last 
year.  That  cut  is 
hurting  hospital 
operations,  says 
Thomas  Scully, 
president  of  the 
Federation  of  American 
Health  Systems.  His  organi- 
zation represents  1,700  hos- 
pitals and  treatment  centers. 


PROJECTED 
HOSPITAL  PROFITS 


'99 

▲  PERCENT 

DATA  ERNST  &  YOUNG 


most  of  them  propriet 
recent  study  by  Er 
Young  and  hcia,  a 
care  data  supplier,  say 
by  the  end  of  fiscal  200 
jected  hospital  profit  n 
will  fall  to  3.6%,  fron 
in  fiscal  1998. 

In  the  same  period 
gins  on  Medicare  billin 
fall  to  about  1%.  Ho 
are  also  billing  Me 
more  con 
tively  sin 
recent  sc 
that  hav 
gulfed  ( 
bia/HCA 
care.  "N 
wants  to  1 
the  next  ( 
bia,"  says 
The  'ho 
face  a  ba 
get  Congr 
restore  at  least  $2  billi 
year.  That,  they  say, 
be  a  small,  but  welcom 
in  the  arm.  Dennis 


WILD  BLUE  YONDER 


BOMBARDIER  ZEROES  !N  ON  BUFFETT 


WARREN  BUFFETT  MAY  BE  ONE 
of  the  richest  men  on  the 
planet,  but  that's  not  deter- 
ring Bombardier  Aerospace 
as  it  angles  to  grab  a  share  of 
the  lucrative  business  of  frac- 
tional jet  ownership,  domi- 
nated by  Buffett. 

Arranging  time-shares  for 
executive  jets  is  a  booming 
business,  thanks  to  a  strong 
economy.  So  Bombardier, 
with  25%  of  the  market,  is 
launching  an  ambitious  pro- 
gram to  make  its  FlexJet 
j  program  No.  1.  It  will  ex- 

TIMESHARE: 

Jets,  too,  now 


i>JL 


pand  its  65-plane  fleet 
annually  over  the  nt 
years.  Buffett's  NetJeti 
he  purchased  last  ye 
205  jets  and  a  50%  i 
share.  But  Bombardie 
to  move  out  front  by  i 
trating  on  the  basics: 
service  and  newer 
"We're  half  then-  sizt 
Vice-President  Michael 
says.  "But  would  you 
be  doing  business  witl| 
cessful  aerospace  comji! 
a  successful  investor?'!] 
Bombardier  may  I 
better  parties,  too.  1 
April,  it  asked  100  l£j 
share  owners  to  a  t| 
bash  in  Pebble  j 
Calif.,  to  figure  c 
to  sell  more  time 
One  idea:  more  use 
client  Fran  Tarkent 
Minnesota  Vikings  sty 
days  at  Pebble  Be; 

that? 
raim  \\- 
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Introducing  the  Intel0  Pentium®  III  Xeon™ 
processor.  Performance  for  enterprise  servers. 


We're  living  in  a  wired  world.  And  since  your 
server  is  at  the  heart  of  it,  the  power  and 
stability  of  Intel"  Architecture  is  more  important 
than  ever.  Specifically  designed  for  today's 


:onnected  enterprise,  the  Pentium"  III  Xeon"'  processor  is  our 
lighest  performing  processor  for  servers.  Working  together  with 


Pentium  III  processor-based  PCs,  it  provides  the  performance 
and  reliability  you  need  to  run  your  critical  e-business 
applications.  From  back-end  database  hosting  to  transaction 
processing.  On  UNIX  and  NT.  To  learn  more 
about  the  Pentium  III  Xeon  processor,  visit  us 

On  the  Web.       wwwintelcom/Pentiumlll/Xeon        The  Computer  Inside.- 
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WHERETO  STAY 
IN  SPLITSVILLE 

BREAKING  UP  IS  HARD  TO  DO. 

But  finding  a  place  to  stay 
after  your  spouse  has  given 
you  the  boot  can  be  even 
worse.  So  the  Envoy  Club,  a 
57-unit  New  York  City  hotel 
that  opened  in  December,  has 
rolled  out  its  Suddenly  Single 
program  for  people  who  need 
a  place  to  hang  their  hat  af- 
ter the  big  split. 

Check  into  this  heartbreak 


hotel,  and  you'll  receive  an 
aromatherapy  candle  and  a 
copy  of  The  Creative  Divorce, 
a  recent  book  on  how  to 
break  up  gracefully.  For  the 
less  graceful,  the  hotel  of- 
fers a  list  of  10  local  di- 
vorce attorneys.  And  for 
those  who  need  emotional 
help,  the  hotel  offers  a 
choice  of  self-help  tapes — or 
a  selection  of  therapists.  The 
hotel  will  even  arrange  a 
reading  with  a  psychic.  Rates 
at  the  Envoy  Club,  an  ex- 
tended-stay hotel,  start  at 
$4,800  a  month. 

The  hotel  says  the  pro- 
gram is  not  a  gag,  though 
some  have  taken  it  that  way. 
"It  is  a  touchy  subject,  and 
we  didn't  want  to  feel  like 
ambulance  chasers,"  says 
Michael  Rawson,  the  hotel's 
director  of  operations.  He 
says  real  estate  brokers  con- 
vinced the  hotel  that  there 
was  a  need  for  transitional 
housing,  which  is  hard  to  find 
in  Manhattan's  tight  market. 
But  it's  still  not  as  hard  as 
finding  Mr.  or  Ms.  Right.  □ 


FARM  AID 

SEEDS  OF  CHANGE 
IN  IOWA? 

WITH  HALF  ITS 
farmers  forced  into 
second  jobs  and 
70%  of  farm  prod- 
ucts shipped  out  of 
state  at  a  loss, 
Iowa  needs  to  do 
something  about  its 
ailing  agricultural 
economy.  So  Gover- 
nor Tom  Vilsack 
and  state  legisla- 
tors are  rolling  out 
some  innovative 
plans  to  encourage 
farmers  to  embrace  emerg- 
ing bio-agricultural  techno- 
logies, in  the  hopes  of 
producing  more  profitable 
crops. 

Under  one  plan,  the  state 
would  make  cheap  loans  to 
grain-elevator  operators  to 
buy  instruments  that  can  tell 
run-of-the-mill  crops  from  ge- 


YIELD  SIGN:  Iowa 
is  flunking  big 


netically  designed  versions 
with  higher  oil  content,  or 
some  other  desirable  trait. 

Also,  farmers  won't 
plant  the  newfan- 
gled crops  without 
assurances  that  a 
market  is  there. 
The  state  would 
also  offer  low-cost 
insurance  on  some 
designer  crops  as 
an  inducement  to 
get  farmers  to 
grow  them. 

Another  state- 
funded  proposal:  at- 
tach electronic  tags 
to  the  ears  of  cattle 
to  record  what  the 
animals  eat.  Livestock  raised 
on  a  designer  feed  with 
special  properties,  for  in- 
stance, could  demand  a  high- 
er price.  None  of  this  will 
turn  around  Iowa's  ag  econ- 
omy overnight,  but  state  of- 
ficials say  more  farmers  are 
eyeing  agritech  solutions  for 
their  woes.  Ricliard  Melcher 


DRAWN  &  QUARTERED 


HIT  THE  BRIDGES, 
THEN  HIT  THE  BOOKS 

FOR  30  OR  SO  CREW  MEMBERS 

on  the  aircraft  carrier  Theo- 
dore Roosevelt,  life  is  a  touch 
surreal.  Monday 
through  Saturday, 
many  of  them  fly 
bombing  missions 
over  Kosovo.  On 
Sundays,  however, 
they  attack  case 
studies.  They're 
studying  for  their 
mbas,  hitting  the 
books  while  fighting 
a  war. 

The  sailors  and 
pilots  are  part  of  a 
long-distance  gradu- 
ate program  offered  " 
by  the  U.S.  Navy's  Program 
for  Afloat  College  Education. 
Old  Dominion  University  in 
Norfolk,  Va.,  runs  the  12- 


U.S.  CARRIER: 

Students  on  board 


week-long  classes,  whie 
conducted  with  the  he] 
teleconferencing  and 
between  the  students 
their  land-based  profs 
school  has  conducted 
courses  for  two-and- 
years.  The  Navy  began 
ing  the  free 
gram  as  an  in 
ment  to  sign  u] 
to  retain  perse 

It  isn't 
studying  after 
hour  combat 
sion,  says  Ri< 
Whalen,  re 
Navy  captain! 
director  of  mil 
activities  at  Oil 
minion.  On  th<i 
er  hand,  the  ni 
war  and  acadi 
~  gives  the  stul 
some  perspective.  After  I 
ing  Serbian  flak,  Organii 
Management  602  justl 
very  scary.      Nadav  M 


THE  BIG  PICTURE 


THE  SALES  TAX  BITE  HAS  TEETH 


The  average  combined 
sales  tax  rate  in  the 
U.S.  is  at  a  record  high 
But  the  average  state 
share  fell  last  year 
when  Nebraska 
cut  its  rate  0.5%. 


YEAR    '90  "94 


STATE 
TAX 


4.94%  5.13%  I 


m™  1.34  1.41 


CITY 
TAX 


1.53   1.61  1 


''percent  7.81%  8.15%  f 


DATA:  VERTEX  INC 


X 


FOOTNOTES  Americans  who  used  alternative-medicine  therapies  in  1990:  34%;  in  1997:  42% 

DATA:  DELOITTE  &  TOUCHE  LLF 
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WHY  A 

LOT  OF  X-XEROX 
CUSTOMERS 

IRE  CONNECTING 

WITH  SAVIN. 


(We're  tearing  up  the  competition  one  customer  at  a  time.) 


Why  are  more  and  more  x  you-know-who  customers  turning  to  Savin  for  their  document 
output  needs?  We  think  the  answer  is  that  Savin  has  exactly  what  it  takes  to  win  people  over. 

After  all,  Savin  not  only  has  the  award-winning,  multi-functional  digital  imaging  systems 
today's  networked  offices  require,  we're  just  as  committed  to  becoming  the  fastest,  most  responsive 
name  in  the  business.  With  smart,  energetic,  highly-trained  Savin  professionals  willing  to  do 
whatever  it  takes  to  give  you  the  satisfaction  and  service  you  deserve. 

To  find  out  more  about  Savin's  full  line  of  B&W  and  full-color  digital 
imaging  solutions,  as  well  as  our 
unshakable  commitment  to  service, 
contact  us  at  1-800-234-1900  or 

www.savin.com.  We  think  it  will  be  ^  GQJ m  JQ  ^  yQu QV£Ri 
the  start  of  a  great  relationship.         savin  corporation,  333  ludlow  st.,  stamford.  ct  06904 


savin 


Corporation 


Xerox-?.)  is  a  trademark  of  XEROX  CORPORATION 


AN  ALTERNATE  WAY  TO  COMMUNICATE 
WHEN  YOUR  INTERNET  SERVICE  WON  T 


with  network  performance  that  sets  industry  standards 
after  year  and  you've  got  a  provider  that  won't  leave  you 
ided.*  So  if  your  business  could  use  a  partner  like  us,  call 
7  333  8867  or  visit  us  at  www.info.uu.net. 


UUNET 

An  MCI  WorldCom  Company 


C    O    M    M  U 

N  7 

C    A     T    1    0    N    S         C    0    M    P    A  N 

— i 

Y 

i 

re. information:  www.uu.net/sla. 

^^^^^^^^ 
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GIVE  CREDIT  FOR  THE  MOUSE 
WHERE  CREDIT  IS  DUE  

In  "Xerox"  (The  Corporation,  Apr. 
12),  you  claim  that  Xerox  Corp.  created 
the  mouse.  That  just  ain't  true.  Douglas 
C.  Engelbart  (then  of  Stanford  Re- 
search Institute,  now  known  as  SRI  In- 
ternational) demonstrated  the  first 
mouse  in  1968.  I've  had  the  pleasure 
of  holding  that  first  mouse.  It's  a  clunky 
thing,  about  3  inches  wide,  4  inches 
deep,  and  2.5  inches  high.  It's  made  of 
wood  and  has  two  wheels,  one  each  for 
horizontal  and  vertical  movement — no 
mouse  balls  here.  On  top  is  one  little 
red  push  button. 

The  computer  industry  moves  fast — 
very,  very  fast.  But  we  should  never 
forget  to  whom  we  owe  our  debts.  Xe- 
rox Palo  Alto  Research  Center  right- 
fully deserves  much  of  the  credit  for 
developing  a  full-fledged  graphical  user 
interface,  but  almost  all  of  it  was  built 
on  pieces  created  by  Engelbart. 

Aahz  Maruch 
San  Carlos,  Calif. 

MICROSOFT'S 

JUNK-MAIL  FILTER  

While  I  enjoyed  "Neck  and  neck  in 
the  browser  race"  (Technology  &  You, 
Mai*.  29),  the  author's  characterization  of 
the  court's  decision  in  our  case  against 
Microsoft  Corp.  was  incorrect.  The  actu- 
al preliminary  injunction,  granted  by 
Judge  [Robert  A.]  Baines  of  the  Santa 
Clara  Superior  Court,  did  not  compel  or 
even  request  that  Microsoft  unbundle  its 
antispam  filter  from  Outlook  5.0.  Rather, 
the  judge  ordered  that  Microsoft  "shall 
be  enjoined  and  restrained  from  distrib- 
uting, licensing  and/or  selling,  directly, 
any  product  (including  any  and  all  types 
of  software),  including  without  limita- 
tion, any  commercial,  public,  trial  or  beta 
versions  of  software  that  include  cards  or 
notification  messages  to  the  intended  re- 
cipient's standard  electronic  mail  in- 

box  "  According  to  undisputed  expert 

witnesses,  Microsoft  could  have  modified 
its  E-mail  filter  to  comply  with  this  order 
(i.e.,  allow  cards  sent  using  our  free  ser- 


vice to  get  through)  with  just 
hours  of  work,  and  thus  released  thj 
ter  product. 

As  a  recipient  of  much  junk  ri 
would  welcome  and  use  a  funcjj 
junk-mail  filter.  The  only  reason  i 
think  of  that  Microsoft  might 
pulled  its  own  filter  product  (inst 
simply  allowing  our  cards  throu 
that  the  filter  was  injuring  othei 
panies  in  addition  to  Blue  Moi! 
Arts  Inc.,  and  Microsoft  feared 
tant  litigation.  Why  else  would  i 
choose  to  remove  what  they  ch 
such  a  potentially  useful  feature?  $ 

We  applaud  spam  filters  and 
believe  in  the  establishment  of 
dents  that  encourage  their  develo 
in  the  free  market.  We  did  not  sen 
win  an  "injunction  barring  the  in( 
of  the  antispam  filter."  Withdrawif 
product  was  a  unilateral  decision 
by  Microsoft  that  neither  we  n| 
courts  played  a  role  in. 

Jared  P.  9 
Executive  Di| 
Blue  Mountain 

Boulder 

CAR  SHOPPING 
ON  THE  NET:  TERRIFIC 

It's  about  time  that  cars  and  ri 
got  demystified.  And  the  Net  is  aj 
a  place  as  any  ("Old  carmakers^ 
new  tricks,"  Marketing,  Apr.  12)J 

I  just  bought  a  gm  Buy  Powcl 
vehicle,  a  Chevy.  It  was  a  terrifies 
rience.  I  tried  Autobytel.com  Irj 
couldn't  get  a  written  quote.  Dod^ 
Chrysler  offer  a  written  quote.  G| 
Motors  Corp.  puts  the  vehicle™ 
sticker  online.  The  online  Kelle^f 
Book  gave  me  invoice  and  manuj 
er's  suggested  retail  price  for  cal 
options.  Rebates  and  incentives!! 
shown,  too.  Some  great  tools  the| 

Having  contacted  several  GM  B 
ers,  I  realize  some  are  less  coml 
than  others.  The  local  Pontiacpi 
wouldn't  even  take  the  time  to| 
me  the  cars  I  had  picked  out 
Internet.  The  Chevy  dealer  seeri 
be  with  the  program.  Note,  toJ 
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my  business  not  simply  because 
pen  to  gm  cars,  nor  only  because 

GM  bp  program,  nor  just  the 
jrice.  It  was  also  because  I  have 
iranded  credit  card  that  awards 
>llars"  to  use  toward  a  purchase, 
tough  I  was  tempted  by  a 
er,  my  right  brain  wouldn't  allow 
toss  the  couple  of  grand  I  had  in 
d  "earnings."  Those  dollars  paid 
les  tax,  license,  and  two  years' 
ice.  With  extra  weekend  rebates 
r  was  more  than  20%  under  in- 
Here  in  Silicon  Valley,  it  is  not 
non  for  dealers  to  add  15%.  So  I 
tulate  myself  for  40%  off  "the  lo- 
ck-it-to-yah"  price.  No  one  be- 
is  an  honest  profit.  The  business 

one  to  blame  but  itself  if  it  has 
ustomers  dread  the  shopping  ex- 
:e  and  thus  open  to  alternatives. 

Stephen  P.  Huntington 
San  Jose,  Calif. 

WARNINGS  ARE 
EST  ANTIVIRUS  DEFENSE 

said  that  the  number  of  "Metis- 
es in  Japan  is  not  as  large  as  in 
S.  ("Melissa  is  sending  you  a 
g,"  News:  Analysis  &  Commen- 
pr.  12).  The  reasons  seem  to  be: 
intensity  of  E-mail  usage  in 
s  still  not  as  high  as  in  the  U.  S., 
nary  Japanese  do  not  get  E-mail 
broad,  and 

l  after  the  Melissa-virus  news 
a  few  antivirus  companies  dis- 
d  vaccine  software  free  to  cus- 
,  posted  warnings  on  their  Web 
nd  offered  free  software  for  han- 
his  virus. 

'ou  wrote,  "it  should  be  a  wake- 
to  wired  organizations  and  indi- 
computer  users  everywhere."  To 
i  first  wake-up  call  was  an  article 
wspaper.  In  particular,  the  wam- 
the  FBI  prompted  me  to  send  a 
g  E-mail  to  my  pals.  Any  non- 
:an  computer-mail  users  in  the 
ire  most  likely  sensitive  to  a  for- 
irning  by  the  FBI  such  as  this, 
ver  any  serious  E-mail  virus  is 
all  the  media  must  let  us  know  as 
'  as  possible;  to  do  so  is  the 
ist  weapon  against  the  enemy  of 
rld's  Net-connected  community. 

Masatoshi  Katsuhara 
Hokkaido,  Japan 

UBMARINE  PATENT 

LOY  TO  CHEAT  INVENTORS 

!  Thomas  Edison,  Jerome  H. 
<on  has  been  unjustly  vilified  by 
:ompanies  that  wish  to  take  in- 


ventions without  compensating  the  in- 
ventor. And  when  the  inventor  bests 
them,  they  resort  to  McCarthyism  for 
profit,  with  false  claims  of  "submarine 
patents"  ("A  torpedo  against  submarine 
patents?"  Up  Front,  Apr.  12).  If  21st 
Century  Patent  Coalition  members  were 
upstanding  corporate  citizens,  inventors 
like  Lemelson  would  not  have  to  sue 
for  compensation. 


Lemelson  is  the  greatest  inventor  of 
our  times;  only  Edison  and  Edwin  Her- 
bert Land  produced  more  inventions.  I 
came  to  know  Lemelson  well,  and  he 
was  an  amazing  man,  not  only  for  his  in- 
ventiveness but  also  for  his  wisdom  and 
willingness  to  donate  most  of  his  earn- 
ings to  encourage  the  creation  of  and  to 
nurture  inventor-entrepreneurs. 

The  submarine-patent  myth  has  been 


If  you're  not  aligned  with  one  of  the  big  name  providers, 
you 've  got  an  equalizer  with  Williams. 

Feeling  out  of  sync?  You  need  to  entrust  your  company's  energy 
or  communications  future  to  someone.  But  whom?  It's  worth 
knowing  that  Williams  is  America's  only  leader  in  both  those 
businesses.  With  an  $18-billion  backbone  and  a  long  history  of 
innovation  and  reliability.  Call  us  to  straighten  things  out. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 
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retty.  Powerful 

The  VAIO®  Slimtop™  LCD  Computer 

The  elegant,  new  Slimtop  LCD  is  designed  with  your 
desktop  in  mind.  Its  sleek,  digital  LCD  display  lets 
you  create  the  perfect  viewing  angle.  Plus,  no  matter 
which  model  you  select,  you  can  handle  the 
most  demanding  applications  with  its  blazing 
Intel'9  Pentium®  processor,  lots  of  RAM  and  roomy 
hard  drive.  The  Slimtop  LCD  also  instantly  lets  you 
know  when  you  have  e-mail."  Its  convenient  palm 
rest  converts  into  a  keyboard  cover.  And  it  launches 
applications  with  the  push  of  a  button.  Best  yet,  this 
powerful  PC  fits  into  a  space  75%  smaller  than  the 
average  minitower.  To  order,  call  now  or  visit  our 
Website.  And  get  your  hands  on  a  pretty,  powerful  PC. 


Features 

•  Ergo-Angle'"  Multimedia  LCD  Display 
(14.1")  with  built-in  Stereo  Speakers 

•  Slim  Style  CPU 

(Dimensions  3.5"Wx  11"H  x  13.2"D) 

•  24X  CD-ROM 

(maximum  performance) 

•  V.90  modem 
•High-fidelity  3D  PCI  Audio 

•  2X  AGP  3D  graphics  hardware 
acceleration  (ATI  Rage  LT  Pro) 

•4MB  video  memory 

•  Sony  Memory  Stick"  slot 
•Type  II  PCMCIA  slot 

•  2  USB  ports  (front  and  back) 


Sony  VAIO Direct 

BUY  DIRECT. 
www.sony.com/direct-sbw 

OR  CALL  TOLL  FREE 

1-877-878-SONY 


Take  advantage  of  the  Sony  Computer  Loan. 

The  Sony  Computer  Loan""'  is  a  convenient  and 
affordable  way  to  finance  your  Sony  computer 
products  and  peripherals.  It  features  no  pre-payment 
penalty  and  includes  low  monthly  payments  and 
flexible  payment  options.  For  more  information,  ask 
your  Sony  VAIO  Direct  representative  today. 


Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

Alfred  Rappaport  was  misidentified  in  "Is 
greed  good?"  (Cover  Story,  Apr.  19).  He  is 
professor  emeritus  at  Northwestern  Univer- 
sity's Kellogg  School  and  director  of  share- 
holder value  research  at  LEK  Consulting. 

"What  to  do  when  your  fund  stumbles"  (Per- 
sonal Business,  Apr.  19)  should  have  said 
that,  according  to  Morningstar  Inc.,  the  Wind- 
sor Fund  had  sunk  to  the  lowest  quintile 
among  large-cap  value  funds,  not  mid-cap. 

In  "Great  service  wasn't  enough,"  (Mar- 
keting, Apr.  19),  a  description  of  Nordstrom 
Inc.'s  stock  performance  did  not  account  for 
a  2-for-l  split  in  1998.  It  should  have  stat- 
ed that  shares,  at  a  high  of  26K6  in  1996, 
plunged  to  a  low  of  \T%  at  the  end  of  1996 
and  have  since  risen  to  about  40. 


exposed  by  leading  patent  experts  as  a 
baseless  fabrication  created  by  and  for 
those  who  would  benefit  from  weaken- 
ing our  patent  system.  In  fact,  an  al- 
liance of  more  than  three  dozen  Na- 
tional Inventors  Hall  of  Fame  inductees 
and  Nobel  laureates  has  opposed  the 
socialization  of  America's  inventiveness 
under  the  guise  of  "patent  reform." 

Ronald  J.  Riley 
Grand  Blanc,  Mich. 

TAX  CUTS?  ACTUALLY, 

AMERICA  DOES  WANT  THEM  

"Lower  taxes?  Oh,  no  thanks"  (News: 
Analysis  &  Commentary,  Apr.  5)  is  a 
study  in  statistical  selectivity.  Consider 
a  couple  of  examples:  The  chart  sug- 
gests that  because  taxes  are  marginally 
lower  than  in  the  mid-1980s,  tax  reduc- 
tion is  passe.  You  don't  go  back  far 
enough:  Since  1959,  federal  and  payroll 
taxes  have  risen  more  than  70%.  Fed- 
eral, state,  and  local  taxes  now  take 
36%  of  the  average  worker's  income. 

Writer  Owen  Ullmann  cites  a 
CHH/New  York  Times  survey  indicating 
that  more  Americans  want  to  preserve 
Social  Security  and  pay  down  the  debt 
than  want  tax  relief.  Why  should  this  be 
surprising?  Posed  as  opposites,  these 
options  elicit  predictable  responses.  The 
reality  is  that  we  can  have  modest  but 
-  '1  significant  tax  relief  while  enhancing 
Soc  1  Security  and  reducing  our  na- 
tion, debt.  It's  a  question  of  phasing  in 
the  t.  \  relief  and  doing  so  in  a  way 
that's  'air  to  everyone.  And  it's  worth 
noting  uhat  a  recent  Zogby  Internation- 
al poll  found  that  more  than  70%  of 
Americans  support  tax  reduction. 


We  need  an  across-the-board  10%  cut 
in  tax  rates  to  enable  consumers  to  pur- 
chase goods  and  help  companies  make 
the  investments  in  technology  improve- 
ments, new  equipment,  and  employee 
training  they  need.  Such  a  cut  would 
foster  the  growth  without  which  our 
economic  expansion  cannot  be  sustained. 

Jerry  J.  Jasinowski 
President 
National  Association 
of  Manufacturers 
Washington 

THE  B-SCHOOL  AT  TEXAS  A&M 

IS  UP-TO-DATE  

While  we  are  pleased  to  be  included 
again  in  your  list  of  high-quality  mba 
programs,  we  believe  your  statement 
about  the  facilities  at  Texas  a&m  Uni- 
versity Lowry  Mays  College  and  Grad- 
uate School  of  Business  is  inaccurate 
("Second-tier  B-schools:  Worth  a  second 
look,"  Personal  Business,  Apr.  5). 

The  Mays  MBA  Program  is  housed  in 
a  four-year-old,  $40  million  complex  that 
includes  classrooms,  library  facilities, 
and  an  electronic  information  resource 
with  over  2,000  databases.  This  endowed 
facility,  the  Barclay  Center,  is  available 
to  the  mba  students  from  on-  and  off- 
campus.  Most  important,  Mays  has  fund- 
ed an  annual  update  plan  that  ensures 
the  resources  available  to  our  students 
meet  their  needs  and  demands. 

John  J.  Dinkel 
Associate  Dean  for 
Masters  Programs 
Texas  a&m  University 
College  Station,  Tex. 
Editor's  note:  The  assertion  that  Texas 
A&m's  facilities  are  outdated  was  based 
on  survey  feedback  from  1998  gradua  tes. 

WANTED:  RULES  TO  PROTECT 
ONLINE  PRIVACY  

After  reading  "Privacy"  (Special  Re- 
port, Apr.  5),  I  realize  that  the  Infor- 
mation Age  has  brought  us  many  won- 
ders but  has  also  made  possible  an 
unprecedented  level  of  record-keeping 
and  high-tech  snooping  into  the  lives  of 
others.  Today,  we  are  surrendering  out- 
most intimate  details  to  government 
agencies  and  big  business  for  the  sake 
of  better  living.  We  become  worried 
when  we  hear  our  personal  data  have 
become  the  property  of  strangers 
through  subpoenas,  corporate  mergers, 
police  investigations,  or  hacker  attacks. 
Therefore,  government  agencies  and  Big 
Business  should  establish  regulations 
that  keep  private  information  private 
over  the  Net,  and  should  notify  a  person 


when  data  are  required;  otherwise 
will  lose  the  people's  trust. 

Akhter  H 
Mobile 

NEW  YORK  NURSING  HOME 
WORKERS  ARE  WELL-TRAINED 


Here  in  New  York  State,  nr. 
home  administrators  must  be  lic( 
while  hospital  administrators  d 
have  to  go  through  such  a  process 
York  requires  that  nurse  aides  r< 
100  horn's  of  training  to  become  cei 
while  the  national  requirement 
Nursing  homes  are  inspected  an: 
by  state  Health  Dept.  officials  (" 
term-care  policies:  'A  prepaid  tic! 
hell,'"  Readers  Report,  Apr.  19). 

Nursing  homes  have  come  a  Ion 
in  the  past  10  years.  The  peopl< 
work  in  nursing  homes  in  New 
care  about  their  residents,  and 
go  above  and  beyond  the  call  of  d 
provide  extras  for  those  in  their  < 
Carl  S.  ' 
Prei 

New  York  Association  of  Hor 
Services  for  the 
Albany, 


The  full  text  of  Business  Week,  the  Business 
Daily  Briefing,  and  seven  years  of  BW  archive 
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e  Internet  is  made  up  of  zeros  and  ones. 


Which  does  your  provider  make  you  feel  like? 


EASY  SET-UP,  INCREDIBLY 


FAST  CONNECTIONS,  KILLER 


24-HOUR  CUSTOMER  SUPPORT 


AND  PRICING  FROM  $6.95 


TO  S19.95/MO.  UNLIMITED. 


PLUS,  BIG  PREPAYMENT 


DISCOUNTS.  OUR  INTERNET 


SERVICES  WERE  DESIGNED 
WITH  YOU  IN  MIND."' 

MindSpring 

INTERNET  SERVICES 

www.mindspring.com      Call  now  1 -888-MSPRING 


Question: 

What  did  the  CEO 

say  to  the  CIO? 

Answer: 
Nice  site,  but 

what  does  it  do 

for  our 

ousiness? 


Dmetimes  technology  falls  short  of  its  promise.  Maybe  it's 
)ur  first  site.  Or  you're  trying  to  build  your  brand  online.  Or 
)u  just  can't  get  your  sales-order  application  to  connect  with 
)ur  manufacturing  system.  It  takes  a  lot  of  experience  to 
iderstand  what  works  and  what  doesn't.  At  USWeb/CKS, 
e've  handled  over  3,000  client  engagements.  We  create, 
jild  and  deploy  successful  sites  that  combine  strategy, 
rgeted  marketing,  network  systems  development,  Internet 
chnology  and  more.  Contact  us  to  find  out  how. 


;  Worldwide 

ugh  the  BBC  Worldwide 
site,  customers  in  1 96 
ltries  can  find  which  of 
3BC's  2756  products  are 
able  in  their  country, 
where  to  find  them. 


ner/Chappell 

sxtended  the  reach  of 
vorld's  largest  publisher 
usic  by  developing 
ierchappell.com  and  the 
e  accessibility  to  over 
million  song  titles. 


an  Spray  Cranberries 

Internet  solution  gave 
berry  growers  secure 
:ss  to  vital  crop-receipt 
in  a  matter  of  hours,  rather 
days.  The  end  result: 
inced  efficiencies  and  a 
3r  partnership. 


for  our  latest  white  paper: 

Ways  to  Survive  and 
■e  in  the  Digital  Economy 

ffices  worldwide 

ortune  100  clients 

tact  us  at: 

'879  3241  ext.  130 

995  8964  [International] 

i/.uswebcks.com 


USWeb/CKS 

Transforming  business  in 
the  digital  economy. 
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THE  RISE  AND  FALL  OF  THE  HOUSE  OF  BARNEYS 
A  Family  Tale  of  Chutzpah,  Glory,  and  Greed 

By  Joshua  Levine 
Morrow  •  256pp  •  $25 


GREEK  TRAGEDY 
IN  THE  RAG  TRADE 


f 


Barneys  once  commanded  the 
peak  of  the  retail  fashion  world. 
Through  pluck  and  stamina,  the 
founding  Pressman  family  built  a  chain 
where  the  hottest  designers  scrambled 
to  sell.  By  the  1980s,  Barneys  Inc.  had 
become  a  sartorial  trend-setter,  intro- 
ducing Italians  such  as  Giorgio  Armani 
to  America  and  making  black  the  ulti- 
mate fashion  color.  Barneys'  new  main 
store,  opened  in  1993  on  New  York's 
Madison  Avenue,  dazzled  the  public  with 
a  mosaic  of  Carrara  marble  and  walls 
lined  with  goatskin.  But  beneath  this 
glitter,  a  rot  was  setting  in.  The  busi- 
ness came  a  cropper  in  1996  with  a 
Chapter  11  filing  that  cost  the  Press- 
mans  control  of  their  hard-won  empire. 
The  Rise  and  Fall  of  the  House  of 


l  HI  T/PAH    i  l  ■  i. 


Barneys  offers  a  tale  with  echoes  of 
Greek  tragedy,  ably  delivered  by  Joshua 
Levine,  a  Forbes  senior  editor.  In  his 
impressively  detailed  narra- 
tive, Levine  shows  how  the 
chutzpah  that  fueled  the  fam- 
ily's ascent  grew  into  fatal  ar- 
rogance. Barneys  was  done  in 
by  a  combination  of  wild  over- 
spending, snobbish  disregard 
for  customers,  and  greedy 
family  raids  on  the  corporate 
till.  Today,  creditors  own  the 
company.  Its  20  stores  nation- 
wide still  sell  apparel  of  the 
highest  style,  but  do  so  without  the 
gaudy  excesses  that  marked  the  latter 
stages  of  the  Pressmans'  reign.  As  for 
the  Pressman  family,  they're  gone  from 


JOSM  A  I.LVINE 


the  scene.  Neither  the  PressmaM 
the  company  would  commeB 
Levine's  book. 

Sheer  gall  enabled  Barney  PreH 
an  elfin  pants-presser  from  the  I 
East  Side  slums,  to  found  Ms  meH 
store  in  1923.  He  hocked  his  wijw 
gagement  ring  to  pay  for  the  leMt 
fixtures.  And  although  establishes' 
ing  makers  wouldn't  sell  to  hBj 
managed  to  stock  his  place  vJU 
enonnous  number  of  quality  suitsBl 
he  sold  at  cut-rate  prices.  One  JH 
did  this,  Levine  relates,  was  tfl 
the  obituaries  and  buy  the  wardrM 
well-fixed  departed™ 
'"xb'cKEEB  grieving  widows.  Irfl 
Barneys  grew  into  the  HI 
largest  men's  store. 

Under  Barney's  orflj 
Fred,  the  store  grewMi 
1960s  into  a  fashion  m\ 
house  and  went  upscaaji 
new  boss  disdained  n{t£ 
ther's  folksy  style  arj 
gain-price  strategy.  Fi 
such  a  yen  for  qualir 
he  would  spend  an  hour  inspect! 
craftsmanship  of  a  glove,  Envp 
Brooks  Brothers,  he  moved  Ban 
ward  English  tailoring  in  the  19p 


.00002  on  the  Richter  scale. 


Shake  things  up  a  hit,  with  the  new  Ericsson  78<S.  It's  the  smallest  Go-Everywhere   tri-mode  phone  around.  Which  means  you  get 
unsurpassed  coverage  in  all  V)  states  and  a  phone  that  tits  in  your  shirt  pocket.  And  as  small  as  the  7  UN  is,  it  has  the  ability  to  store  up  to  200  numbs 
plus  voice  mail,  paging,  and  the  ability  to  vibrate  when  you  get  a  call.  So  you  can  be  reached  discreetly  and  still  make  yourself  heard. 
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the  new  thinkpad  570. (dramatization) 


mobile  Pentium"  II  processor  300PE/333/366  mhz  holds  floppy  drive  or  extra  battery  www.ibm.com/thinkpad 
64mb  to  192mb  sdram  /4.0gb  or  6.4gb  hard  drive  and  options  like  CD,  DVD,  SuperDisk  800  426  7255,  ext. 4164 
12.1"  or  13.3"  active  matrix  display  LS-120,  Zip  or  extra  hard  drive- 


Books 


then  went  heavily  for  Italian  design  in 
the  1970s.  Meanwhile,  Levine  hilarious- 
ly recounts,  Fred's  own  attire  was 
frayed  and  ill-fitting.  Indeed,  there  were 
other,  more  important  things  that  Fred 
should  have  paid  attention  to. 

Levine  paints  a  fascinating  portrait  of 
the  intergenerational  dynamics  of  the 
Pressman  clan.  His  main  point  is  that 
Fred  should  have  kept  better  watch  on 
Ms  wayward  offspring.  Unlike  succession 
at  many  other  family  businesses,  the 
Pressman  fathers  gladly  handed  over 
leadership  to  the  youngsters.  Strolling 
through  the  store,  the  voluble  patriarch 
would  walk  five  paces  behind  Fred  and 
criticize  his  son's  decisions,  but  never 
overrule  them.  Later,  Fred's  oldest  son, 
Gene,  began  the  expansion  that  led  to 
the  company's  undoing;  Fred,  despite 
severe  doubts,  went  along. 

In  1989  the  bon  vivant  Gene  and  his 
more  retiring  younger  brother,  Bob,  en- 
listed a  Japanese  partner,  retailer  Isetan 
Co.,  and  blew  millions  of  Isetan's  funds 
on  a  push  to  build  a  nationwide  pres- 
ence. But  the  Pressmans'  snob  appeal 
didn't  work  in  Middle  America.  Worse, 
they  spent  like  drunken  tailors:  The 
Madison  Avenue  store  was  aesthetically 
magnificent  but,  because  of  out-of-control 


construction  costs,  economically  stupid. 
Trusting  to  their  own  creative  genius 
to  keep  success  rolling,  the  third  Press- 
man generation  never  bothered  to  com- 
puterize and  track  where  all  the  bucks 
were  going. 

In  the  book.  Gene  and  Bob  come  off 


The  Pressman  family's  fatal  flaw 
was  its  readiness  to  hand  over 
authority  to  the  spoiled  sons 


as  spoiled  rich  boys  whose  disregard 
for  sound  business  practices  and  com- 
mon decency  made  the  disaster  in- 
evitable. Gene  was  a  regular  at  Studio 
54  in  its  heyday,  and — like  the  celebrat- 
ed disco's  picky  doormen,  who  wouldn't 
admit  anyone  who  wasn't  cool — Gene 
turned  Barneys  into  a  place  too  hip  for 
most  customers.  In  the  late  1970s,  he 
moved  Barneys  into  women's  wear, 
making  a  big  impact  on  the  fashion 
world  yet  never  turning  a  profit. 

Bob  Pressman  loathed  dealing  with 
customers,  a  real  minus  for  a  retail  ex- 
ecutive, and  focused  on  company  fi- 
nances. That,  however,  amounted  to  jug- 


gling the  books  to  hold  off  the  inj 
ing  collapse.  And  Levine  contendi 
just  before  the  bankruptcy  filing 
engineered  a  plan  to  siphon  $5  il 
out  of  the  company  into  the  fa| 
pockets  through,  among  other  I 
giving  himself  and  Gene  huge  sahl 
creases.  Loyal 
ployees  were  tl 
like  scum,  witha 
unhappy  depail 
and  vendors  I 
habitually  stiff! 

As  pn 
mounted,  "the  I 
as  the  brothers  were  called,  tlji 
they  could  bluster  their  way  thl 
After  all,  they  embodied  the  B.1 
magic,  and  no  one  would  want  tl 
per  with  that.  Embittered  partnci 
tan  and  the  creditors  disagree* 
Barney  died  in  1991,  at  96,  befcj 
beloved  store  ran  into  trouble.! 
wasn't  as  fortunate:  He  died  in  I'M 
73,  a  few  months  after  the  bank^ 
fifing.  In  the  end,  as  Levine  defl 
counts,  inside  the  celebrated  blacl 
neys  shopping  bag,  nothing  remaa 
BY  LARRY! 

Associate  Editor  Light  covers  I 
rate  strategies. 


Many  nappy  returns. 


Millions  of  wild  ducks,  geese,  and  some 
other  species  are  finding  more  and  better  habitat 
all  along  North  America's  flyways — thanks  to 
Ducks  Unlimited.  Since  1032,  DU  has  turned 
its  contributors'  dollars  into  more 
than  8  million  acres  of  wildlife 
habitat — another  happy  return 
on  a  conservation  investment. 

DUCKS 
UNLIMITED 


Tjtr 


1-800-45-DUCKS 

Ducks  Unlimited  ■  One  Waterfowl  Way  '  Memphis,  Tennessee  38120  ■  wwTV.clucbs.org 


DISH  Network  Business  Television... 

Improving  The  Way  Your 
Business  Communicates. 


"'native  Program 


H  Network  Business  Television  will  change  the  way  you  communicate,  delivering  the  power 
versatility  of  advanced  business  television  services  via  sophisticated  satellite  technology. 


Affordable. 

e  corporations  with  multiple 
will  find  communicating 
jgh  a  live,  private  broadcast 
jmely  easy,  efficient  and 
effective.  Our  low-cost 
lite  systems  make  multi-site 
nations  very  affordable, 
single  business  sites  as  low 
750! 


It's  Informative. 

Get  up-to-the-minute  information  - 
world  news,  financial  news  and 
weather  -  7-days-a-week,  24-hours- 
a-day  Choose  from  a  variety  of 
business  programming  including 
CNN,  CNBC,  Headline  News,  PBS 
and  Bloomberg  business  television. 
You  can  even  access  the  Internet 
directly  through  DISH  Network 
Business  Television. 


It's  Digital. 

You'll  enjoy  a  superb  picture 
and  crystal-clear  sound  with 
the  superior  digital  quality  of 
the  easy-to-use  DISH  Network 
Business  Television  systems. 
And  our  incredibly  secure 
conditional  access  encryption 
technology  will  ensure 
complete  privacy  for  your 
business  broadcasts. 


>n't  accept  a  video  broadcasting  system  with  an  exorbitant  price  tag,  idle  monitors  or  inferior  picture 
ality.  OISH  Network  Business  Television  will  work  closely  with  your  organization  to  design  and  imple- 
;nt  effective  communications  solutions  that  will  meet  your  changing  needs  —  now  and  in  the  future. 


dfsE 

NETWORK 


Business  Television 


Expanding  the  Boundaries  of 
Business  Communications 


Call  Today:  1  -888-624-DISH 

or  visit  us  at  www.businesstelevision.com 


jamming  subject  lo  change  without  notice  DISH  Network  is  a  trademark  of  EchoStar  Communications  Corporation.  All  service  marks  and  trademarks  belong  to  their  respective  owners  ©1 999,  EchoStar  Communications  Corporation 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


THE  MEN  RUNNING  BRAZIL 
STILL  DON'T  GET  IT 


GET  REAL: 

Brazil  needs  to 
impose  fiscal 
discipline  and 
dollarize  its 
economy,  but 
nationalism 
and  bankrupt 
ideas  are 
leading  it 
astray 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


It  seems  that  I  cause  trouble  whenever  I 
go  to  Brazil.  On  my  trip  in  August,  1996, 
I  said  that  the  government's  fiscal  and 
monetary  policies  were  insufficiently  serious. 
Especially  problematic  was  the  slow  pace  of 
reform  in  privatization  and  social  security. 
There  had  also  been  no  basic  changes  in  mon- 
etary institutions,  including  a  failure  to  create 
an  Argentine-style  currency  board.  This  com- 
bination of  fiscal  and  monetary  weakness  led 
me  to  predict  that  the  Brazilian  real  would 
eventually  be  devalued.  It  took  a  bit  longer 
than  I  expected,  but  it  happened  last  January. 

Finance  Minister  Pedro  Sampaio  Malan 
reacted  to  my  comments  in  1996  by  saying 
that  Brazil  did  not  need  nonserious  American 
academics  coming  to  Brazil  to  say  that  its 
policies  were  not  serious.  After  his  remarks 
appeared  in  a  newspaper,  I  told  a  reporter 
that  Domingo  Cavallo  had  recently  been  fired 
as  Argentina's  Economic  Minister  and  was 
available  to  replace  Malan  as  Brazilian  Fi- 
nance Minister.  This  suggestion  appeared  in 
several  newspapers  and  caused  considerable 
distress.  Apparently,  an  Argentinian  running 
the  Brazilian  economy  would  be  a  national 
disgrace. 

ROSY  VIEW.  On  my  return  for  another  con- 
ference a  couple  of  weeks  ago,  I  saw  that 
not  much  had  changed  in  Brazil.  Fiscal  and 
monetary  reforms  are  still  insufficiently  seri- 
ous, and  prospects  are  for  more  exchange- 
rate  crises  and  continued  volatility  in  interest 
rates  and  inflation.  The  financial  system  is 
temporarily  propped  up  by  International  Mon- 
etaiy  Fund  cash,  and  people  are  unreasonably 
optimistic  based  on  short-term  favorable 
moves  in  exchange  and  interest  rates.  Malan 
is  still  in  charge  at  the  Finance  Ministry,  and, 
worse  yet,  Cavallo  is  probably  no  longer  avail- 
able. He  seems  busy  as  a  senator  and  presi- 
dential candidate  in  Argentina. 

I  argued  at  the  conference  that  the  Amer- 
icas were  witnessing  the  start  of  a  favorable 
trend  toward  dollarization.  The  adoption  of 
the  U.  S.  dollar  as  a  means  of  payment  would 
eventually  create  the  monetary  discipline  and 
stability  that  has  escaped  many  countries  in 
Latin  America,  including  Brazil.  My  prediction 
was  that  this  process  would  begin  in  Ar- 
gentina, a  considerable  irony  because  Ar- 
gentina already  had  Cavallo's  currency  board 
and  therefore  needed  external  discipline  the 
least.  After  Argentina,  dollarization  would 
likely  spread  to  Peru  and  Central  America. 


Then  the  two  most  critical  places  woi 
Mexico,  which  might  move  next,  and 
which  would  likely  be  among  the  last 
tries  to  act. 

A  fellow  panelist,  Aloizio  Mercadant* 
is  vice-president  of  the  Labor  Party,  r< 
angrily  to  my  proposals.  He  said  that 
ing  Cavallo's  ideas  about  currency  boan 
more  like  following  a  donkey  than  a 
(apparently  a  play  on  the  Portuguese 
cavalo  for  horse).  He  also  said  that 
was  a  great  country  and  therefore  mi 
ways  have  its  own  money  and  monetai 
icy.  I  suggested  renaming  the  dollar 
America  if  this  would  assuage  national 
I  also  expressed  puzzlement  about  \ 
was  0.  K.  for  countries  to  export  caj 
wheat  but  not  currencies  and  monetar 
cies,  even  though  some  countries  were 
better  than  others  at  producing  moi 
services.  I  argued  that  the  world  was  r 
toward  three  currency  zones — the  eui 
something  in  Asia  in  addition  to  the  d( 
and  that  Brazil  ought  to  be  making  pi 
join  one  of  these  zones. 

I  was  not  surprised  to  learn  that 
had  made  little  progress  in  tackling  it; 
and  monetary  problems.  But  I  was  astc 
to  discover  that  the  state  in  which  th 
ference  took  place — Rio  Grande  do  Su 
joined  Cuba  and  North  Korea  as  one 
world's  few  remaining  Marxist  econ 
The  local  governor,  Olivio  Dutra,  was 
dead  ringer  for  Josef  Stalin.  His  ecc 
program  seemed  to  have  been  inspii 
the  Soviet  Union  of  the  1950s:  an  end 
vatization,  creation  of  new  state  com 
coercive  agrarian  reform,  governmen 
pudiation  of  contracts  with  General 
Corp.  and  Ford  Motor  Co.,  curtailm 
foreign  investment,  and  the  cessation  < 
ments  on  debts  to  the  federal  gover 
Tins  local  program  actually  made  Braz  .. 
tional  economic  policies  look  pretty  go 

To  add  to  the  strangeness,  Brazil  a 
pears  to  be  the  only  major  country 
world  that  imposes  cumbersome  ent 
quirements  on  U.  S.  citizens.  I  almost 
make  the  trip  in  1996  because  of  dil 
in  obtaining  a  visa.  Brazilians  say  the  L 
quires  them  to  get  visas  to  visit,  too. 
just  a  matter  of  Brazilian  pride.  But  p 
in  this  area,  as  well  as  in  monetary  rr! 
Brazilians  ought  to  worry  more  aboutK 
policy  and  less  about  nationalism. 
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•  *A  a  crane  moving  a  heavy 
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ENE  KORETZ 


iRTRAIT  OF 
E  ARTISTS 

age,  output,  and  price  interact 

hough  art  critics  and  scholars  are 
enerally  scornful  of  the  marketplace 
guide  to  artistic  merit,  economist 
I  W.  Galenson  of  the  University  of 
£0  believes  their  scorn  is  misplaced, 
new  National  Bureau  of  Economic 
trch  study,  he  offers  evidence  that 
data  from  the  art  market  not  only 
to  concur  with  the  judgments  of 
ilists  but  also  can  illuminate  the 
;ion  of  modern  art. 
.enson  argues  that  modern  art — 
ance  in  the  late  19th  and  early 
centuries,  and  in  the  U.  S.  in  the 


EMOISELLES-.  Picasso  at  his  peak 

World  War  II  period — has  been 
cterized  by  two  modes  of  innova- 
The  first  gradually  rejects  past 
ions  and  moves  incrementally  to- 
the  expression  of  new  visual  per- 
ms and  sensations.  The  second 
to  occur  more  suddenly  and  spon- 
asly  as  the  result  of  a  radical  con- 
al  breakthrough. 

enson  also  claims  that  the  second, 
conceptually  based  mode  of  inno- 
i  is  typically  the  product  of  artists 
lo  their  most  valuable  and  impor- 
'•'ork  when  they  are  young,  where- 
3  former  is  more  the  product  of 
mature  years.  His  proof  is  an 
sis  of  auction  house  records  of  the 
i  received  for  works  by  some  42 
nown  French  (or  French  resident) 
:rs  who  were  born  between  1799 
900,  and  31  American  artists  who 
born  between  1880  and  1937. 
,h  groups  of  artists  show  similar 


patterns.  In  France,  those  born  before 
1850 — Impressionists  such  as  Manet, 
Cezanne,  and  Degas — typically  produced 
their  most  valuable  work  as  measured 
by  the  market  late  in  their  careers  (in 
their  late  40s,  50s,  and  60s),  after  long 
experimentation.  But  those  bom  after 
1850 — including  Picasso,  Braque,  and 
Leger — were  more  likely  to  have  done 
so  with  sudden  breakthroughs  when 
they  were  relatively  young.  Indeed,  Pi- 
casso's most  important  work,  the  revo- 
lutionary Les  Demoiselles  d'Avignon, 
was  painted  when  he  was  only  26. 

Similarly,  in  the  U.  S.,  the  market 
prices  commanded  by  the  artists  born 
before  1920 — Abstract  Expressionists 
like  Willem  de  Kooning,  Mark  Rothko, 
Philip  Guston,  and  Robert  Motherwell — 
tend  to  peak  for  those  works  produced 
when  they  were  relatively  mature.  By 
contrast,  the  next  generation  (concep- 
tually radical  artists  like  Andy  Warhol, 
Frank  Stella,  Robert  Rauschenberg, 
Jasper  Johns,  and  Larry  Poons)  tended 
to  produce  their  most  valuable  works 
when  they  were  quite  young. 

But  do  market  prices  reflect  the  tine 
quality  of  an  artist's  work?  To  find  out, 
Galenson  compares  his  data  with  the 
judgments  implicit  in  museum  exhibi- 
tions and  art  history  textbooks.  His 
analysis  indicates  that  they  are  in  gen- 
eral agreement — that  is,  the  works  that 
are  singled  out  for  attention  in  art  his- 
tories and  major  exhibitions  were  pro- 
duced at  close  to  the  same  ages  as  the 
works  commanding  the  highest  prices 
at  auction. 

Although  the  experts  may  be  skep- 
tical, says  Galenson,  "the  data  demon- 
strate that  their  own  judgments  of 
artistic  worth  and  the  market's  valua- 
tions are  remarkably  similar — a  fact 
that  should  not  be  so  surprising  in  light 
of  the  sophistication  of  most  wealthy 
art  collectors." 


INFO  TECH:  WHO'S 
SPENDING  WHAT 

The  U.S.  is  farther  ahead  than  ever 

Tf  technology  is  the  key  to  success  in 
J. today's  competitive  world,  the  U.  S. 
appears  to  be  extending  its  lead.  Ac- 
cording to  the  European  Information 
Technology  Observatory's  latest  annual 
assessment,  America  boosted  its  infor- 
mation technology  outlays  from  4.08% 
of  gross  domestic  product  in  1996  to 
4.53%  in  1997.  Meanwhile,  Japan 
weighed  in  with  just  2.61%  of  its  gdp, 
and  Western  Europe  with  only  2.34%. 


Among  the  major  European  nations, 
only  Britain  invested  more  than  3%  of 
its  GDP  in  in  for-   ■■■miim 


AMERICA'S  BIG  LEAD 
IN  TECHNOLOGY 


INFORMATION  TECHNOLOGY 
SPENDING  AS  SHARE  OF  GOP 
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mation  technology. 

The  research 
group's  tally  of 
business  PCs  per 
100  white-collar 
workers  tells  a 
similar  story.  It 
pegs  the  1997 
U.S.  level  at 
105— more  than 
one  computer  per 
office  worker. 
That's  nearly  twice 
the  average  level 
of  55  PCs  for  every 
100  white-collar 
workers  in  Western  Europe  and  more 
than  four  times  Japan's  count  of  only  24. 


JUSTICE  ISN'T 
C0L0R-RLIND 

Own-race  policing  can  pay  off  big 

In  recent  years,  police  departments  in 
many  cities  have  faced  growing  pres- 
sure to  hire  more  minority  officers.  In- 
deed, in  the  wake  of  two  widely  publi- 
cized incidents  involving  black  victims 
and  white  police,  New  York  City  is 
putting  added  stress  on  just  such  a  hir- 
ing policy. 

Are  such  steps  likely  both  to  improve 
police  performance  and  to  reduce  crime 
by  fostering  community  cooperation,  as 
advocates  claim?  In  a  recent  study,  John 
J.  Donohue  III  of  the  Stanford  Law 
School  and  Steven  D.  Levitt  of  the  Uni- 
versity of  Chicago  analyzed  data  from 
134  large  U.  S.  cities  from  1977  to  1993 
to  see  how  the  racial  composition  of  lo- 
cal police  forces  affected  racial  patterns 
of  arrests  and  crimes. 

Their  most  striking  findings:  The 
higher  the  share  of  police  officers  of  a 
particular  race  in  a  neighborhood  domi- 
nated by  the  same  race,  the  lower  the 
number  of  arrests  (of  people  of  that 
race)  in  the  neighborhood.  Moreover,  al- 
though own-race  policing  has  little  effect 
on  violent  crime,  it  does  appear  to  re- 
duce the  number  of  property  crimes 
significantly. 

Thus,  those  who  call  for  more  black  or 
Hispanic  officers  in  neighborhoods  and 
cities  with  large  black  or  Hispanic  popu- 
lations seem  to  have  a  point.  Own-race 
policing  appears  to  pay  off  by  reducing 
both  arrests  and  property  crime — pre- 
sumably because  it  leads  to  fewer  false 
arrests  and  greater  deterrence. 
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BY  STEPHEN  H.  WILDSTROM 


CLOSE-TO 
POCKET  E 


PERFECT 
MAIL 


The  RIM  pager  is  the 
first  wireless  message 
device  that  I'd  want 
to  carry  around 

Faithful  readers  know 
that  I  have  long  been 
on  a  quest  for  the  per- 
fect mobile  E-mail  reader.  It 
would  be  wireless,  small,  and 
able  to  send  and  receive  mail 
easily  and  comfortably.  Per- 
fection remains  elusive,  but 
it's  getting  closer,  courtesy  of 
a  Waterloo  (Ont.)  startup 
called  Research  in  Motion 
(www.rim.net). 

The  $359  rim  Interactive 
Pager  950  is  a  five-ounce  unit 
small  enough  to  be  worn 
comfortably  on  a  belt  or 
slipped  into  a  pocket  or 
purse.  It  has  a  readable  six- 
line  display  and  a  tiny  but 
cleverly  designed  keyboard 
that  lets  you  use  your 
thumbs.  I  wouldn't  write  a 
novel  with  it,  but  after  trying 
several  versions  on  trips  and 
around  town,  I  found  the 
pager  surprisingly  handy  for 
keeping  up  with  urgent  mail 
and  dashing  off  short  mes- 
sages. Its  nearest  rival,  Mo- 
torola's PageWriter  2000,  is 
much  bulkier,  with  a  poorly 
laid-out  keyboard  and  other 
factors  that  make  it  harder 
to  use  despite  being  bigger. 

ACTION-PACKED.  The  RIM  is 

an  interesting  piece  of  hard- 
ware. But  a  lot  of  its  appeal 
lies  in  the  varied  and  grow- 
ing services  it  offers.  It  oper- 
ates on  a  BellSouth  Wireless 
Data  network  or  the  Cantel 
AT&T  network  in  Canada. 
BellSouth  (www.bellsouth- 
wd.com)  offers  basic  service — 
E-mail  and  two-way  paging — 
starting  at  $24.95  a  month. 
GoAmerica  Communica- 


tions (www.goamerica.com) 
adds  Web  browsing  at  prices 
ranging  from  $9.95  a  month 
for  25,000  bytes— maybe  100 
short  E-mail  messages — to 
$59.95  for  unlimited  service. 
The  six-line  display  won't  do 
for  most  Web  pages,  but 
GoAmerica  lets  you  browTse 
specially  formatted  pages  that 
offer  news,  weather,  market 
data,  and  travel  information. 

Other  vendors'  versions  of 
the  pager  provide  more  spe- 
cialized services.  Mobeo 
(www.mobeo.com)  lets  you 


wireless  E-mail  over  the 
same  BellSouth  network,  has 
tuned  the  rim  pager  to  pro- 
vide mobile  communications 
to  the  deaf  and  others  who 
can't  use  a  telephone.  Wynd 
links  a  pager  to  a  teletype- 
writer (tty)  for  the  deaf  or 
provides  text-to-speech  ser- 
vice to  a  regular  phone,  in 
addition  to  regular  E-mail. 
Its  service  starts  at  $24.95  a 
month,  plus  35tf  per  tty  or 
text-to-voice  message. 

Probably  the  approach 
with  the  most  appeal  to  the 
typical  mobile  executive  is 
rim's  own  BlackBeny  service. 
One  of  the  hassles  of  most 
wireless  mail  systems  is  that 
you  must  either  have  cor- 
respondents send  mail  to  a 
special  address,  such  as 
usei<2wirelessmail.net,  or  you 
must  arrange  to  have  mail 
fin-warded  from  \  our  regular 
account.  For  users  of  Mi- 
crosoft Exchange  mail,  Black- 
Beny is  integrated  into 


*  ml 


I  was  the  primary  adcte 
sent  to  the  pager.  That  ill 
nated  all  of  my  maili? 
traffic  while  ensuring  tltl 
most  important  mail-jj 
sages  that  required  iy 
tion — got  through. 
SUBURBAN  STATIC.  Th  j 
satile  BlackBeny  page 
lets  you  synchronize.^ 
desktop  address  book  al 
endar  with  the  pager,  m 
gives  it  much  of  the  fix.*! 
ality  of  a  Palm.  A  Blacl  j] 
pager  with  a  sync  A 
costs  $399,  plus  $3<« 
month  for  unlimited  sew 
The  rim  Interactive  "j 
isn't  quite  my  ideal  M 
companion.  Although  wa 
communications  are  geia 
good  in  big  metropolitn 
eas,  they  can  get  sketd , 
the  outer  suburbs.  Bl 
life  is  a  concern,  too,  w| 
single  aa  cell  likely  ten 
replacement  within  a  n 
weeks  of  heavy  use.  Bia 
is  the  first  wireless  11 
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SMALL  PAGER,  BIG  FEATUI 

•  Basic  E-mail  and  two-way  pal 
cost  $24.95  a  month  and  up  9 

•  Browse  the  Web  for  an  additi 

$9.95  to  $59.95  a  month 


•  Get  quotes  for  a  customized 
of  stocks  and  even  trade  for 
$59.95  a  month  and  up 


type  in  codes  for  a  vari- 
ety of  financial  instruments 
and  comes  back  in  a  minute 
or  so  with  real-time  price 
quotes.  You  can  also  build  a 
list  of  stock  issues  and  then 
get  a  quote  just  by  clicking 
on  an  item.  Mobeo's  service 
starts  at  $59.95  a  month.  Dis- 
count broker  Muriel  Siebert 
&  Co.  even  allows  wireless 
trading  over  a  rim  pager. 

Wynd  Communications 
(www.wynd.com),  a  company 
that  nearly  went  under  try- 
ing to  provide  conventional 


the  mail  server, 
which  takes  the  messages 
sent  to  your  regular  address, 
reformats  them  for  the  small 
display,  and  forwards  them. 
All  traffic  between  the  pager 
and  server  is  encrypted  for 
security. 

One  feature  makes  Black- 
Beny particularly  useful:  You 
can  set  up  rules  that  control 
what  messages  are  forward- 
ed, so  you  receive  only  the 
important  ones,  with  the  junk 
left  behind.  For  example,  I 
had  only  messages  on  which 


device  that  I've  found  .a 
practical  enough  that  id 
want  to  cany  it  arounii 
The  rim  may  get  I 
for  its  money  from  I 
Corp.'s  forthcomings 
VII,  which  offers  sa 
wireless  Web-browsin  I 
vices  and  even  operate! 
the  same  network.  Bm 
now,  particularly  if  voi  d 
Microsoft  Exchange  usr,| 
BlackBeny  version  ill 
rim  Inter@ctive  Pa£j| 
the  hottest  wireless 
around. 
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Okay  everyone, 

ready  for  the  first  annual 

Internet 

Quiz? 


We  know  that  you  know  a  lot 
about  the  Internet.  But  if  you  find 
yourself  stumped  by  the  following 
questions,  it's  possible  there  are 
still  a  few  things  about  the  'Net 
that  you  didn't  know.  Care  to  find 
out?  Then  lets  get  started. 

1.  Who  provides  for  the  Internet 
Service  Providers?  For  six  out  of 

the  eight  largest  ISPs,  it's  Compaq. 
Fact  is,  hundreds  of  ISPs  look  to 
us  for  all  sorts  of  things.  From  our 
affordable,  scalable  ProLiant 
webservers  (the  most  popular  on 
the  market,  outselling  Sun  by 
almost  2  to  1)  to  our  blisteringly 
fast,  clustered  AlphaServer  (the 
fastest  webservers  in  the  universe) 
running  Compaq  Tru64 
UNIX. 


thousands  of  businesses  and 
government  agencies.  Our 
firewall  technologies  make  it 
possible  for  you  to  safely 
connect  your  private  network 
to  the  Internet,  and  enable 
you  to  turn  the  coldest  of 
shoulders  to  vandals  and 
thieves,  while  extending  the 
warmest  of  welcomes  to 
employees  and  customers. 


2.  Who 
developed 
the  first  Internet 
firewall?  It  took 
some  very  smart 
people  at  our 
labs  in  Palo  Alto  to 
come  up  with  this  vita 
technology.  Today, \ 
our  firewallsprotect 
critical  information  in 


/ 


3.  Who  helps  MSN.com  and 
barnesandnoble.com  have  an 
Internet  presence  worthy  of 
Microsoft  and  Barnes  &  Noble? 

These  companies  know  how  crucial 
it  is  to  make  a  good  impression 
on  the  Internet.  Not  coincidentally, 
they  came  to  us  for  help  with 

infrastructure  and  systems 

support.  Today,  their 
sites  are  among 
the  busiest 
on  the  Web, 
J*   with  users 
\  dropping 

in  for 
millions  of 
page-views 
each  day, 

from  the  smallest  to  the 
largest,  use  the  Web  to  entic  e, 
lure  and  land  more  customers? 


but  they're  just  two  of  the  the 
of  Web  sites  that  our  people 
products  help  enable.  (Can 
enable  one  for  you}) 


Internet 
Explorer 


Who  helps  Microsoft 
and  Netscape  help  millions 
of  people  explore,  navigate 
ami  lore  the  Internet? 


I 


4.  Who's  doing  more  to  helj 
Internet  really  (and  literally) 
home?  We  are.  Here's  a  sma 
sample  of  our  home  Interne! 
nologies:  simple,  one-touch 
access;  affordable  Presario' 
that  you  can  order  broadban 
for  ultra-fast  access  many  tii 
that  of  conventional  56K  m 
and  easy  home  networking  s( 
that  let  you  connect  multipl 
using  existing  phone  lines,  a 
allow  multiple  users  to  acce 
Internet  at  the  same  time. 

5.  Who's  using  the  Web  to  ^ 
more,  much  more,  out  of  A 

With  Compaq's  NonStop  n 
critical  systems  and  solutior 
behind  almost  two-thirds  oi 
world's  ATM  machines,  wh 
more  is  there  to  get?  Well,  r 


irline  tickets.  Postage 
Virtually  every  kind  of 
il  transaction.  And  more, 
tear  future,  Compaq's 
abled  ATM  technologies, 
>ed  in  partnership  with 
mil  dramatically  expand 
)tion  of  what  you  can  get 
in  ATM  machine. 

runs  the  most  powerful 
•ful  guide  to  the  Internet? 

ta*  which  set  the  standard 
:h  engines  by  finding 
t  results  as 
5 100  to  200 
ister  than  its 
ition,  is  apart 
ipaq.  It's  also  a 
irt  of  our  core 
t  strategy — 
ng  us  with  a 
wreathing  connection  to  the 
:  and  its  users  every  second 
i  day.  What  we  learn  there 
bit  as  important  as 
ing  else  we  do  there.  (And 
iffic  exceeding  one  billion 
t  searches  a  month,  we 
lot.) 


O 


in  t  e  r  n  e  t 


7.  Who's  got  thousands  of 
human  guides  to  the  Internet, 
to  help  you  make  it  as  simple 
as  humanly  possible?  Right  now, 
in  1 14  countries,  the  27,000  people 
of  Compaq  Services  are  solving 
some  of  the  toughest  problems 
imaginable.  With  flexible,  scalable, 
manageable  solutions.  Solutions 
for  Internet/intranet/extranet.  For 
network  security.  For  e-commerce. 
For  large  companies  and  small. 
Fact  is,  as  complexity  grows,  the 
number  of  reasons  you  need  a 
great  partner  grows,  too.  And 
that's  why  we're  here.  To  help  you 
make  the  right  choices, 
9         and  chart  the  right 
path,  today  and  in 
the  years  ahead. 


V 


Which  single  button  im 
a  computer  keyboard, 
md  from  which  company, 
has  introduced  more 
people  to  the  Internet 
than  any  other? 


How'd  you  do?  If 

you  got  most  of  the 
questions  right,  you're 
probably  one  of  our 
customers.  If  not,  we're  more 
than  willing  to  work  with  you  to 
help  bring  up  your  score.  Call 
1-800 -AT-COMPAQ  or  visit 
www.compaq.com/betteranswers. 
Where  you'll  find  some  very 
good  answers  to  some  very 
tough  questions. 


can  help  yoti  j 
tart  the  best  course  through 
the  immense  complexities 
and  limitless  opportunities  of 
nternetivorked  computing? 


COMPAQ 

Better  answers. 


www.compaq.com/betteranswers 


I  iiloraloooandMSN  comarelia)^tenlMrr[^ftr/»rera^  UNIX  s  a  reoGtered  trademark  m  the  United  States  and  other  countries,  Icensefl  e*duswery  trirouqn  X^Open  Company,  Ltd  AllotrerwnesaretiarJemarteorregstereOtrac^marksrt 
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ADT  Security  Systems 

www.adt.com/business.htm 

American  Electric  Power  (AEP) 

www.aep.com 

American  Forests 

www.americanforests.com 

APL  Limited 

www.apl.com 

Apple  Computers 

www.apple.com 

Arthur  Daniels  Midland  (ADM) 

www.admworld.com 

AT&T 

www.att.com 

Audi  Asia  Pacific 

www.audi.com 

Battelle 

www.estd.battelle.org 

BP  Amoco 

www.bpamoco.com 

Cabletron  Systems 

www.cabletron.com 

Cadence  Design  Systems 

www.cadence.com 

Calvert  Group 

www.calvertgroup.com 

Chrysler 

www.chryslercorp.com/ 
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www.powerbond.com 
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www.compaq.com 
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www.cai.com 
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Ericsson  Mobile  Phones 
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FTD 

www.ftd.com 

General  Motors 

www.gm.com 
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www.iberia.com 

GTE 

www.gte.com 

Hewlett-Packard  E-Services 

www.hp.com/go/nclass 

Honeywell 

www.  honeywel  I  .com 

IBM 

www.ibm.com 

INFONET 

www.infonet.com 

Intel 

www.intel.com 
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www.ittind.com 
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www.kyocera.com 
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www.lotus.com 
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www.  microsoft.com 
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LKE  A  CLOSE  LOOK 

t  THOSE  GDP  NUMBERS 

Dsided  U.S.  demand  and  skewed  world  growth  raise  some  questions 


us.  ECONOMY 


It's  gdp  time  again.  On  Apr. 
30,  the  Commerce  Dept.  will 
I  its  first-quarter  data  on  the  economy's  gross  do- 
ic  product.  Right  now,  the  median  forecast  among 
Dmists  for  real  gdp  growth  is  close  to  a  4%  annual 
on  the  heels  of  the  fourth  quarter's  6%  gallop.  But 
ross-currents  from  the  economy's  individual  sectors 
unusually  turbulent  last  quarter,  and  the  report 
require  more  than  a  cursory  analysis, 
sed  on  available  monthly  data,  consumer  spending 
Is  a  good  chance  of  posting  the  largest  quarterly 
ase  of  this  eight-year  expansion,  and  homebuild- 
ihould  show  another  double-digit  advance.  How- 
the  drags  on  growth  were  large,  especially  giv- 
he  unexpectedly  sharp  widening  of  the  trade 
it.  Also,  business  investment  appears  to  have 
unusually  weak,  and  equipment  outlays  may 
post  an  outright  decline.  Inventory  growth  ap- 
5  to  have  slowed  as  well.  Add  it  all  up,  and  that 
xpectation  may  well  be  on  the  high  side. 

If  so,  blame  it  on  the 
skewed  nature  of  world  eco- 
nomic growth,  combined  with 
an  increasingly  lopsided  U.  S. 
expansion.  Given  the  power- 
ful mix  of  jobs,  low  inflation, 
and  stock  market  gains,  house- 
holds are  setting  spending 
records  almost  every  quarter 
and  accounting  for  a  dispro- 
portionate share  of  the  econo- 
my's growth.  But  at  the  same 
<  amid  a  strong  dollar  and  abundant  global  capaci- 
lat  spending  surge  is  bypassing  U.  S.  manufactur- 
nd  heading  straight  for  imports.  Meanwhile,  weak 
j  lg  power  is  undercutting  profits  and  causing  many 
'.esses  to  take  a  second  look  at  their  1999  capital 
ets. 

EYE-POPPING  6%  TO  7%  GROWTH  rate  now 

2ted  for  first-quarter  consumer  spending  has  been 
documented  by  the  monthly  data.  But  the  latest 
is  the  quarter's  dramatically  wider  trade  deficit 
t).  The  trade  gap  in  February  ballooned  to  $19.4 

!n,  up  from  $16.8  billion  in  January,  which  had  fil- 
ed from  $14.1  billion  in  December.  Depending  on 
nerce's  estimate  for  unavailable  March  data,  the 
deficit,  by  itself,  could  end  up  subtracting  two  to 
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three  percentage  points  from  overall  gdp  growth.  More 
important,  the  lack  of  economic  growth  elsewhere 
around  the  globe  suggests  that  the  U.  S.  trade  gap 
will  get  worse  before  it  turns  around. 

The  latest  trade  data  reflect  a  surge  in  imports  fu- 
eled by  U.  S.  domestic  spending  and  the  lack  of  export 
growth  amid  soft  foreign  demand.  Imports  in  Febru- 
ary jumped  2.3%  after  rising  2.1%  in  January,  the 
biggest  two-month  advance  in  four  years.  Consumer 
goods,  excluding  autos  and  foods,  accounted  for  about 
half  of  the  February  import  increase,  and  foreign- 
made  autos  contributed  a  third.  Capital  goods  im- 
ports also  rose  in  both  January  and  February,  but 
their  growth  has  slowed  during  the  past  year,  likely 
reflecting  the  slowdown  in  U.  S.  capital  spending. 

Exports,  which  fell  0.6%  in 
February,  are  not  as  weak  as 
the  data  suggest,  because  a 
drop  in  always-volatile  aircraft 
shipments  more  than  account- 
ed for  the  month's  decline. 
Still,  exports  remain  well  be- 
low their  level  of  a  year  ago 
and  show  little  sign  of  break- 
ing out  of  the  doldrums. 

This  double  hit  from  soft 
exports  and  intensified  import 
competition  explains  why  the  manufacturing  sector 
continues  to  struggle.  Despite  encouraging  signs  from 
several  industry  surveys,  industrial  production  edged  up 
only  0.1%  in  March,  mainly  reflecting  an  increase  in  util- 
ity output.  Production  in  manufacturing  alone  did  not 
rise  at  all,  and  first-quarter  output  grew  at  an  annual 
rate  of  only  1.2%.  Excluding  1998's  third  quarter,  when 
the  strike  at  General  Motors  Corp.  affected  output, 
the  first-quarter  factory  gain  was  the  weakest  quarterly 
growth  in  nearly  four  years.  Moreover,  capacity  uti- 
lization in  manufacturing  in  March  fell  to  79.3%,  the 
lowest  since  early  1992,  when  the  economy  was  strug- 
gling to  recover  from  the  last  recession. 

THE  GDP  REPORT  IS  LIKELY  to  suggest  that,  despite 
rambunctious  consumers,  one  key  area  of  demand  may 
be  starting  to  falter:  capital  spending  (chart).  With 
U.  S.  capacity  so  abundant,  and  with  corporate  cash  flow 
not  as  plentiful  as  it  was  back  when  profits  were  grow- 
ing at  double-digit  rates,  one  possible  surprise  in  the 
gdp  data  could  be  an  outright  decline  in  business  in- 
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vestment  in  new  equipment,  which  has  been  a  key 
contributor  to  economic  growth  during  this  expansion. 

Through  February,  both  shipments  of  capital  goods 
and  production  of  business  equipment  are  below  their 
averages  for  the  previous  quarter,  the  first  time  that 
has  happened  since  the  last  cyclical  downturn  in  capital 
spending,  which  was  during  the  1990-91  recession.  The 
slowdown  is  centered  more  in  low-tech  machinery  than 
in  high-tech  hardware. 

Meanwhile,  business  outlays  for  new  construction 
appear  to  have  risen  last  quarter,  not  so  much  be- 
cause companies  were  rushing  to  build  new  plants  and 
warehouses,  but  because  the  mild  winter  allowed  more 
construction  activity  than  would  have  normally  oc- 
curred. Meanwhile,  contract  values  for  new  business 
construction  have  fallen  sharply  for  the  second  quarter 
in  a  row,  based  on  data  from  the  F.  W.  Dodge  Div.  of 
The  McGraw-Hill  Companies.  The  pattern  suggests 
that  once  current  projects  are  completed,  few  new 
ones  are  on  tap  for  1999. 

THE  SAME  IS  TRUE  FOR  HOUSING.  Homebuilding 

scored  another  strong  gain  last  quarter,  with  some 
help  from  the  weather  but  with  a  boost  from  solid 
consumer  fundamentals  as  well.  However,  last  quarter 
may  well  have  been  housing's  only  big  contribution  to 
gdp  growth  for  the  year. 
That's  because  the  direction  of  most  monthly  housing 


AUSTRALIA 


HOUSING:  IS  THE  Bl 
LOSING  STEAM? 


indicators  through  the  quarter  was  down.  Hoi 
starts  fell  in  both  February  and  March,  and  sal 
new  homes  peaked  in  November  of  last  year.  In 
the  National  Association  of  Home  Builders  ho 
market  index  held  at  the  March  reading  of  70, 
was  down  for  the  third  consecutive  month  (chart 

Housing  activity  remains  at 
a  fairly  high  level,  and  it 
should  stay  there  as  long  as 
mortgage  rates  remain  low 
and  the  stock  market  holds 
up.  However,  further  growth 
above  the  current  near-record 
levels  looks  unlikely  in  1999, 
especially  given  that  housing 
growth  during  the  past  year 
has  been  outstripping  the 
pace  that  one  would  expect 
based  on  demographic  trends. 

The  point  here  that  is  central  to  the  outlook  is 
No  matter  what  the  headline  number  for  first-qi 
GDP  turns  out  to  be,  domestic  demand  is  not  as  b 
ly  robust  as  it  was  a  year  ago.  As  long  as  consi 
are  willing  and  able  to  take  up  the  slack,  growtl 
continue  to  barrel  ahead.  But  if  they  stumble 
time  when  businesses  are  cutting  back,  manufi 
ing  is  weak,  and  foreign  economies  are  still  strug 
then  the  U.  S.  economy's  pace  could  fall  off  in  a 
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Expectations  of  an  Australian 
interest-rate  cut  anytime  soon 
are  dwindling  amid  signs  that  the 
economy  is  not  slowing  as  quickly 
as  the  Reserve  Bank  of  Australia 
had  hoped.  But  extremely  low  in- 
flation means  that  a 
rate  cut  later  on  is  not 
out  of  the  picture. 

Domestic  demand  is 
being  fueled  by  an  ex- 
tremely healthy  house- 
hold sector.  Consumer 
sentiment  rose  again 
in  April  and  has  been 
increasing  since  late 
1998.  Low  inflation  is 
lifting  household  buy- 
ing power.  And  job  growth,  while 
slower  now  than  in  1998,  is  still 
strong  enough  to  reduce  unem- 
ployment. The  jobless  rate  in 
March  was  7.4%,  down  from  8.2% 
a  year  ago  (chart).  Also,  a  surging 
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stock  market  is  boosting  house- 
hold wealth.  With  finances  on  sol- 
id footing,  consumers  are  spend- 
ing. Retail  sales  and  housing  look 
robust  so  far  in  the  first  quarter. 
The  monthly  data  suggest  that 
real  gross  domestic 
product  may  not  yet 
be  slowing  to  the 
4.5%  rate  desired  by 
the  rba.  In  1998,  real 
GDP  grew  4.9% — the 
fastest  pace  in  four 
years. 

Despite  strong  do- 
mestic demand,  the 
rba  could  trim  rates 
at  least  once  this  year 
because  inflation  is  so  tame.  Con- 
sumer prices  rose  just  1.6%  in  the 
year  ended  in  the  fourth  quarter, 
well  below  the  central  bank's  tar- 
get of  2%  to  3%.  And  inflation  in 
the  first  quarter,  to  be  reported 


on  Apr.  28,  likely  remained  ne 
that  low  rate. 

Australia's  major  weak  spot 
exports.  Falling  prices,  for  co: 
modifies  such  as  gold,  sugar,  a 
metals,  are  cutting  the  revenu 
of  exporters.  Australia  is  also  j 
ting  hit  by  the  anemic  demand 
from  its  two  large  foreign  mar 
kets-Southeast  Asia  and  Japar 

Still,  with  the  economy  breei 
past  the  Asian  recession,  the  gf 
eminent  of  Prime  Minister  Jol, 
Howard  is  intent  on  maintaini 
the  economic  reforms  that  hav| 
enabled  Australia  to  run  a  sur 
for  the  last  two  fiscal  years.  T 
administration  has  proposed 
broad-based  changes  to  the  ta™ 
structure.  Such  a  plan  would 
slowdown  the  Australian  econ<H 
but  not  for  a  while,  since  the 
changes  would  not  take  effect  fl 
til  July  1,  2000. 
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BULL? 


High-tech  frenzy 
or  no,  the  market 
could  enter  a 
stronger  phase 

Even  for  a  bull  market  that's 
used  to  surprise  and  shock,  this 
was  a  wild  turn.  In  less  time 
than  you  can  say  "Internet," 
investors  jettisoned  the  glam- 
orous hot-growth  issues — 
everything  from  telecom  equipment  to 
pharmaceuticals — and  put  their  money 
into  gritty  industrial  shares.  They  even 
started  to  snuggle  up  to  long-shunned 
small-cap  stocks.  The  Dow  Jones  indus- 
trial average,  with  its  heavy  comple- 
ment of  smokestack  stocks,  has  added 
nearly  800  points,  or  8%,  since  Mar.  31 
and  closed  at  a  record  10,581  on  Apr.  21. 
The  Russell  2000,  a  small-cap  stock  in- 
dex, gained  7.3%,  while  the  tech-domi- 
nated nasdaq  Composite  Index  was  up 
a  puny  1.1%  for  the  period. 

In  short  order,  a  bull  market  long 
criticized  for  having  too  much  of  its 
gains  concentrated  in  too  few  stocks 
seems  to  be  undergoing  a  personality 
change.  The  long-sought  broadening  of 
the  market  mav  finallv  be  at  hand — 


and  the  move  into  such  old-line  blue- 
chips  as  chemicals,  machinery,  and  paper 
may  give  the  aging  bull  a  shot  of  adren- 
aline. "This  shift  is  healthy,"  says  John 
S.  Tilson,  a  managing  director  at  Roger 
Engemann  &  Associates  Inc.,  an  in- 
vestment management  firm  in  Pasadena, 
Calif.  "The  narrow  bias  that  the  market 
had  before  could  have  led  to  something 
bad  happening."  Adds  Alfred  Goldman, 
chief  market  strategist  at  A.  G.  Edwards 
&  Sons  Inc.,  a  longtime  bull:  "The  bears 
have  had  another  arrow  taken  out  of 
their  quiver." 

A  smarter  market.  In  the  next  phase, 
we  may  see  what  you  might  call  the 
wiser  bull — a  market  that  provides  a 
more  comprehensive  view  of  the  econo- 
my's overall  potential,  not  just  the  ex- 
traordinary expectations  for  a  few  lead- 
ers. Indeed,  it's  a  positive  sign  for  the 
economy  when  the  cyclicals,  which  had 
been  priced  for  a  recession  that  didn't 
happen,  suddenly  spring  to  life.  In  the 
same  vein,  market  strategists  viewed 
last  year's  mania  for  large-cap  growth 
stocks,  such  as  Microsoft,  IBM,  and  Lu- 
cent Technologies,  as  a  defense  against 
an  uncertain  economic  environment, 
since  growth  stocks  stand  a  better 
chance  of  weathering  rough  times. 

The  arrival  of  the  wise  bull  coincides 
with  good  news  for  the  economy  in  gen- 
eral and  for  the  long-suffering  manu- 
facturing sector  in  particular.  There's 
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yn  of  recession  now  and,  even  with 
alien  trade  deficit  acting  as  a  gov- 
jj  economists  still  expect  U.  S.  gross 
stic  product  to  rise  by  at  least  3% 
/ear.  On  signs  of  recovery  in  older 
ifacturing  businesses,  stocks  such 
uminum  Co.  of  America  are  rising 
ily  as  investors  diversify  once  tech- 
$  portfolios.  Put  another  way,  the 
:et  is  getting  smarter  about  the 
it  prices  industrial  companies, 
e  market's  new  beat  may  unnerve 
traders  who  have  grown  accus- 
i  to  jumping  in  and  out  of  a  select 
f  technology  stocks.  But  the  turn 
10  doubt  be  warmly  welcomed  by 
Dlio  managers  and  shareholders  in 
al  funds  that  have  long  lagged  the 
iard  &  Poor's  500-stock  index, 
e  huge  gains  had  been  driven  by 
•al  dozen  large-cap  growth  stocks. 

left  the  diversified  funds,  which 
ally  own  80  to  100  stocks,  with  a 
manners  and  a  lot  of  losers.  The 

immediate  beneficiaries  are  the 
•cap  value  funds,  such  as  Vanguard 
sor,  which  hold  cyclical  issues  in 
ifacturing,  finance,  natural  re- 
es,  and  energy. 

E  COMFORTABLE."  You  don't  have 
a  cynic  to  question  whether  this 
will  last,  of  course.  After  all,  this  is 
le  first  time  the  cyclicals  and  small- 
tocks  seemed  ready  to  run.  Each 
they  stumbled,  ceding  leadership 
to  the  big  growth  stocks.  Early 
98,  stocks  such  as  United  Tech- 
ies  stalled  to  build  momentum  but 
pushed  back  by  the  downdraft  of 
•merging-market  debt  crisis.  The 
is  true  for  small-cap  shares,  which 
the  past  few  years  have  periodi- 
surged  ahead  of  large-cap  stocks 


but  failed  to  establish  a 
long-term  period  of  superior  returns  as 
they  did  in  the  early  1990s. 

Will  this  spring's  stock  market  shuffle 
fade,  too?  That's  the  critical  question. 
If  the  shift  is  short-lived,  most  of  the 
gains  for  cyclicals  may  be  past,  and  the 


CYCLICALS  TRUMP  THE  S&P  500... 


market  will  revert  to  its  obsession  with 
a  narrow  list  of  Nifty  50  stocks.  But  if 
the  move  into  industrials  is  more  long- 
lasting,  there's  a  lot  more  life  in  the 
bull  market,  even  though  it  is  now  17 
years  old. 

There's  no  question  that  the  internal 
dynamics  of  the  market  are  notably  bet- 
ter than  they  were  just  a  few  weeks 
ago,  when  the  Dow  first  climbed  above 
10,000.  Now,  more  stocks  are  going  up 
than  down.  While  you  would  expect  as 
much  in  a  bull  market,  it  hasn't  been 
the  case.  The  week  of  Apr.  12  was  the 
first  time  since  mid-January  that  more 
Big  Board  stocks  made  new  highs  than 
lows.  It  was  also  the  first  week  this 
year  that  two  stocks  advanced  for  every 
one  that  declined.  "It  should  make  in- 
vestors more  comfortable  because  more 
stocks  are  participating,"  says  market 
analyst  Laszlo  Birinyi  of  Birinyi  Asso- 
ciates Inc.  in  Greenwich,  Conn. 

The  economic  picture  is  also  brighter 
than  many  would  have  expected  a  few 
months  ago.  Of  course,  the  U.  S.  econo- 
my continues  to  expand  at  a  healthy, 
noninfiationary  pace.  And  as  economists 
at  Morgan  Stanley  Dean  Witter  note, 
real  money  supply — their  favorite  lead- 
ing indicator — is  growing  at  its  fastest 
pace  since  early  1987.  That  points  to 
very  strong  economic  growth  at  least 
into  early  next  year. 

But  even  the  global  economy,  while 
not  robust,  is  widely  perceived  to  be 
on  the  mend.  "We  have  had  108  inter- 
est-rate cuts  around  the  world  since  last 
year's  financial  crisis,  and  the  stimulus 
from  those  rate  cuts  is  starting  to 
work,"  says  Carson  V.  Levit,  portfolio 
manager  for  the  Dresdner  rcm  Large 
Cap  Growth  Fund.  When  the  European 
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Central  Bank  lowered  its  benchmark 
rate  on  Apr.  8  to  2.5%  from  3%  to  spur 
economic  growth  on  the  Continent,  the 
U.  S.  market  cheered  loudly  with  a  bet- 
ter than  100-point  gain  on  the  Dow. 

And  there  are  improvements  else- 
where. Japan  is  making  structural 
changes  in  its  lumbering  economy,  Asian 
Tigers  such  as  Korea  and  Thailand  are 
building  steam,  and  the  Latin  Ameri- 
can economies — mainly  Brazil — have 
been  able  to  avoid  a  Russian-  or  Asian- 
style  meltdown.  That's  giving  investors 
confidence  that  there  will  be  buyers  for 
big-ticket  U.  S.  exports,  such  as  Boeing 
Co.'s  jumbo  jets  or  Caterpillar  Inc.'s 
earthmovers.  And  Boeing  and  Caterpil- 
lar shares  are  both  big  winners  in  this 
new  broader  market. 
PROFIT  SURPRISES.  With  the  stronger- 
than-expected  economy,  it's  no  wonder 
that  many  economically  sensitive  com- 
panies are  reporting  first-quarter  profits 
that  were  well  ahead  of  forecasts. 
Among  them  are  American  Standard, 
Coming,  and  United  Technologies  (page 
42).  Edmund  M.  Cowart,  portfolio  man- 
ager of  the  One  Group  Large  Cap  Value 
Fund,  points  out  that  topping  analysts' 
targets  this  quarter  was  not  hard.  "Ex- 
pectations were  so  low  that  many  com- 
panies were  able  to  beat  the  numbers," 
he  says.  Still,  the  earnings  season  is 
shaping  up  as  a  strong  one.  As  of  Apr. 
20,  about  40%  of  the  s&P  500  compa- 
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nies  had  reported  profits,  and  they  were 
4.9%  higher  than  analysts'  estimates, 
nearly  twice  the  average  for  the  last 
13  years,  according  to  Joseph  J.  Ab- 
bott, equity  strategist  at  i/b/e/s  Inter- 
national Inc.  Abbott  says  earnings  sur- 
prises in  this  quarter  are  at  the  highest 
level  since  1988. 

While  technology  stocks  have  lost 
some  allure  with  investors,  those  be- 
yond the  E-business  startup  phase  are 
still  delivering  good  profits.  So  far,  tech 
companies  have  reported  year-over-year 
earnings  growth  of  nearly  40%,  with 


Intel  Corp.  reporting  earnings  uji{ 
and  Microsoft  Corp.  reporting  a  gl 
43%.  But  investors  already  havd 
expectations  for  these  companie 
are  not  impressed.  "If  earning 
only  as  good  as  expected,  it's  no- 
little  extra  edge  that  brings  in  thtfc 
ers,"  says  John  L.  Manley  Jr.,  J 
strategist  at  Salomon  Smith  Bn 
Manley  recently  advised  cliens 
reduce  but  not  eliminate  their  hod 
in  technology  and  health-care  $ 
and  to  increase  their  investmeJ 
such  cyclicals  as  equipment  ra 


THE  HIGHFLIERS:  FROM  VERTIGO  TO  ONLY  VERY  V0LATIL 


■  t  certainly  looked  scary.  On  Apr.  19, 

■  sharp  declines  in  aol,  Microsoft,  and 
I  Cisco  yanked  the  tech-heavy  nasdaq 
index  to  its  second-worst  point  decline 
ever.  In  a  few  hours,  the  index  fell 
138.43  points,  or  5.6%.  The  15  compa- 
nies in  the  Dow  Jones  Internet  Com- 
merce Index  dropped  a  record  17%. 

Fear  not:  The  bull  market  in  technolo- 
gy isn't  finished.  Crashlike  events,  partic- 
ularly in  Internet  shares,  are  all  in  a 
day's  work  in  high-tech  La  La  Land, 
where  prices,  returns,  and  risk  share  the 
same  swath  of  virtual  reality.  It's  a 
weird  vista  where  intergalactic  highfliers 
like  eBay  and  Priceline.com  can  make 
stars  like  Dell  Computer  look  merely 
stellar.  Eventually,  quips  Marc  Klee,  co- 
manager  of  the  John  Hancock  Global 
Technology  Fund,  "Tech  stocks  will  set- 
tle down  and  become  only  very  volatile 
instead  of  extremely  volatile." 

That's  why  many  investment  pros 
view  the  April  tumble  as  little  more 


than  a  profit-taking  breatheiaf 
extraordinary  runup.  On  Ap  i 
Pacific  Stock  Exchange  Tecrlfl 
stood  70.6%  above  where  it  !H 
Jan.  1,  1998.  The  Dow  Jones^ 
index  was  up  572%.  The  Sta$| 
Poor's  500-stock  index  gaineifll 
the  same  time  period. 

And  tech  stocks  still  havelih 
est  profit  potential — never  nw 
high-profile,  earnings-free  Intn* 
ups.  First  Call  Corp.,  which  ra 
lysts'  estimates,  says  seeond-<ia 
profits  will  grow  40%.  The  roc 
strongest  r»c 
consumer  y 
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e  &  Co.  and  International  Paper, 
rned  by  cyclicals  before,  many  Wall 
ters  are  wary  of  them  now.  "Many 
i  cyclicals  have  run  up  six  or  nine 
hs'  worth  of  appreciation  in  six  or 
days,"  says  strategist  Joseph  Bat- 
lia  of  Gruntal  &  Co.  He  notes  that 
als  usually  post  their  biggest  gains 
the  economy  is  coming  out  of  re- 
)n — which  it's  not.  And  in  six  of 
ist  seven  years,  cyclicals  have  had 
ty  habit  of  giving  up  their  early-in- 
ear  gains  in  the  second  half, 
t  while  the  cyclicals  may  sell  off  a 


bit,  any  pullback  will 
set  the  stage  for  anoth- 
er runup,  says  Brian 
Rauscher  of  Morgan 
Stanley  Dean  Witter. 
"This  gives  the  bull 
market  another  leg." 
Indeed,  Michael  Belkin 
of  Belkin  Ltd.,  a  New 
York  firm  which  advis- 
es institutional  in- 
vestors, thinks  the  du- 
ration and  magnitude 
of  the  cyclicals'  move 
will  surprise  many.  The 
reason:  So  much  money 
has  been  made  in  the 
big  growth  stocks  that 
even  a  modest  reallo- 
cation into  industrials, 
which  have  lesser  mar- 
ket capitalizations,  will  keep  them  aloft. 

And  the  small-cap  shares?  The  Rus- 
sell 2000  index  is  looking  peppy  of  late, 
up  more  than  7%  in  April,  but  it's  still 
up  just  1.1%  for  the  year.  Moreover,  it's 
a  little  early  to  proclaim  a  new  bull  run 
for  these  long-beleaguered  stocks.  "I'd 
love  to  say  this  rally  is  for  real,  but  it's 
not  giving  me  a  warm,  fuzzy  feeling," 
says  Claudia  E.  Mott,  a  quantitative  an- 
alyst at  Prudential  Securities  Inc.  who 
specializes  in  small-cap  stocks. 

Mott  says  her  stocks  are  coming 
through  on  the  earnings  front,  but  not 


as  strongly  as  the  big-caps:  "The  reason 
to  invest  in  small-cap  over  large-cap  is 
superior  earnings  growth,  and  we're  not 
seeing  that  yet." 

MACRO  FORCES.  Mutual-fund  investors 
clearly  agree.  Robert  L.  Adler,  whose 
amg  Data  Services  tracks  flows  to  mutu- 
al funds,  says  that  while  cash  flow  into 
equity  funds  is  strong,  fund  investors 
have  been  pulling  cash  out  of  the  small- 
cap  funds  all  year — and  are  still  taking  it 
out  at  a  rate  of  nearly  $1  billion  a  week. 
Satya  Pradhuman,  a  quantitative  ana- 
lyst at  Men-ill  Lynch  &  Co.,  also  points 
out  that  the  market's  current  increased 
volatility  works  against  small-caps  as 
well:  "The  more  volatile  the  market,  the 
harder  it  is  for  less  liquid  stocks." 

So  is  it  cyclicals  or  growth  stocks, 
large-cap  or  small?  The  answer  could 
well  be  all  of  the  above.  With  better 
economic  conditions  and  increasing  in- 
vestor confidence,  the  selected  cyclicals 
and  small-  and  mid-cap  stocks  can  cer- 
tainly make  smart  additions  to  most 
portfolios.  But  that  doesn't  mean  that 
the  era  of  big  growth  stocks  is  over,  ei- 
ther. The  macro  forces  that  made  them 
so  compelling — globalization,  low  infla- 
tion, and  technological  innovation,  are 
still  with  us.  After  all,  Big  Steel  isn't  go- 
ing to  build  the  Internet,  nor  will  Big 
Oil  discover  new  wonder  drugs. 

By  Jeffrey  M.  Laderman,  with  Mar- 
cia  Vickers,  in  New  York 
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Associates  Inc.  The  average  trade  in 
America  Online  Inc.,  for  example,  was 
just  857  shares,  indicating  a  lot  of  small 
trades,  he  says.  "It  becomes  a  herd  of 
cattle  you  can't  stop,"  says  Mayer  Off- 
man,  chief  strategist  at  clay-trading  firm 
Carlin  Financial  Group  in  New  York. 

And,  as  the  bull  market  has  shown, 
the  herd  can  change  direction  instantly. 
After  the  Dow  Jones  Internet  index 
dropped  36%  in  two  weeks  in  February, 
it  went  on  to  new  records.  And  in  two 


days  after  the  Nasdaq's 
5.6%  plunge  on  Apr.  19,  it 
roared  up  6.1%. 

Still,  the  scare  could 
have  an  effect.  Klee  pre- 
dicts the  move  by  in- 
vestors into  other  sectors 
will  make  it  tougher  for 
lesser-known  tech  stocks 
to  match  the  big  gains  of 
the  past.  Exhibit  A: 
Priceline.com  Inc.  Shares 
in  the  company,  which  lets 
consumers  bid  on  dis- 
counted items  on  the  Net, 
went  public  on  Mar.  31  at 
$16  each  and  quickly  rose  to  $91.  They 
fell  from  $81  to  $59  on  Apr.  19,  and 
Klee  thinks  Priceline  may  now  have 
trouble  getting  investors  to  move  away 
from  leaders  such  as  Yahoo!  "With  the 
broadening  of  the  market,  the  cream  of 
the  tech  companies  will  start  rising  to 
the  top,"  he  says.  Tech  investors 
should  not  lose  faith.  But  they  should 
keep  then-  parachutes  handy. 

By  Geoffrey  Smith  in  Boston,  with 
Edward  C.  Baig  in  Netv  York 
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COMMENTARY 

By  Michael  Mandel 


CONSIDER  THIS:  A  TECH  SLUMP  MAY  SPARK  A  HARD  LANDINfl 


With  technology  issues  reaching 
nosebleed  levels,  many  market 
watchers  heaved  a  sigh  of  re- 
lief when  they  saw  recent  signs  of 
life  in  other  sectors.  Expanding  the 
bull  market  into  other,  long-neglected 
realms — including  such  cyclical  issues 
as  Caterpillar — seemed  to  be  only 
good  news  for  investors. 

But  for  better  or  worse,  the  fate  of 
the  bull  market  is  tied  to  the  perfor- 
mance of  the  tech  sector.  High-tech 
spending  by  busi- 
nesses and  con- 
sumers is  the  irre- 
placeable driving 
force  behind  to- 
day's economic  and 
stock  market 
booms.  Like  autos 
in  the  1920s  and 
railroads  in  the 
1890s,  a  new  tech- 
nology— in  this  case, 
computers  and  the 
Internet — provides  a 
source  of  demand 
strong  enough  to 
power  a  whole  econo- 
my. Companies  are 
willing  to  keep  invest- 
ing in  information 
technology — despite 
turmoil  abroad,  low  capacity  utiliza- 
tion in  traditional  manufacturing,  and 
weak  profits. 

EXCELLENT  PROGNOSIS.  What's  more, 
the  jobs  and  profits  created  in  high 
tech  are  fueling  consumer  spending. 
The  tech-driven  boom  in  stocks  has 
given  consumers  plenty  of  cash. 
Moreover,  by  business  week's  calcu- 
lations, average  real  weekly  wages 
for  production  and  nonsupervisory 
workers  in  high-tech  and  financial 
services  rose  by  2.9%  in  1998.  In  the 
rest  of  the  private  sector,  real  week- 
ly wages  rose  by  only  0.9%. 

If  growth  in  technology  spending 
were  to  turn  sluggish  from  its  dou- 
ble digit  pace  of  recent  years,  other 
sectors  of  the  economy,  such  as  con- 
sumer goods  manufacturing,  will  like- 
ly not  be  able  to  take  up  the  slack  in 
investment  spending  and  in  income 
growth.  No  doubt  a  sharp  slowdown 
in  technology  growth  could  lead  to  a 
far  harder  landing  for  the  economy 


than  people  are  currently  expecting. 

To  be  sure,  there  is  no  solid  evi- 
dence yet  that  the  technology  boom 
is  over.  Despite  the  troubles  at 
Compaq  Computer  Corp.,  companies 
such  as  Microsoft  and  emc  are  still 
reporting  strong  profit  and  revenue 
growth.  And  the  long-term  progno- 
sis for  the  economy  appears  excel- 
lent, as  the  twin  engines  of  technol- 
ogy and  globalization  bring 


productivity  gains 
and  faster  growth. 

However,  if  those  growth  ma- 
chines were  to  sputter,  non-tech 
companies  would  be  hard- 
pressed  to  generate  the  sort  of 
growth  that  established  tech 
companies  have  been  showing. 
Not  only  are  businesses  such  as 
autos  and  food  in  more  mature, 
slower-growth  sectors,  but  also  their 
earnings  potential  is  limited  by  the 
fragile  state  of  the  global  economy. 
The  International  Monetary  Fund 
just  lowered  its  growth  estimate  for 
the  world  economy  outside  of  the 
U.  S.,  dropping  its  forecasts  for  Eu- 
rope, Japan,  and  Latin  America. 

A  tech  slowdown  would  have  other 
far-reaching  effects.  For  one,  tech 
companies  have  been  contributing  an 
outsized  share  of  productivity  gains. 
Over  the  last  five  years,  output  per 
worker-  in  manufacturing  has  risen  at 
a  solid  4.8%  pace,  as  measured  by  the 
Federal  Reserve's  industrial  produc- 


tion index.  But  take  out  computers, 
semiconductors,  and  communications 
equipment,  and  productivity  growth 
manufacturing  falls  to  only  2.2%.  No 
bad,  but  not  enough  to  sustain  a  boo: 
In  addition,  while  old-line  compa- 
nies can  boost  productivity,  they're 
struggling  to  grow  much  faster  tha 
the  overall  economy.  Without  rising 
revenues,  it's  tough  to  boost  wages 
and  create  jobs.  For 
example,  in  the  mid 
of  soaring  auto  sale; 
jobs  in  the  auto  in- 
dustry have  fallen, 
while  real  weekly 
wages  have  decline 
by  almost  5%. 

The  problem  is 
that  both  the  econ 
my  and  the  marke 
are  addicted  to  th 
exhilarating  tonic 
of  the  tech  boom. 
Without  it,  both 
could  be  in  for  a 
hard  landing.  At 
least  one  historic 
precedent  is 
rather  sobering. 
The  boom  of  the 
1920s  was  mostly 
driven  by  the 
tremendous  expa 
sion  of  the  auto  i 
dustry.  When  aut 
sales  peaked  in 
early  1929  and 
auto  stocks  soft- 
ened, the  rest  of 
the  market  contii 
ued  rising  for  an- 


A  sharp  slowdown 
in  technology 
growth  could 
undermine  support 
for  the  market — 
and  the  economy 


other  six  months.  But  with  the  mail 
driving  force  removed,  it  was  only 
matter  of  time  before  the  market 
plunged  earthward. 

Of  course,  nobody  expects  the 
Federal  Reserve  to  allow  even  a 
deep  market  crash  to  turn  into  an- 
other Depression.  But  it  would  be  a 
mistake  to  discount  the  dangers.  Th 
has  been  a  tech-driven  boom — and 
and  when  the  tech  cycle  turns  dowr 
it  could  well  take  the  markets  and 
the  economy  down  with  it. 

Economics  Editor  Mandel  covers 
the  New  Economy. 


42  BUSINFSS  WEEK  /  MAY  3.  1999 


Cover  Story 


COMEBACK 


BOEING 

BREATHES  EASIER 

But  profits  won't  be  so 
forthcoming  in  the  future 


invest  oi"s 
It  closed 


One  cheer  for  Boeing?  Profits  for  the 
first  three  months  of  1999  were  $469 
million — nearly  10  times  what  Boe- 
ing earned  that  quarter  last  year.  At  50c 
a  share,  Boeing  beat  analysts'  estimates 
by  7c.  It's  a  sign  that  the  world's  largest 
jet  manufacturer  is  finally  dealing  with  its 
production  problems.  And  on  Apr.  15, 
when  Boeing  announced  results 
bid  up  the  stock  $4,  to  $41.69. 
on  Apr.  21  at  403/. 

That's  the  good  news. 
The  bad  news:  Boeing 
and  its  beleaguered  com- 
mercial-airplane division, 
which  accounts  for  60% 
of  revenues,  will  be 
hard-pressed  to  repeat 
the  star  turn  in  the  com- 
ing quarters. 

Why?  Partially  be- 
cause of  the  cyclical  na- 
ture of  the  aircraft  busi- 
ness. Boeing  may  be 
finally  meeting  delivery 
dates  on  its  accelerated 
production  schedule.  But 
by  2000,  those  produc- 
tion numbers  are  expect- 
ed to  nosedive  to  480 
planes  from  a  record  620 
this  year.  Commercial 
revenues  will  stall  in 
2000,  slipping  to  $28  bil- 
lion from  $38  billion  in 
1999.  According  to  ana- 
lysts, orders  probably 
won't  increase  again  until 
close  to  2003  when  the 
next  aircraft -ordering  cy- 
cle heats  up. 
"RICH  MIX."  Price  is  an- 
other problem.  While 
many  of  the  planes 
shipped  this  quarter  did- 
n't cany  discount  prices, 
the  same  cannot  be  said 
for  the  coming  quarters. 
Those  planes  are  expect- 
ed to  be  part  of  the  low 


Next-Generation  737s  this  year.  The  jets 
were  discounted  and  sold  for  an  aver- 
age of  $31.7  million,  according  to  JSA  Re- 
search Inc. 

What's  worse,  many  of  the  orders  for 
the  second,  third,  and  fourth  quarters  do 
not  include  a  large  number  of  profitable 
747s,  which  will  mean  margins  for  the 
company  may  drop.  "Our  first  quarter 
had  a  very  rich  mix  of  products,"  admits 
Boeing  CFO  Debby  Hopkins,  "and  the 
deals  involved  few  concessions." 

There  is  one  way  to  beat  the  cycle: 
Raise  margins.  In  the  first  quarter,  the 
commercial  division  was  able  to  increase 
its  profit  margin  to  3.9% — the  highest  in 
the  past  seven  quarters.  If  Boeing  can 
raise  operating  margins  by  just  1%,  earn- 
ings would  be  stable  next  year. 

So,  executives  are  focusing  on  cost- 
cutting.  During  the  first  three  months 
of  1999,  overtime  came 
down  10%  and  10,000 
jobs  were  cut.  But  more 
layoffs  may  be  necessary, 
and  the  company  may  be 
forced  to  outsource  more 
work.  "They  have  to 
make  the  corrections  fast 
enough  to  compensate 
for  the  downturn  in 
2000,"  says  Lehman 
Brothers  Inc.  analyst 
Joseph  F.  Campbell  Jr. 

But  that  may  not  be 
so  easy.  This  summer, 
new  labor  talks  come  up. 
And  Bill  Johnson,  presi- 
dent of  a  Boeing  machin- 
ists local,  believes  work- 

V"7~""T  u~~i         ers  may  have  the  upper 
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EARNINGS 


FORECAST  FOR  BOEING: 
PARTLY  SUNNY 


THE  BRIGHT  SIDE 


►  First-quarter  profits  rose  to 
$469  mil.,  from  $50  mil.  in  '98 


►  Cost-cutting  moves 
are  bearing  fruit 

►  Production  of  747s 
is  on  schedule 


►  Earnings  in  '99  are 
expected  to  rise  52% 


THE  DARK  SIDE 


►  The  first  will  be  the 
strongest  quarter  in  '99 

►  Summer  labor  negotia- 
tions could  be  rough 
   made 

►  Airbus  is  making  strides 
at  high  and  low  end 

►  Boeing's  717  is  not 


ball  deals  Boeing  made    5?!lLnA!fl?iL   the  next  boom,  thi 


as  it  slugged  it  out  with 
rival  Airbus  Industrie. 
For  example,  Boeing  is 
expected  to  deliver  282 


►  Company  plans  to  make 
480  planes  in  2000,  vs. 
620  this  year 


can't  afford  a  strike  par- 
ticularly after  the  pro- 
duction problems  of  1997 
and  1998  that  cost  it  as 
much  as  $4  billion  in 
write-downs.  Meanwhile, 
Airbus  is  bringing  new 
pressure,  threatening  to 
develop  a  rival  to  the 
747  and  contemplating  a 
100-seater  jet  to  take  on 
the  slow-selling  717. 

Boeing   realizes  its 
challenges.   "We  have 
some  improve- 
ment, but  we  have  a 
long  ways  to  go,"  says 
CEO  Phil  Condit.  If  the 
company  isn't  ready  for 
'  s  one 
last 


cheer  could  be  the 
one  for  a  while. 

By  Seanna  Browder 
in  Seattle 
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(  below  the  surface:  business 
Is  flash  report  on  earnings  at 
companies  fell  19%  on  a  6%  gain 
ivenues  vs.  a  year  ago.  But  that 


includes  Ford  Motor  Co.,  which  had  a 
$16  billion  gain  in  1998  from  its 
spin-off  of  Associates  First  Capital. 

Without  Ford,  earnings  rose  18%. 
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NA 

NA 

706.0 

-11 

0.93 

0.73 

-0.20 

FLEET  FINANCIAL  GROUP 

NA 

NA 

438.0 

+36 

0.69 

0.72 

+0.03 

HERTZ 

1,033.0 

+  15 

48.8 

+38 

0.37 

0.45 

+0.08 

MARRIOTT  INTERNATIONAL 

1,895.0 

+10 

100.0 

+12 

0.37 

0.38 

+0.01 

MBNA 

NA 

NA 

186.0 

+24 

0.23 

0.22 

-0.01 

McGRAW-HILL 

716.5 

+2 

24.4 

+21 

0.12 

0.12 

— 

MERRILL  LYNCH 

8,851.0 

-6 

609.0 

+18 

1.01 

1.44 

+0.43 

MORGAN  {J.  P.) 

NA 

NA 

600.0 

+153 

1.49 

3.01 

+  1.52 

MORGAN  STANLEY  DEAN  WITTER 

8,405.0 

+  11 

1,037.0 

+50 

1.19 

1.76 

+0.57 

NEW  YORK  TIMES 

739.1 

+2 

61.4 

-5 

0.35 

0.34 

-0.01 

OFFICE  DEPOT 

2,622.9 

+9 

100.6 

+24 

0.26 

0.25 

-0.01 

PAINEWEBBER  GROUP 

1,923.3 

+7 

160.6 

+33 

0.70 

1.01 

+0.31 

SAFEWAY 

6,113.2 

+  13 

205.8 

+25 

0.37 

0.40 

+0.03 

SCHWAB  (CHARLES) 

951.6 

+57 

142.9 

+110 

0.26 

0.34 

+0.08 

SOUTHWEST  AIRLINES 

1,075.6 

+  14 

95.8 

+37 

0.24 

0.27 

+0.03 

TIME  WARNER 

3,266.0 

+4 

138.0 

NM 

-0.02 

0.10 

+0.12 

UAL 

4,160.0 

+3 

78.0 

+28 

1.08 

0.44 

-0.64 

WELLS  FARGO 

NA 

NA 

884.0 

+29 

0.50 

0.53 

+0.03 

TECHNOLOGY 

59,125.2 

+  19 

6,542.8 

+55 

0.47 

0.37 

-0.10 

ADVANCED  MICRO  DEVICES 

631.6 

+  17 

-128.4 

A  AQ 

— U.ol 

A  70 

APPLE  COMPUTER  t 

1,530.0 

+9 

135.0 

+145 

0.57 

0.84 

+0.27 

COMPAQ  COMPUTER 

9,419.0 

+66 

281.0 

NM 

0.35 

0.16 

-0.19 

GENENTECH 

322.4 

+22 

14.4 

-65 

0.34 

0.11 

-0.23 

HUGHES  ELECTRONICS 

1,451.8 

+  12 

78.3 

+46 

0.12 

0.20 

+0.08 

IBM 

20,317.0 

+  15 

1,470.0 

+42 

1  A 1 
1.41 

1.33 

.  A   1  A 

+U.  14 

INTEL 

7,103.0 

+  18 

1,999.0 

+57 

0.55 

0.57 

+0.02 

MICROSOFT  tt 

4,331.0 

+  15 

1,917.0 

+43 

0.32 

0.35 

+0.03 

MOTOROLA 

7,232.0 

+5 

171.0 

-5 

0.24 

0.28 

+0.04 

SUN  MICROSYSTEMS  tt 

2,936.0 

+24 

261.2 

+13 

0.35 

0.32 

-0.03 

TEXAS  INSTRUMENTS 

2,039.0 

-7 

233.0 

NM 

0.62 

0.58 

-0.04 

UNISYS 

1,812.4 

+10 

111.2 

+77 

0.24 

0.32 

+0.08 

UTILITIES  &  TELECOM 

33,127.6 

+11 

3,303.0 

+5 

0.46 

0.47 

+0.01 

AMERITECH 

4,455.0 

+8 

732.0 

+49 

0.60 

0.66 

+0.06 

BELLSOUTH 

5,973.0 

+10 

615.0 

-31 

0.45 

0.46* 

+0.01 

COLUMBIA  ENERGY  GROUP 

2,548.2 

+38 

150.4 

+2 

1.89 

1.80 

-0.09 

NEXTEL  COMMUNICATIONS 

663.8 

+  103 

^139.4 

NM 

-1.42 

-1.66 

-0.24 

QWEST  COMMUNICATIONS 

878.4 

+396 

4.8 

NM 

0.00 

0.01 

+0.01 

SBC  COMMUNICATIONS 

7,317.0 

+7 

1,115.0 

+15 

0.56 

0.56 

SOUTHERN 

2,400.0 

-4 

224.0 

-7 

0.36 

0.32 

-0.04 

SPRINT  FON  GROUP 

4,172.2 

+7 

406.2 

+14 

0.90 

0.93 

+0.03 

US  WEST 

3,182.0 

+6 

397.0 

+1 

0.82 

0.78 

-0.04 

UNICOM 

1,538.0 

-10 

98.0 

+81 

0.37 

0.44 

+0.07 

t  Second-quarter  results  tt  Third-qua 

iter  results  NM 

=  not  mear 

ingful  NA 

=  not  available    *EPS  adjusted  for  spec 

al  Items 
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THE  NEW  ECONOMY 


THE 

FED'S 
NEW 
RULE  BOOK 


The  premise  for 
rate  policy  now: 
Productivity  is 
curbing  inflation 

For  two  years,  the  Federal  Re- 
serve has  been  struggling  might- 
ily to  fit  what  has  been  happen- 
ing in  the  U.  S.  into  traditional 
economic  models.  Growth  was 
robust,  stocks  were  soaring,  job  mar- 
kets were  tightening — yet  inflation  was 
nowhere  to  be  found.  Quarter  after 
quarter,  the  pattern  held.  And  try  as 
they  might,  Chairman  Alan  Greenspan 
and  the  Fed's  governors  couldn't  ex- 
plain it  using  the  old  rules.  Now,  they 
have  simply  stopped  trying. 

Just  within  the  past  few  weeks,  a 
majority  of  Fed  officials  have  rallied 
around  a  new  consensus  view:  The 
nation  is  in  the  throes  of  a  technology- 
driven  productivity  boom  that  is  let- 
ting the  economy  grow  faster  than  once 
thought  possible  without  setting  off 
growth-strangling  price  and  wage 
hikes.  Sure,  unemployment  stands  at 
a  29-year  low,  the  U.  S.  expansion 
seems  inexhaustible,  and  money  sup- 


ply is  growing  rapidly.  But  with 
inflation  well  in  retreat,  these  indicators 
can  no  longer  be  read  in  the  same 
way. 

Now  what?  The  Fed  has  decided  to 
set  some  new  rules.  Not  only  are  the 
changes  intended  to  align  policy  with 
the  new  reality,  but  they  are  aimed  at 
making  the  Fed's  intentions  easier  to 
read.  Instead  of  pouncing  before  the 
first  discernible  sign  of  inflation,  as 
Greenspan  &  Co.  did  in  1994,  the  Fed 
will  be  more  inclined  to  wait.  "The  Fed 
is  moving  in  a  very  different  direc- 
tion," acknowledges  former  Fed  Vice- 
Chairman  Manuel  H.  Johnson.  "You'll 
probably  see  less  tightening  in  the  fu- 
ture." And  instead  of  keeping  policy 
shifts  at  Federal  Open  Market  Com- 
mittee meetings — aside  from  outright 
rate  changes — secret  for  weeks,  the 
Fed  plans  to  make  sure  the  markets 
know  promptly  if  it  is  leaning  toward  a 
future  rate  hike  or  cut. 

That  doesn't  mean  the  Greenspan 
Fed  has  gone  soft  on  inflation.  But  it 
has  all  but  ruled  out  a  preemptive 
strike.  Absent  unmistakable  evidence 
that  the  economy  is  really  overheating 

and  driving  up  prices   

and  labor  costs,  the  KEY  FACTOR  The 
Fed  will  be  content  Fed  is  more 
to  sit  on  its  hands —  comfortable  with 
and   telegraph   any  faster  growth 
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changes  in  its  thinking  well  in  advance 
of  a  rate  move. 

On  the  other  hand,  the  Fed  may  still 
be  preemptive  when  it  comes  to  keeping 
the  economy  from  falling  into  recession. 
Fed  officials  clearly  seem  ready  to  con- 
sider further  cuts,  such  as  the  three  ad- 
ministered last  fall,  if  a  new  financial  cri- 
sis overseas  threatens  U.  S.  prosperity. 

These  changes  have  been  in  the 
works  for  more  than  a  year.  But  imple- 
mentation was  accelerated  dramatically 
in  recent  weeks  as  statistic  after  statis- 
tic revealed  an  econo- 
my that  is  operating  far 
beyond  expectations  of 
even  the  most  opti- 
mistic forecasters. 

The  key  to  the  Fed's 
new  thinking  is  a  new 
consensus  around  the 
belief  that  productivi- 
ty growth — which  lan- 
guished at  1%  during 
the  1970s  and  '80s— has 
taken  a  long-term  leap 
to  2%  or  more  as 
companies  use  informa- 
tion technology  to  be- 
come more  efficient. 
Greenspan  first  spotted 
a  rising  productivity 
trend  line  in  1997,  but 
most  of  his  colleagues 
argued  that  it  was  an 
anomaly  resulting  from 
the  strong  economy 
and  lucky  circum- 
stances, such  as  falling 
oil  prices. 

No  more.  This 
spring,  one  top  Fed  of- 
ficial after  another  has 
embraced  the  argument 
that  the  adoption  of 
productivity-enhancing 
technology  has  changed 
the  way  the  economy 
operates.  "Is  this  rise 
in  productivity  cyclical 
because  the  economy  is 
strong,  or  is  this  a 
change  in  the  trend?" 
asks  Fed  Governor 
Roger  W.  Ferguson, 
who  had  been  a  leading 
doubter.  "The  evidence 
is  mounting  that  it's  a 
change  in  the  trend." 

That  conclusion  is  echoed  by  a  clear 
majority  of  Fed  policymakers,  who  in- 
clude the  six  members  of  the  Board  of 
Governors  in  Washington  (there  is  one 
vacancy)  and  the  12  presidents  of  the 
regional  Fed  banks.  "My  earlier  posi- 
tion was  that  the  evidence  for  a  con- 


WHY  THE  OLD  RULES 
DON'T  EXPLAIN  IT 


WHILE  UNEMPLOYMENT 
IS  LOW... 


AND  MONEY  GROWTH 
IS  STRONG... 


..INFLATION  IS 
STILL  FALLING 
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...AND  WAGE  GROWTH 
IS  COMING  DOWN 
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'PRODUCTION  AND  NONSUPERVISORY  WORKERS 
DATA  BUREAU  OF  LABOR  STATISTICS,  FEDERAL  RESERVE 


vincing  breakout  of  productivity  wasn't 
there,"  says  St.  Louis  Fed  President 
William  Poole.  But  in  an  Apr.  16  speech, 
he  concluded:  "It  is  increasingly  reason- 
able to  believe  that  the  U.  S.  has  in- 
deed turned  the  corner  on  productivity 
growth."  Poole  quantifies  the  new  long- 
term  productivity  rate  at  around  2% — 
double  what  he  previously  believed. 
SPEED  LIMIT.  The  consequences  of  that 
change  are  enormous  for  Fed  policy- 
makers. It  means  the  economy  can  grow 
3%  or  more  a  year  without  generating 
higher  inflation,  not  the 
2%  that  the  Fed  has 
long  believed  was  the 
economy's  speed  limit. 
An  extra  1%  growth  a 
year  translates  into  a 
gross  domestic  product 
that  is  $1.1  trillion  high- 
er a  decade  out. 

Greenspan  and  his 
colleagues  continue  to 
hold  a  healthy  degree 
of  skepticism  about  the 
duration  of  this  produc- 
tivity boom.  But  they 
see  it  as  the  only  ex- 
planation for  the  lack  of 
wage  and  price  hikes  in 
the  face  of  an  economy 
growing  at  nearly  4% 
with  such  low  unem- 
ployment. Inflation  has 
actually  dropped — to 
around  1.5%  a  year. 
"The  fact  that  there's 
been  so  little  inflation 
means  you  don't  need  a 
hail"  trigger  here,"  says 
Vice-Chair  Alice  M. 
Rivlin.  "There's  more 
time  to  act." 

That  extra  time  will 
come  in  handy.  The 
fomc  is  now  working  in 
uncharted  economic  ter- 
ritory, and  predicting 
the  course  of  the  econ- 
omy is  trickier  without 
the  old  signposts.  "If 
you're  not  as  sure 
about  the  structure  of 
the  economy,  it's  com- 
pletely reasonable  that 
the  Fed  be  more  cau- 
tious," notes  Columbia 
University  business  school  Professor 
Frederic  S.  Mishkin,  former  research 
director  at  the  Federal  Reserve  Bank  of 
New  York.  Indeed,  Dallas  Fed  Presi- 
dent Robert  D.  McTeer  Jr.,  in  one  of 
the  most  unusual  tributes  given  to  a 
fellow  professional  inflation-fighter,  hailed 
Greenspan  in  March  for  showing  the 
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"The U.S.  has 
indeed  turned  the 
corner  on 
productivity 
growth" 

WILLIAM  POOLE 

St.  Louis  Fed  President 


"courage  not  to  tight- 
en when  he  believes 
the  forecasts  of  rising 
inflation  are  wrong  or 
premature." 

The  Fed's  new  rule 
book  also  includes  a 
chapter  on  the  grow- 
ing impact  of  global 
economics.  For  exam- 
ple, plunging  com- 
modity prices  result- 
ing from  the  slump  in 
Asia  helped  cut  infla- 
tion in  the  U.  S.,  lead- 
ing to  robust  growth 
and  a  bull  market. 
But  the  international 
financial  crisis  also 
caused  near-panic  in 
U.  S.  markets  when 
developing  economies 
faltered  last  Septem- 
ber. That  prompted 
the  Fed  to  cut  rates  to  avert  a  credit 
crunch  that  could  have  triggered  a  glob- 
al recession.  More  recently,  the  combi- 
nation of  strong  consumer  demand  at 
home  and  continued  weakness  in  Asia, 
Latin  America,  and  Europe  sent  the 
U.  S.  trade  deficit  surging  to  a  record 
$19.4  billion  in  February.  That  unex- 
pectedly high  gap  has  prompted  some 
forecasters  who  had  expected  a  4%  first- 
quarter  growth  rate  to  shave  their  es- 
timates by  a  half-percentage  point  or 
more. 

VIGILANCE.  Little  wonder  the  Fed  is  fac- 
toring in  international  developments 
more  than  ever  in  determining  the  best 
course  of  action  for  the  U.  S.  And 
though  the  international  crisis  that 
gripped  the  world  a  year  ago  appeal's  to 
have  receded,  the  Fed 
is  no  less  vigilant  to- 
day about  new  dangers 
abroad,  whether  a  cur- 
rency crisis  or  threat 
of  deflation.  "Brazil  is 
still  a  woiry,  and  until 
Japan  recovers,  one 
can't  be  certain  about 
the  rest  of  Asia,"  says 
Rivlin. 

In  the  face  of  all  this 
uncertainty,  fomc  mem- 
bers are  now  counting 
on  the  markets  to  help 
regulate  the  economy 
for  them  by  raising  and 
lowering  long-term 
rates  to  keep  inflation 
in  check.  Remember 
when  bond  rates  ap- 
proached 6%  in  March 
on  unfounded  fears  of 


"The  fact  that 
there's  been  so 
little  inflation 
means  you  don't 
need  a  hair  trigger" 

ALICE  RIVLIN 

Fed  Vice-Chair 


"The  old  rules 
about  overtaxing 
productive  capacity 
still  apply  to  new 
limits" 

LAURENCE  MEYER 

Fed  Governor 


an  imminent  Fed  rate  hike  to  slow  the 
economy? 

To  better  guide  the  markets,  the  for- 
merly secretive  rate-setters — who 
would  keep  their  "bias"  under  wraps 
for  as  much  as  six  weeks — have  decid- 
ed to  go  public  with  changes  in  their 
thinking  about  whether  they  might 
soon  raise  or  lower  rates.  The  new 
openness,  senior  Fed  officials  privately 
acknuwledge,  may  well  amount  to  "vir- 
tual" monetary  policy — the  Fed  could 
avert  a  rate  hike  if  the  markets  react 
as  if  it  had  tightened,  causing  the  econ- 
omy to  slow  on  its  own  before  the  Fed 
needs  to  act. 

But  the  announcement  of  policy  tilts 
could  deprive  Greenspan  of  a  way  to 
appease  would-be  dissenters  within  the 

A  CHANGE  IN  THE  GUIDEPOSTS 


PRODUCTIVITY  PAYOFF 


A  growing  consensus  that  long-term  productivity  is  running  well  above 
the  1%  trend  of  the  1970s  and  1980s  means  the  Fed  can  live  with 
stronger  growth  without  fearing  resurgent  inflation. 


GREATER  OPENNESS 


To  improve  communication  and  avert  financial  turmoil,  the  Fed  will 
start  announcing  shifts  toward  tighter  or  looser  monetary  policy  when 
it  believes  the  markets  aren't  anticipating  a  change. 


MORE  TIME  TO  ACT 


The  Fed  won't  launch  a  preemptive  strike  against  inflation  without 
firmer  evidence  of  rising  prices  because  the  old  economic  models  are 
not  good  forecasters. 


THE  GLOBAL  DIMENSION 


Economic  events  abroad,  such  as  the  financial  crisis  of  the  past  two 
years,  are  forcing  the  Fed  to  take  more  of  a  global  view  in  setting 
interest-rate  policy  for  the  U.  S. 


Fed.  In  the  past,  \ 
fomc  members 
pushing  hard  for 
hikes,  Greenspan 
their  support  for  t 
ing  pat  by  agreein 
adopt  a  bias  to 
tightening  down 
road  even  thougl 
doubted  the  need  t< 
low  through.  "U 
this  new  openness, 
won't  get  all  those 
olous  biases  anym 
predicts  former  G( 
nor  Wayne  D.  An 
now  chief  economis 
Bear,  Stearns  & 
"They  won't  chang 
rection  as  often." 
MONEY-SUPPLY  GRO 
Greenspan  may  r€ 
the  loss  of  a  poli 
tool,  because  the  de 
over  the  New  Economy  at  the 
hasn't  disappeared  altogether.  Eve 
ficials  who  now  believe  that  the 
ductivity  boom  allows  the  econon 
grow  faster  without  inflation  see  1: 
to  this  theory.  Poole,  for  one,  rema 
diehard  monetarist  who  still  wo 
that  overheated  money-supply  gn 
will  guarantee  future  inflation.  I 
wise,   Fed   Governor  Laurence 
Meyer  is  still  not  willing  to  conB 
that  productivity  removes  all  darfl 
of  inflation  with  exceptionally 
unemployment. 

Still,  it's  hard  to  fight  the  data 
have  been  going  Greenspan's  way. 
that's  why  most  of  his  colleagues 
come  around  to  his  view.  "A  year  ag 
had  to  use  all  his  skills  and  trie! 

keep  his  colleague 
board,"  says  Be 
College  economics 
fessor  Alicia 
Munnell,  a  former  i 
ber  of  President 
ton's  Council  of 
nomic  Advisers, 
job  will  be  easier  r 
So  long  as  the  i 
bers  continue  to  be 
his  case,  Greens] 
view  will  continu 
prevail.  And  event 
the  quiet  revolutic 
sparked  will  bee 
business  as  usue 
the  Fed. 

By  Owen  Ulln 
and  Laura  Cohi 
Washington, 
Michael  J.  Mandi 
New  York 
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PHARMACEUTICALS 


BITTER  MEDICINE  AHEAD  FOR 
DRUG  COMPANIES 

Cutthroat  competition  and  expiring  patents  may  cast  a  pall 


Last  year,  it  was  hard  to  find  compa- 
nies with  stronger  vital  signs  than 
the  big  dingmakers.  The  portfolio  of 
10  big  U.  S.  and  British  drag  stocks  fol- 
lowed by  SG  Cowen  Securities  Corp. 
jumped  52%  vs.  a  26%  rise  in  the  Stan- 
dard &  Poor's  500-stock  index.  And  it's 
easy  to  see  why.  With  record  numbers 
of  new  products  hitting  the  market — 
including  such  blockbusters  as  Via- 
gra and  Lipitor — drag  compa- 
nies have  racked  up 
double-digit  sales  and  earnings 
growth  for  the  past  three  years. 

But  investors  are  beginning  to  doubt 
whether  drugmakers  can  continue  to 
produce  such  robust  results.  So  far 
this  year,  Cowen's  drag-company  in- 
dex is  down  about  6%  while  the  s&P 
500  is  up  roughly  6%.  The  diagnosis? 
Because  dragmakers  are  able  to  bring 
forth  new  products  far  more  quickly, 
breakthrough  drugs  such  as  Warner- 
Lambert's  diabetes  treatment,  Rezulin, 
face  competition  sooner.  That  leaves 
drugmakers  less  time  to  lock  down  a 
market  and  accelerates  their  need  to 
spend  heavily  to  carve  out,  and  then 
defend,  then*  franchises. 
PRICE-CONTROL  PANIC.  At  the  same 
time,  patents  on  many  major  drags  will 
expire  soon,  opening  the  way  to  cheap- 
er generic  versions.  Finally,  Washing- 
ton is  talking  about  extending  Medicare 
benefits  to  include  prescription  drags — 
a  move  drugmakers  fear  would  lead  to 
price  controls.  "The  last  three  years 
have  been  phenomenal,"  says  drug-in- 
dustry analyst  Hemant  K.  Shah  of  hks 
&  Co.  "The  next  three  will  be  much 
rockier." 

Certainly,  growth  won't  fall  off  a  cliff. 
HSBC  Securities  Inc.  analyst  Jack  Lam- 
berton  figures  sales  and  earnings  growth 
for  the  seven  big  U.  S.  dragmakers  he 
follows  will  hit  6.8%  and  9.4%,  respec- 
tively, in  2002.  But  that's  quite  a  dip 
from  the  13.9%  sales  growth  and  18% 
net  income  gain  expected  this  year. 

One  of  the  biggest  problems 
is  the  shorter  development  cy- 
cles for  new  products.  It  used  to 
take  several  years  for  rivals 
to  trot  out  a  me-too  nostram. 
In  recent  years  that  window 
has  been  closing.  On  Apr.  20, 


for  example,  a  Food  &  Drag  Adminis- 
tration panel  recommended  approval  of 
Merck  &  Co.'s  painkiller  Vioxx,  just 
three  months  after  Monsanto  Co. 
launched  Celebrex,  the  first  so-called 
cox-2  drag  and  a  likely  blockbuster. 

The  fda  panel  also  recommended 
that  Merck  be  able  to  recommend  Vioxx 


I 


for  acute  pain — something  not  on 
brex'  label.  And  if  recent  repors] 
deaths  among  patients  taking  Celnj 
are  indications  of  unknown  prole! 
with  the  drag,  that  gives  an  eveimj 
ger  opening  to  Merck.  Monsanto  sasi 
review  of  the  reports  shows  "no  <M: 
causality"  between  Celebrex  anAfi 
deaths.  Regardless,  "the  bite  of  cquj 
tition  is  more  ferocious  now,"  conw 
Warner-Lambert  Co.  President  M 
wijk  J.  R.  de  Vink. 

On  Apr.  19,  Eh  Lilly  &  Co.  said* 
of  its  onetime  blockbuster,  the  If 
depressant  Prozac,  were  off  4%  i]  I 
first  quarter,  owing  in  part  to  imi 
made  by  products  such  as  Celexarj 
Forest  Laboratories  Inc. 

So  like  other  drugmakers 
new  threats,  Lilly  is  upping  its<3j 
miw&g^    keting  firepower,  hiring  ai. 

ditional  100  sales  represni1 
tives.    They're    part  a, 
growing  and  costly  army:  The  tfljl 
dragmakers  now  deploy  nearly  I'Ji' 
reps  in  the  U.S.,  up  from  justBj 
34,000  in  1994.  Analysts  now  1 
that  the  growing  overhead  mayj 
hurting  margins. 
Pricing  is  getting  tougher  in 
categories.  Celexa,  at  about 
month,  costs  about  20%  less 
Prozac.  "There's  much  more  prices 
petition  than  there  had  been,"  says 
ck  Chairaian  Raymond  V.  Gilmar 
Meanwhile,  such  profit-spinnes 
AstraZeneca  PLC's  ulcer  drag  Prirf 
Lilly's  Prozac,  and  Merck's  heart  t 
Vasotec  will  go  off  patent  in  thea 
several  years.  Many  dragmakers  i 
legal  strategies  to  delay  compet 
but  cheap  generic  versions  will 
tually  hit  the  market.  Industry 
igure  that  could  trigger  a  rou 
consolidation  involving  companies 
as  Bristol-Myers  Squibb  and  Sch 
Plough.  "There  is  going  to  be  t 
short-term  pressure,"  predicts  M 
E.  Hansen,  vice-president  at  B 
Consulting  Group  Inc. 

The  wild  card  is  Congress.  All 
Democrats  like  Sen.  Edward  Ker 
(D-Mass.)  and  Representative 
Stark  (D-Calif.)  have  introduced  b 
add  drag  benefits  to  Medicare,  an 
Administration  says  it  will  put 
its  own  plan  this  spring.  So  fa 
threat  of  price  controls  is  smal 
with  uncertainty  in  Washii 
and  new  competitive  pres 
drag  companies  may  so 
under  the  weather. 
By    Amy  Barret 
Philadelphia,  with 
Carey  in  Washington 
Steve  Brull  in  Los  Ai 


FT  WARE 


ICROSOFTS  MISSION: 
MPLIFY,  SIMPLIFY 

1  an  easier-to-use  operating  system  win  over  the  holdouts? 


r hat's  the  next  big  software  break- 
through that  personal-computer 
users  and  PC  makers  want  to 
No,  it's  not  another  whizzy  feature 
only  the  truly  nerdy  or  the  truly 
ig  can  master.  It's  something  far 
er  to  produce:  simplicity.  Unless 
)uters  become  much  easier  to  use, 
rakers  fear,  they  won't  be  able  to 
i  finding  new  customers — no  mat- 
iow  little  they  charge  for  hardware, 
ren  Microsoft  Corp.  agrees  But  can 
company  that  spent  the  last  15 
s  larding  Windows  with  scores  of 
sric  new  features  create  such  a 
f.  It's  going  to  give  it  a  try.  As 
of  a  wide-ranging  evolu- 
iry  plan  for  Windows 
e),  the  Redmond  (Wash.)- 
d  software  giant  is  design- 
an  operating  system  that 
i  the  industrial-strength 
of  Windows  NT  with  a  su- 
:asy  user  interface. 
LING.  The  key  is  Neptune, 
x)de  name  for  the  new  in- 
.ce  prototype,  says  James 
un,  Microsoft's  senior  vice- 
dent  in  charge  of  personal 
business  systems.  Instead  of 
ig  at  icon-filled  screens  and 
lenus,  Neptune  users  might 


PC  users  have  been  howling  for  years 
about  the  machines'  growing  complexity. 
Already,  Microsoft  and  chipmaker  Intel 
Corp.  are  working  with  PC  makers  to 
make  connecting  peripherals  easier.  And 
Microsoft  has  quietly  launched  FirstPC, 
which  is  aimed  at  shortening  the  PC 
bootup  process  and  getting  new  users 
on  the  Net  more  easily. 

But  Microsoft  has  resisted  the  move 
that  many  PC  makers  have  urged:  cre- 
ation of  a  stripped  down,  easy-to-use 
operating  system.  Neptune,  at  least, 
should  hide  some  of  the  complexity.  And 
the  underlying  NT  code  should  elimi- 
nate many  of  the  causes  of  those  Win- 


WINDOWS  DRESSING 


WINDOWS  98  "SECOND  EDITION"  A  modest 
enhancement  to  Win98,  due  out  this  spring,  will 
make  it  easy  to  network  home  computers. 

WINDOWS  2000  Based  on  Windows  NT,  this 
operating  system  is  due  by  yearend  and  will  come 
in  two  flavors:  a  heavy-duty  version  for  corporate 
servers  and  a  client  version  for  corporate  workers 
using  PCs. 

WINDOWS  98  (THIRD  EDITION)  Second  upgrade  to 
Win98  simplifies  connection  of  peripherals  and  more 
tightly  integrates  the  Internet.  Slated  for  introduction 
sometime  in  2000. 


dows  crashes  that  consumers  hate. 
But  if  Microsoft's  try  at  simplicity 
doesn't  work,  there 
may  soon  be  other 
options  for  con- 
sumers and  PC 
makers.  Apple 
Computer  Inc.'s 
easy-to-use  iMac 
is  winning  away 
some  PC  fans.  At 
Compaq  Computer 
Corp.  and  elsewhere, 
PC  designers  are  ex- 
perimenting with 
consumer-Mendly 
Net  gadgets  based  on 
the  Linux  operating  system,  which  can 
be  scaled  down  as  needed.  Among  the 
products  that  could  run  a  simplified  op- 
erating system:  digital  cable  TV  boxes 
that  would  provide  Web  access,  E-mail, 
and  games  via  TV. 

Neptune  details  are  still  sketchy,  but 
Microsoft  says  the  essence  is  "task- 
based"  computing.  Instead  of  clicking 
through  long  menus  of  programs  and 
files,  users  would  simply  indicate  what 
they  want  to  do,  whether  it's  writing  a 
letter  or  surfing  the  Net.  "Users  don't 
want  to  be  distracted  by  all  the  things 
computers  can  do,"  says  Allchin.  A  con- 
sumer who  wants  all  the  bells  and  whis- 
tles can  still  find  them,  but  for  others, 
there  will  be  a  simpler  route:  Two  clicks 
on  a  'Write  Letter"  icon  might  pull  up  a 
letter  template.  "This  makes  lots  of 
sense,"  says  Mark  Eppley,  president, 
chairman  and  ceo  of  software  maker 
Traveling  Software  Inc. 

Neptune  is  at  least  18  months  away. 
In  the  interim,  Microsoft  is  cooking  up  a 
string  of  upgrades  to  Windows  98.  A 
new  version  dubbed  Second 
Edition  is  due  this  quarter.  An- 
other is  slotted  for  next  year. 
With  each,  Microsoft  will  grad- 
ually discard  old  code  from  the 
system.  The  year  2000  version 
of  Win  98,  for  example,  is  the 
last  version  that  will  support 
old  ms-dos  games. 

Will  Neptune  catch  on?  Some 
PC  makers  say  Microsoft  needs 
to  do  much  more  than  put  a 
slick  front-end  on  Windows  NT. 
And,  critics  say,  all  the  new 
Windows  versions  will  cause 
confusion.  "They  are  all  over 


5e  among  a  handful  of  ac-   '   the  map,  and  it  just  doesn't 


es — communicating  or  man- 
*  personal  finance,  for  in- 
e — prompting  the  PC  to  load 
lecessary  programs.  Allchin 
it  could  make  PCs  about  as 
to  control  as  a  telephone. 


WINDOWS  2000  FOR  CONSUMERS  A  new  user 
interface  will  hide  the  complexity  of  the  underlying 
industrial-strength  Windows  NT,  which  will  eliminate 
most  common  PC  crashes. 

DATA  MICROSOFT  CORP 


make  sense,"  says  Rob  Enderle, 
an  analyst  with  Giga  Informa- 
tion Group.  That  doesn't  sound 
so  simple. 

By  Michael  Moeller  and  Peter 
Burrows  in  San  Mateo,  Calif. 


In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


FASB  GETS  FIERCE  ON 
GOODWILL  

EVERYBODY   OUT   OF  THE 

pool!  The  Financial  Account- 
ing Standards  Board  voted  on 
Apr.  21  to  eliminate  pooling  of 
interest  accounting  for  merg- 
ers, perhaps  by  the  end  of 
2000.  Under  pooling,  a  com- 
pany that  acquires  another 
with  stock  can  record  the 
target's  assets  at  book  value. 
That  means  the  buyer  does 
not  have  to  take  charges 
against  earnings  to  write  off 
"good  will" — the  difference 
between  the  book  value  of 
acquired  assets  and  the  price 
paid.  To  make  matters  worse, 
the  fasb  recently  decided  to 
force  bigger  merger-related 
earnings  hits  by  requiring 
most  companies  to  write  off 
good  will  within  ten  years. 


CLOSING  BELL 


AVON  FALLING 

A  blemish  on  Avon  Products? 
The  company  said  on  Apr.  20 
that  first-quarter  sales  will 
come  in  3%  ahead  of  last 
year's— not  the  8%  to  10% 
forecasted  by  management. 
That  led  Salomon  Smith  Bar- 
ney's Wendy  Nicholson  to  note 
that  Avon  has  risen  32% 
since  Jan.  1,  vs.  2.2%  for  the 
s&p  cosmetics  company  index, 
and  to  cut  her  rating  on  the 
company.  The  stock  fell 
7.5%,  to  51%.  An  Avon 
spokesman  declines  com- 
ment on  Nicholson's  take  but 
says  profits  are  in  good 
shape. 
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But  with  the  pooling  decision, 
the  fasb  may  drop  that  plan 
and  stick  to  the  current  40- 
year  standard. 

THE  JOURNAL  JILTS 
ITS  NEWSROOM 

WHILE   DOW  JONES  DELVES 

deeper  into  cyberspace,  Wall 
Street  Jorirnal  employees  are 
unhappy  over  their  compen- 
sation for  putting  out  the 
paper  product.  At  its  Apr.  21 
annual  meeting,  the  company 
announced  a  Web  hub  called 
dowjones.com  and  offered 
other  upbeat  reports.  But 
more  than  50  Journal  em- 
ployees held  a  sit-in  to  protest 
the  elimination  of  their  long- 
time profit-sharing  plan. 
Washington  reporter  Bob 
Davis,  who  just  won  the 
Pulitzer  Prize,  warned  ceo 
Peter  Kann  of  "anger  and 
resentment  in  the  newsroom." 


TENNECO  TAKES 
ANOTHER  WHACK 

ON  ITS  WAY  TO  BECOMING  A 

more  focused  player  in  auto- 
motive-parts and  packaging, 
Tenneco  made  another  stop. 
On  Apr.  20,  it  sold  its  folding- 
carton  business  to  Austell 
(Ga.)-based  Caraustar  Indus- 
tries. That  follows  Tenneco's 
$2.2  billion  sale  of  its  con- 
tainerboard  division.  Next  up 
may  be  a  split  of  its  packaging 
arm,  which  makes  such 
brands  as  Hefty  Bags,  and  its 
automotive  side.  "In  restruc- 
turing Tenneco,  we've 
unlocked  some  $15  billion  in 
value  that  was  being  lost  in 
the  old  conglomerate,"  says 
Chairman  and  CEO  Dana 
Mead. 


RUBIN  S  CALL 
FOR  SHARING  RISK 

CREDITORS  OF  THE  DEVELOP- 

ing  world  beware:  Treasury 
Secretary  Robert  Rubin  said 
on  Apr.  21  that  reforms  of  the 
international  financial  system 


HEADLINER:  JOSEPH  GORMAN 


MECHANIC  NEEDED 


Investors  applauded  when 
TRW  Chairman  and  ceo 
Joseph  Gorman  announced 
a  $7  billion  deal  for 
British  auto  parts 
maker  Lucas  Var- 
ity  in  January. 
The  company's 
brake  products 
would  fit  with 
trw's  suspen- 
sion and  steer- 
ing systems  and 
help  trw  in  modular 
car  assembly. 

But  so  far,  instead  of 
synergy,  TRW  is  getting 
management  turmoil,  trw 
confirmed  on  Apr.  21  that 
Lucas Varity  ceo  Victor 
Rice,  who  had  been  named 
co-chair  of  the  merged 
company,  would  leave. 
trw  President  Peter 
Hellman  is  departing  as 


well.  "We  had  different 
ideas  and  approaches," 
says  Gorman,  who  insist 
that  other  top  Lucas- 
Varity  execs  will 
stay. 

Meanwhile, 
trw's  first-qui 
ter  earnings 
came  in  17% 
below  forecasl 
Gorman  con- 
cedes that  cost- 
cutting,  including 
plant  closings  and  7,500 
layoffs,  is  behind  schedul 
Analysts  are  mixed:  Ken- 
neth Blaschke  of  bt  Alex 
Brown  sees  "worse  to 
come"  but  points  to  "gres 
assets."  Gorman  says  the 
Lucas  Varity  deal  will  eve 
tually  make  trw  "a  posit: 
and  powerful  story." 

By  Peter  Galusz 


should  include  provisions  to 
ensure  that  creditors  bear 
their  share  of  risk  when  coun- 
tries are  hit  by  financial 
crises.  Specifically,  Rubin  said, 
it  may  be  necessary  for  coun- 
tries to  renegotiate  private 
debt  obligations.  And  in  "tru- 
ly exceptional  cases,"  he 
added,  countries  may  have  to 
temporarily  suspend  some 
debt  payments.  It  was  the 
toughest  language  Rubin  has 
used  to  date  to  ensure  that 
private  lenders  participate  in 
what  bankers  are  calling 
"bail-ins." 


INTEL  IS  EYEING 
E-COMMERCE 

WITH   GROWTH   SLOWING  IN 

its  core  microprocessor  busi- 
ness, Intel  is  seeking  new 
horizons.  On  Apr.  19,  the 
chip  giant  stepped  into  the 
fast-growing  $30  billion  mar- 
ket for  chips  used  in  com- 
munications equipment. 
Intel's  new  network  proces- 


sor is  aimed  at  compa 
such  as  Cisco  Systems 
Northern  Telecom 
make  routers,  switches, 
other  networking  gear, 
on  Apr.  22,  Intel  will 
even  further  afield,  un 
ing  a  plan  to  offer  E-< 
merce  services.  Chips  t 
aren't,  but  Intel  coul 
ignore  the  growth  potei 
of  a  market  that  Forre 
Research  says  could  top 
billion  by  2002. 

ETCETERA... 


■  Network  Solutions  is 
ting  five  new  rivals  in  ass 
ing  Web  addresses. 

■  CalFERS  is  targeting 
companies  where  it  will  ] 
for  reforms. 

■  The  sec  sued  Gary  Hok 
of  Raleigh,  N.C.,  claimin 
was  behind  the  Pair( 
online-investing  scam. 

■  Marge  Schott  is  selling 
Cincinnati  Reds  stake 
group  led  by  Financier 
Lindner. 
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Introducing  A  Totally 
4ew  Approach  To  Technology 
Implementation. 


omputer  Associates  International,  Inc.,  Islandia,  NY  1  1788-7000  All  product  names  referenced  herein  are 
ks  of  their  respective  companies 


It's  obvious  the  traditional  approach  the  big 
consulting  firms  use  just  doesn't  work. 

It  takes  forever.  It  costs  a  fortune.  And 
nothing  is  guaranteed.  But  as  expensive  and 
as  frustrating  as  it  is,  there's  never  been  a 
viable  alternative. 

Until  now. 

We've  developed  an  innovative  new  way 
to  implement  technology  that  is  radically 
different. 

You  end  up  with  exactly  what  you 
were  promised.  It's  affordable.  It's  fast — 
guaranteed. 

We  call  it  Accelerated  Delivery™ 

We  deliver  solutions  to  our  customers 
up  to  two  times  faster  than  our  competition. 
The  secret  is  our  powerful,  automated  pro- 
ject methodology,  ExpressDelivery™  It  can 
significantly  accelerate  and  enhance  deploy- 
ments of  all  kinds  of  large-scale  information 
technology  projects.  It's  also  extensible  to 
other  types  of  integration  services,  including 
ERP  rollouts,  deployment  of  electronic 
commerce  solutions,  and  sophisticated  IT 
implementations. 

ExpressDelivery  is  available  across  the 
broad  spectrum  of  IT  services,  including 
infrastructure  management,  application 
development  and  integration,  Y2K  compli- 
ance services,  asset  management,  deskside 
support,  and  end-user  productivity. 

So  if  you're  tired  of  waiting  too  long 
and  paying  too  much,  call  for  a  FREE 
Enterprise  Business  Value'M(EBV) 
assessment  at  1-877-462-2477, 
or  visit  www.cai.com/gps. 


OMPUTER" 
SSOGATBS 


Global  Professional  Services" 


ccelerated  Delivery"  Guaranteed. 
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LINTON  SETS  A 
IRENT  TRAP  FOR  THE  GOP? 


onsumed  by  his  none-too-splendid  Balkan  war,  Bill  Clin- 
ton has  had  little  time  lately  for  domestic  initiatives. 
But  he  caught  Republicans,  business  lobbyists,  and 
iris  advocates  off  guard  with  his  April  Surprise:  a  pledge 
,ck  new  legislation  that  makes  working  parents  a  "pro- 
d  class."  The  measure  would  make  it  easier  to  sue  em- 
■rs  for  job  discrimination — and  it  brought  predictable 
5  from  business  groups  concerned  about  costly  lawsuits, 
since  the  post-impeachment  Clinton  lacks  the  political 
to  enact  such  a  bill,  even  feminist  leaders  who  welcomed 
lea  were  wondering:  Why  now? 
litics,  rather  than  parenting  concerns, 
provide  an  answer.  In  past  Presiden- 
■lections,  Democrats  opened  a  huge 
?r  gap  over  Republicans,  luring  hard- 
ed  single  mothers  and  suburban  soc- 
noms  by  stressing  education,  family 
,  and  child  care.  But  with  the  scowl- 
mgs  of  Newt  Gingrich  and  Bob  Dole 
ng  memory,  Republicans  are  retooling 
image  to  appear  more  family-friendly. 
inton-Gore  land,  there  are  legitimate 
es  that  a  GOP  ticket  of,  say,  moderate 
s  Governor  George  W.  Bush  and  ex- 
r  Secretary  Elizabeth  H.  Dole  could 
a  strong  bid  for  women's  votes  in  2000. 
ROBLEM?  For  the  record,  Administration  aides  insist 
31inton  and  Vice-President  Al  Gore  have  long  been  in- 
ted  in  developing  a  "work  &  family"  agenda.  White 
e  Domestic  Policy  Adviser  Bruce  Reed  says  that  with 
)f  American  families  made  up  of  two  working  parents, 
otal  evidence  demonstrates  that  moms  are  being  held 
because  of  employers'  concerns  about  divided  loyalties 
|  mited  energy.  "This  is  one  of  the  great  challenges  of  the 
Economy,"  says  Reed,  architect  of  the  Clinton  initiative. 
)blem  is,  there's  little  hard  evidence  that  large  numbers 
iployers  are  denying  jobs  or  promotions  to  employees 


CAPITAL  WRAPUP 


WORKING  MOMS:  A  "protected  class 


with  children.  It's  true  that  from  1985  to  1997,  the  number  of 
working  women  with  children  at  home  jumped  32%,  from  18 
million  to  24  million.  But  that  demographic  shift  hasn't  been 
ignored  by  the  states.  Pennsylvania,  New  Jersey,  Michigan, 
and  five  others  have  banned  parental  job  bias.  The  White 
House  proposal  goes  further,  letting  parents  file  suit  in  federal 
court  if,  for  example,  they  are  denied  a  job  or  a  promotion  be- 
cause of  family  obligations. 

LEGAL  KINDLING.  The  measure  would  not  sanction  suits  in 
which  an  employee  claims  bias  because  the  boss  requires 
weekend  work.  But  with  employment 
claims  the  fastest-growing  category  of  civ- 
il lawsuits,  employer  groups  hate  the  pro- 
posal. "Plaintiffs  will  look  for  reasons  to  file 
lawsuits,"  predicts  Randel  K.  Johnson,  a 
U.  S.  Chamber  of  Commerce  employee- 
benefit  expert.  Washington  attorney  Frank 
C.  Morris  points  out  that  many  employers 
are  scrambling  in  today's  tight  labor  mar- 
ket to  make  their  workplaces  more  attrac- 
tive to  harried  parents.  "This  is  a  solu- 
tion without  a  problem,"  says  Morris. 

Even  women's  groups  are  scratching 
their  heads.  National  Organization  for 
"  Women  President  Patricia  Ireland  says 
that  while  she  supports  Clinton's  idea,  "it  wasn't  anywhere  on 
our  radar  screen."  Shrugs  one  Democratic  pollster:  "I  haven't 
heard  this  come  up  as  a  burning  issue." 

Business  execs  plan  a  vigorous  lobbying  drive  to  stop  the 
bill.  And  they'll  get  plenty  of  backing  from  gop  lawmakers. 
But  that  may  be  just  what  election-minded  Dems  are  count- 
ing on.  Sure,  Republicans  have  the  votes  to  stomp  on  the  lat- 
est White  House  initiative.  But  doing  so  may  give  Clinton  and 
Gore  the  chance  to  paint  their  foes  as  hostile  to  the  needs  of 
working  families.  That's  gender-gap  insurance,  Clinton-style. 

By  Paula  Dwyer,  with  Susan  B.  Garland  and  Richard  S. 
Dunham 


ANDINC  MEDICARE 

;w  estimates  have  Medicare  stay- 
solvent  through  2015,  so  hopes  for 
rm  are  fading  fast.  The  idea  du 
'  is  to  expand  it  to  cover  prescrip- 
drugs.  Senator  Edward  M. 
nedy  (D-Mass.)  offered  a  long- 
ited  plan  on  Apr.  20.  Centrist 
se  Dems'  more  modest  one  is  due 
few  weeks,  with  the  White  House 
jhing  in  by  early  summer.  Passage 
s  iffy:  gop  lawmakers  are  wary  of 
price  tag,  and  drugmakers  are 
y  of  government  price  controls. 


THE  BELLS'  INTERNET  GAMBIT      DOLLAR  PAUL  LIKES  DOLLAR  BILL 


►Baby  Bells  are  winning  support  on 
Capitol  Hill  in  a  key  fight  against  the 
Federal  Communications  Commission. 
Local  phone  companies  want  to  sell 
high-speed  Internet  service  within 
states — but  without  first  getting  the 
O.  K.  to  cross  boundaries  set  by  regu- 
lators. The  fcc  fears  the  Bells  will 
use  this  gambit  to  force  their  way 
into  long-distance  service  without 
first  opening  local  markets  to  rivals. 
But  key  lawmakers  who  want  faster 
Internet  access  are  sympathetic. 


►Democratic  Presidential  hopeful  Bill 
Bradley  is  trumpeting  a  major  Wall 
Street  endorsement:  former  Fed  chief 
Paul  A.  Volcker,  who  voiced  his  sup- 
port at  an  Apr.  15  fund-raiser.  His 
reasons:  Bradley's  keen  understand- 
ing of  financial  issues  and  his  "ability 
to  take  on  tough  choices."  Wags  spec- 
ulate that  the  stone-faced  Volcker  is 
one  of  the  few  Americans  known  to 
crack  a  smile  at  Bradley's  knee-slap- 
pers,  some  of  which  make  reference 
to  the  International  Monetary  Fund. 
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ARE  BOTTOMING  OUT... 


SOUTH 

INDONESIA     MALAYSIA    PHILIt  ■NCS      KOREA  THAILAND 

A  PERCENT  -ESTIMATE 
DATA.  MERRILL  LYNCH  &  CO. 


INDONESIA 


350 


...AND  STOCK 


MALAYSIA 


i — i — i — i — i — i — i — i — i 
FEB.  12,  '99  APR.  16 

▲  JAKARTA  STOCK  INDEX 

NOTE  ALL  INDEXES  IN  LOCAL  CURRENCY 


600 
575 
550 
525 
sno 
475 


1 — I — I — I — I — I — I — I — I 
FEB.  12,  '99  APR.  16 

KUALA  LUMPUR  STOCK  INDEX 


PHILI 


FEB.  12,  '99 
▲  MANILA  STOCK 


56  BUSINESS  WEEK  /  MAY  3,  1999 


ike  many  Asian  industrialists 
during  the  boom  years,  Kim 
Woo  Choongs  business  strategy 
could  be  summarized  in  two 
^_  words:  borrow  and  build.  For 
B  three  decades,  his  sprawling 
too  Group  piled  up  debt  as  it 
/ed  from  a  tiny  trading  company 
a  powerhouse  in  autos,  shipbuilding, 
uner  electronics,  construction  equip- 
,  and  hundreds  of  other  businesses, 
l  after  South  Korea's  economy 
led  in  1997,  forcing  other  chaebol  to 
isize,  the  Daewoo  chairman  defi- 

■  insisted  on  boosting  capacity  in 
filing  from  cars  to  color  TVs. 

,  long  last,  reality  seems  to  have 
1.  The  Daewoo  chairman  announced 
,pril  20  that  the  $52  billion  con- 
erate  would  sell  many  of  its  most 
shed  assets,  including  one  of  the 
i's  biggest  shipyards,  two  Hilton 
s,  telecom  companies,  and  units 
ng  trucks  and  engines.  Kim  would 
;he  $7.5  billion  he  hopes  to  raise 
rd  paying  down  Daewoo's  stagger- 
49  billion  in  debts.  The  news  sent 
an  shares  soaring:  Investors  saw 

another  sign  among  many  that 
i  companies  are  ready  to  restruc- 
their  way  to  recovery, 
.ewoo  is  not  the  only  source  of  op- 
m  about  Asia.  In  Seoul,  consumers 
plurging  on  everything  from  hand- 

at  designer  boutiques  to  flowers 
i  shop  of  Ku  Ja  Dong,  where  busi- 
is  up  30%  in  the  past  two  months, 
ong  Kong,  banks  are  writing  new 

■  mortgages,  and  it's  once  again 
i  to  land  a  table  at  the  chic  Joyce 

Passenger  traffic  is  back  up  to 
risis  levels  at  Singapore's  Changi 
>rt,  personal  computer  sales  are 
dng  in  Japan.  Plunging  interest 

and  successful  Asian  sovereign- 
issues  show  that  foreign  lenders 
lore  confident  as  well.  "The  crisis  is 
illy  over,  but  I  think  we  have  seen 
rorst,"  says  Philippine  central  bank 


Governor  Gabriel  C.  Singson,  who  ex- 
pects 2%  growth  in  1999. 

There's  no  doubt  green  shoots  are 
sprouting  in  the  rubble.  Many  investors 
seem  satisfied  that  the  Asia  crisis  is 
history.  Since  mid-February,  bourses  in 
Indonesia,  Thailand,  and  Hong  Kong 
have  been  among  the  world's  top  per- 
formers. The  Korean  stock  index  has 
more  than  doubled  since  October. 

The  question  now  is  whether  Asia's 
recovery  is  sustainable.  On  this  count, 
the  jury  is  still  out.  True,  private  econ- 
omists now  forecast  1%  to  3%  growth 
this  year  for  South  Korea  and  Malaysia 
after  severe  contractions  in  1998.  But 

Bourses  are  boom- 
ing, and  shoppers 
are  back.  But 
overcapacity  is 
endemic,  and  banks 
remain  a  black  hole 


much  of  that  growth  will  stem  from 
heavy  deficit  spending,  bank  bailouts, 
and  more  than  $100  billion  in  emergency 
credits  by  foreign  institutions. 
IMPORTS  DOWN.  And  the  real  economies 
of  Asia  remain  shaky.  Joblessness  is  still 
rising,  consumer  spending  is  flaccid,  and 
commercial  banks  aren't  lending  to  the 
private  sector.  Strong  balance-of-pay- 
ment  numbers  are  due  mostly  to  falling 
imports,  rather  than  resurgent  exports. 
While  exports  are  up  18%  so  far  this 
year  in  the  Philippines,  they  are  up  only 
modestly  in  Japan  and  still  dropping  in 
Korea,  China,  and  Indonesia. 

The  chief  danger  is  that  the  capital- 


market  recovery  will  lull  Asian  politi- 
cians and  companies  into  believing  that 
they  can  relax  on  reform.  In  truth,  the 
task  has  barely  begun.  Despite  a  few 
major  acquisitions  by  multinationals,  lit- 
tle of  the  excess  capacity  facing  manu- 
facturers and  property  developers  from 
Bangkok  to  Jakarta  has  been  cleared 
by  the  market.  The  foreign  debt  over- 
hang of  emerging  Asian  markets  has 
been  reduced  only  slightly,  with  some 
$227  billion  in  interest  and  principal 
coming  due  this  year  and  next,  accord- 
ing to  Deutsche  Bank.  While  there  has 
been  real  progress  on  reform  in  South 
Korea  and  Thailand,  says  Citigroup 
Vice-Chairman  William  R.  Rhodes, 
"there  still  is  work  to  do." 

Considerable  risks  still  loom  over-  the 
region.  Indonesia,  the  giant  of  South- 
east Asia,  remains  a  political  tinderbox, 
riven  by  poverty  and  ethnic  strife. 
Asia's  two  biggest  economies — Japan 
and  China — are  in  no  shape  to  drive  a 
regionwide  recovery.  If  government 
pump-priming  and  bank  reform  don't 
put  these  economies  on  track  over  the 
next  year,  they  could  well  trigger  an- 
other crisis. 

You  wouldn't  know  it  by  the  30% 
runup  in  the  Nikkei  average  since  Oc- 
tober, but  Japan  is  sliding  into  its  third 
year  of  recession.  The  $60  billion  Tokyo 
pumped  into  its  overstretched  banks, 
meanwhile,  hasn't  cleaned  up  the  mess. 
Another  injection  of  that  size  is  expect- 
ed next  April.  Meanwhile,  these  banks 
are  too  scared  to  lend,  creating  a  credit 
squeeze  across  the  region.  Another  bout 
of  yen  depreciation,  which  many  expect, 
would  be  just  as  damaging. 

Some  $200  billion  in  tax  cuts  and 
public-works  spending  may  generate  a 
positive  quarter  or  two  in  Japan.  But 
the  money  will  start  to  run  out  later 
this  year.  Merrill  Lynch  &  Co.  senior 
economist  Ronald  Bevacqua  figures  that 
excess  capacity  worth  $450  billion  in 
output — about  10%  of  gdp — needs  to  be 


MING. 

TH  KOREA 


"i  i  i  i  i  i 

APR. 17 
.INDEX 


THAILAND 


...BUT  DEBT  LEVELS 
REMAIN  HIGH... 


i — i — i — r 
FEB.  12,  '99 
▲  BANGKOK  STOCK  INDEX 
DATA:  BLOOMBERG  FINANCIAL  MARKETS 


SOUTH 

INDONESIA  MALAYSIA  PHILIPPINES  KOREA  THAILAND 

DEBT  AS  PERCENT  OF  GROSS  DOMESTIC  PRODUCT 
DATA:  DEUTSCHE  BANK 


...AND  MORE  SHOCKS 
ARE  POSSIBLE 

JAPAN  Slow  growth  is  crimping  exports 
to  the  region's  biggest  economy.  A  weak 
yen  could  trip  up  regional  recovery. 

INDONESIA  Political  instability  could 
unleash  social  and  economic  pain 
that  spills  over  into  Malaysia  and 
Singapore. 

BRAZIL/RUSSIA  A  setback  in  either 
could  again  dry  up  investment  flows  to 
emerging  markets,  including  Asia. 
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"rationalized  out  of  existence"  in  whole- 
saling, construction,  and  retailing. 

Add  it  all  up,  and  the  Asia  that  will 
emerge  from  the  crisis  may  be  far  less 
economically  vibrant  than  it  was  before. 
Instead  of  roaring  back  to  the  7%  to 
9%  annual  growth  they  posted  in  previ- 
ous decades,  Asia's  emerging  markets 
could  slog  along  with  1%  to  2% 
growth — or  even  stay  flat — for  several 
years.  "Some  people  think  that  now  that 
we  have  hit  bottom  we  will  be  moving 
upward,"  says  Thai  economist  Pasuk 
Phongpaichit.  "But  it's  like  driving  uphill 
on  a  very  wet  and  muddy  road." 

Asia's  longer-term  prospects  may  not 
be  as  exuberant  as  before  the  crisis 


also  has  persuaded  Samsung,  Hyundai, 
and  LG  Group  to  abandon  overlapping 
investments  in  such  industries  as  cars 
and  computer  chips.  "One  of  the  positive 
things  is  that  Korea  should  come  out 
of  the  crisis  with  a  stronger  and  more 
diversified  industrial  base,"  says  Citi's 
Rhodes.  The  capital  markets  are  re- 
warding Seoul.  In  the  past  month,  state- 
owned  Korea  Electric  Power  Corp.  and 
the  Korea  Development  Bank  have 
tapped  offshore  debt  and  equity  mar- 
kets. But  Korea  hasn't  gone  nearly  far 
enough.  Debt  levels  at  the  five  biggest 
chaebol  are  still  rising.  And  asset  sales 
are  not  reducing  overcapacity,  just  shift- 
ing it  to  other  chaebol. 


either.  The  World  Bank  predicts  5%  an- 
nual growth  for  the  next  two  decades,  a 
"big  step  down"  from  old  estimates, 
says  World  Bank  economist  Ashoka 
Mody.  "It'll  be  a  long,  hard  haul  recast- 
ing these  economies  from  government- 
driven  to  market-driven." 

Nor  is  it  likely  that  all  East  Asian 
emerging  markets  will  thrive  in  uni- 
son. The  first  to  recover  will  likely  be 
the  Philippines,  South  Korea,  and  Thai- 
land, the  earliest  to  tackle  then-  financial 
problems.  South  Korea  is  generating 
the  biggest  buzz.  Since  it  was  rescued 
by  the  IMF  and  foreign  banks  in  De- 
cember, 1997,  Seoul  has  rebuilt  its  for- 
eign reserves  to  $59  billion.  It  posted  a 
$4.9  billion  trade  surplus  in  the  first 
quarter.  President  Kim  Dae  Jung  also  is 
honoring  Seoul's  pledge  to  sell  weak  or 
failed  banks  to  foreigners.  On  Apr.  12, 
Goldman  Sachs  &  Co.  said  it  will  buy 
17%  of  Kookmin  Bank,  while  Seoul 
Bank  and  Korea  First  Bank  also  will 
likely  be  sold. 

Apart  from  Daewoo,  the  government 


The  remaking  of  Corpo- 
rate Thailand  also  has  been 
slow  going.  A  handful  of 
conglomerates  have  re- 
structured. But  Thailand 
still  has  $63  billion  in  dud 
loans.  Nearly  two  years  af- 
ter the  crash  forced  them 
into  default,  big  conglom- 
erates are  still  haggling  with  foreign 
creditors  over  debt  workouts.  In  March, 
legislators  finally  passed  Western-style 
bankruptcy  laws.  But  foreign  creditors 
still  can't  seize  assets  from  deadbeats,  so 
few  dare  make  new  corporate  loans. 

Malaysia  also  expects  a  mild  recov- 
ery this  year,  after  imposing  capital 
controls.  But  times  are  still  tough,  prk 
Builders,  a  $2  million  maker  of  steel 
products,  says  business  is  picking  up  af- 
ter dropping  50%  last  year.  Yet  that's 
only  because  half  of  its  competitors 
went  bust.  Even  though  interest  rates 
dropped  from  18%  last  year  to  6%,  it's 
not  investing.  "Everybody's  scared  to 
death  about  taking  risks,"  says  Prod- 


BORDER  BLUES 


In  Hong  Kong, 
tourism  is  up,  but  a 
downturn  in  China 
could  halt  a  fragile 
recovery 


uct  Development  Manager  C.Y.  C 
Kuala  Lumpur  has  been  buyinj 
bad  loans.  But  cynics  think  the  ofi 
total  of  $21  billion  is  way  too  low. 
foreign  direct  investment — which  is 
to  Malaysian  exports — fell  by  40' 
1998  and  isn't  likely  to  pick  up  this 
The  Indonesian  Bank  Restructu 
Agency,  meanwhile,  now  says  it 
cost  double  the  original  estimate  of  1 
billion  to  bail  out  its  corrupt  ban 
system.  Inflation  is  at  45%,  and 
economy  is  still  shrinking — by  an 
mated  4%  this  year — after  contra< 
by  14%  in  1998. 
SAVED  BY  THE  CHIP.  A  handful  of  A 
economies  are  still  on  their  feet, 
wan  was  saved  by  tight  links  to 
computer  industries  and  by  agile 
tract  manufacturers.  Singapore  is  sh 
ing  mostly  because  of  its  neighbc 
and  has  been  using  the  downtime 
It's  restructuring  state-controlled 
panies,  upgrading  telecoms  and  ec 
tion,  and  luring  new  Western  hr 
ment  in  semiconductors,  software, 
chemicals.  But  the  health  of  Asia's 
economies  depends  on  the  reg 
giants.  It's  too  early  to  say 
growth  in  Singapore  can  reach  4< 
5%,  says  Finance  Minister  Richarc 
Tsu  Tai.  "We  will  have  to  wait 
Indonesia  to  settle  down,"  he  says, 
A  downturn  in  China,  meanw 
could  ruin  Hong  Kong's  frail  reco1 
Economists  figure  China  already  w 
be  nearing  recession  were  it  not  foi 
billions  Beijing  is  spending,  much 
on  dubious  public  works.  The  offl 
first-quarter  growth  figure  of  8.3% 
is  suspect.  Exports 
shrunk  by  7.9%  this 
and  foreign  investmei 
off  14.6%.  And  China  is 
starting  to  clean  uj 
mountain  of  bad  bank 
Cutting  through  th< 
of  Asia's  recovery  at  a 
when  so  much  capit; 
flowing  in,  isn't  easy.  Clearly,  tht 
gion  is  out  of  immediate  peril, 
luck,  the  stronger  financial  marl 
more  consumer-  confidence,  and  bol 
structuring  will  kick  in  and  keep  rt 
ery  on  track.  Sadly,  nearly  two  yea 
crisis  have  not  been  enough  to 
systems  that  revolve  around  imma 
banking  networks  and  profitless  c( 
rations.  If  Asia  rebounds  with  the 
flaws  intact,  the  chances  of  retur 
to  sustainable  high  growth  are  din 
By  Brian  Bremner  in  Tokyo, 
Sheri  Prasso  in  Manila,  Jennifer  1 
in  Seoul,  Jonathan  Moore  in 
Lumpur,  and  Joyce  Barnathayi 
Hong  Kong 
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jose  you're  in  the  garment  indu 
ance  company  comes  along  th; 
re  success  for  the  next  five  ye« 
mtire  concept  of  clothing.  What 
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ARE  TWO  OLD  MONOPOLIES 
BETTER  THAN  ONE? 

The  giant  telecom  deal  looks  like  a  classic  defensive  move 


Franco  Bernabe's  days  as  chief  ex- 
ecutive of  mighty  Telecom  Italia 
certainly  looked  numbered  in  mid- 
April.  Facing  a  ferocious,  $62  bil- 
lion hostile  assault  from  feisty  Olivetti, 
Bemabe  was  losing  support  from  key 
shareholders  and  from  the  Italian  gov- 
ernment. Then,  on  Apr.  12,  after  the 
boyish-looking  51-year-old  even  failed 
to  garner  enough  votes  to  convene  a 
Telecom  shareholders'  meeting,  Bern- 
abe  quietly  commented  to  associates:  "I 
might  have  a  little  surprise  in  store." 

Only  Bemabe — a  reserved,  even  so- 
cially awkward  manager  brought  up  in 
Italy's  far  Alpine  north — could  have 
gotten  away  with  such  an  under 
statement.  The  "little  surprise" 
turned  out  to  be  an  auda 
cious   plan   to  merge 
Telecom  Italia  with 
Germany's  state 
controlled  cam 
Deutsche 


Telekom.  Secretly  ironed  out  since  mid- 
February  hi  a  series  of  rendezvous  be- 
tween Bemabe  and  Deutsche  Telekom 
ceo  Ron  Sommer,  the  $177  billion  Ger- 
man-Italian combine  would  be  the  largest 
corporate  merger  in  history  as  measured 
by  market  capitalization — half  again  as 
big  as  Daimler's  hookup  with  Chrysler 
Corp.  and  more  than  twice  the  size  of 
Exxon  Corp.'s  buyout  of  Mobil  Corp. 

Under  the  deal,  Deutsche  Telekom 
would  offer  one  of  its  shares  for  every 


three  Telecom  Italia  shares — the  eqi 
lent  of  about  $13.75  per  share.  To  | 
Italian  backing,  the  German  govern 
pledges  to  abstain  from  exercising  v 
rights  on  its  72%  stake  in  Deutsche 
com  and  to  begin  selling  off  the  t 
next  year. 

If  the  deal  can  win  the  suppo 
shareholders  and  survive  the  scruti 
regulators,  Europe's  new  telecom 
would  overshadow  all  its  rivals  oi 
Continent.  With  $64  billion  in  sali 
would  rank  as  the  world's  largest 
bile-phone  operator  and  the  No.  2 
ator  of  fixed-line  telephones,  after 
Although  weak  in  the  U.  S.,  the  co 
ny  would  stand  out  as  a  powerful 
er  in  Latin  America  and  Central 
rope.  'This  is  going  to  be  a  big  com 
with  a  marvelous  future,"  Bemabe 
Telecom's  13  board  members  on 
21,  before  they  approved  the  deal. 
SHARP  CONTRAST.  But  is  bigger  be 
The  stunning  merger  throws  into 
contrast  two  competing  visions  of 
European  telecommunciations — and 
European  capitalism — could  develop, 
model  is  represented  by  Olivetti  and 
er  fast-moving  companies:  A  visio: 
tally  driven  by  market  forces  and 
the  wave  of  cash  available  for  deals, 
very  survival  of  these  companies  hi 
on  high  growth,  and  on  moving  i 
lumbering  players  such  as  Telecom 
and  Deutsche  Telekom. 

But  another  possible  model  is  en 
ing  where  old  monopolies  combine  f 
to  hang  on  to  their  dominant  posi 
and  avoid  taking  t 
restructuring  s 
Thus    the  prop! 
Deutsche  Telekom-I 
com  Italia  deal  (f 
pave  the  way  for 
cross-hen  lei-  linkup 
tween  ex-monopi 
from  electric  utiliti 
postal  services. 
Europeans  won't  have  to  wait  loi 
find  out  which  vision  is  stronger.  On 
30,  Olivetti's  tender  offer  for  5.1  b 
Telecom  Italia  shares  kicks  ofl 
little  more  than  one-thh 
shareholders  vote  for  0' 
ti  ceo  Roberto  Colam 
offer  of  $1220  a  sh] 
lower   than  Deul 
Telekom's,  but  most 
cash — the  bold  plan 
Bernabe  and  Son 
will  come  to  i 
ing.  Still,  - 
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the  Deutsche  share  offer  is  sweeter,  Tele- 
com Italia  executives  are  confident  its 
shareholder's  will  vote  for  the  German 
offer.  "Shareholders  are  going  to  like  the 
opportunities  Deutsche  Telekom  and  Tele- 
com Italia  can  bring  to  the  table,"  pre- 
dicts a  top  adviser  to  Bernabe. 

Maybe.  But  a  Deutsche  Telekom-Tele- 
com Italia  linkup  certainly  seems  to  be  a 
classic  defensive  move  rather  than  the 
centerpiece  of  a  value-creating,  offen- 
sive strategy.  The  two  groups,  after  all, 
are  among  the  least  efficient  operators 
in  the  business.  Deutsche  Telekom's 
sales  per  employee  of  $197,000  in  1998 
was  half  the  average  for 
American  companies,  for 
example.    Improving  on 
those  numbers  inside  the 
new,  elephantine  DT-Tele- 
com  Italia  will  be  tough. 
PURCHASING  POWER.  And 
while   companies  every- 
where in  Europe  have  been 
throwing  off  state  control, 
the  German-Italian  deal 
seems  a  step  back  from  ear- 
lier commitments  to  let 
market  forces  work  freely. 
Initially  neutral  on  the  deal, 
Italian    Prime  Minister 
Massimo  D'Alema  and  Ger- 
man Chancellor  Gerhard 
Schroder  are  actively  sup- 
porting the  merger. 

Naturally,  Bernabe  and 
Sommer  believe  they  are 
creating  a  European  colos- 
sus that  could  compete 
globally  with  outfits  such 
as  AT&T  and  MCI  WorldCom 
Inc.  The  company  would  be 
a  powerhouse,  even  if — as 
is  likely — it  is  forced  by 
antitrust  authorities  in 
Brussels  to  give  up  chunks 
of  business.  Combining  net- 
works could  create  valuable  efficiencies. 
And  merging  Deutsche  Telekom's  $5.1 
billion  in  capital  expenditures  this  year 
with  Telecom  Italia's  $7.7  billion  could 
throw  off  vast  savings  in  purchasing. 

More  important,  the  sheer  scale  of 
the  new  group  would  give  it  financial 
and  strategic  flexibility.  Very  few  po- 
tential acquisitions  would  be  too  big  for 
the  new  outfit  to  handle — even  targets 
as  expensively  priced  as  Sprint  Corp. 
Deutsche  Telekom  already  owns  10%  of 
Sprint,  and  there  has  long  been  specu- 
lation it  would  attempt  a  takeover. 
Britain's  Cable  &  Wireless  PLC  is  an- 
other focus  of  speculation. 

The  size  of  the  combined  group 
means  that  it  could  withstand  any  earn- 
ings dilution  coming  from  a  purchase. 


And  just  in  case,  Sommer  in  mid-April 
announced  he  would  tap  markets  for 
$11  billion  in  cash.  "Their  ability  to 
leverage  would  increase  because  of  then" 
size,"  says  Kenn  Walter  of  Munich-based 
Global  Technology  Advisors.  "Anytime 
they  want  a  deal,  anyone  would  think 
twice  about  bidding  against  them." 

If  they  move  smartly,  Bernabe  and 
Sommer  could  create  new  businesses 
in  Internet,  cable  communications,  and 
mobile  Internet  access,  then  spin  them 
off.  Yet  moving  ahead  in  the  fast- 
changing  telecom  market  while  stream- 
lining operations  will  be  immensely  dif- 
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BERNABE  PROMISED 
LITTLE  SURPRISE" 


ficult.  Take  staffing.  Although  Telekom's 
Sommer  succeeded  in  cutting  his  work- 
force 6.3%,  to  179,000,  in  1998,  the  com- 
pany would  have  to  cut  another  80,000 
workers  to  deliver  the  same  sales  per 
employee  as  at&t.  For  its  part, 
Telecom  Italia  needs  to  cut  as  many 
as  40,000  jobs  out  of  120,000  to  stay 
competitive. 

Cutting  that  kind  of  fat  is  sure  to 
spark  an  outcry  from  workers.  And  for 
now,  Bernabe  and  Sommer  seem  to  be 
protecting  managers:  The  proposed 
merger  envisages  the  maintenance  of 
two  separate  corporate  headquarters — 
one  in  Rome  and  another  in  Bonn.  Be- 
cause of  cultural  sensitivities,  there's 
the  risk  of  duplicating  positions  through- 
out the  new  group,  such  as  the  plan  to 


make  Sommer  and  Bernabe  co-< 
While  the  two  executives  gn 
with  these  problems,  their  rivals 
tainly  won't  be  slowing  down.  Ir 
16  months  since  Germany  deregu 
its  telecom  market,  Deutsche  Teli 
has  lost  30%  of  its  profitable  lonj 
tance  market  to  nimbler  newco 
such  as  Mannesmann.  By  contra, 
took  mci  WorldCom  a  decade  to  a 
just  10%  of  AT&T's  U.  S.  market  sh 
New  technologies  promise  ever 
ther  acceleration.  Communication 
Internet  technology,  for  example,  : 
cheaper  than  using  the  vast,  inst 
systems  of  the  old 
corns.  To  maintain 
enues,  even  the  ji| 
telecom  companies 
push  more  calls 
cheaper  mobile  lined 
cash  in  on  the  lucrj 
data  market  over  J 
lines. 

Not  only  Eur 
players  are  likely  to 
life  difficult  for  De 
Telekom  and  Tel 
Italia,  mci  WorldC 
ramping  up  its  pre 
in  Europe  as  it  lays 
sands  of  miles  of  fib 
tic  cable  from  Lond 
Stockholm.  Houston 
SBC  Communication 
has  investments  in  F 
and  Switzerland  an 
soon  be  operating  in 
mark,  Belgium,  and 
gary  if  its  mergei 
Chicago-based  Ame 
Cori).  goes  through 
tween  the  two  of  u 
will  have  more  inves 
in  Europe  than  am 
European,"  says  Jan 
Kahan,  SBC's  senior 
president  for  corporate  developm 
Few  are  willing  to  predict  wh 
telecom  landscape  of  Europe  wil 
like  a  few  years  out.  But  if  teleco 
nications  in  two  of  the  Contii 
largest  economies  are  locked  int 
fensive,  job-saving  strategies,  Eu 
entry  into  the  information  eco 
could  slow  down  considerably.  "Tl 
lows  them  to  continue  their  old  m 
olistic  ways,"  warns  Tim  SI 
telecommunications  analyst  at  Int 
tional  Data  Corp.  Bernabe  and  So 
should  reflect  on  that  warning  if  tl 
nally  get  the  nod  from  shareholde 
their  extraordinary  merger  plans. 

By  John  Rossant  in  Rome  and 
Ewing  in  Frankfurt,  with  St 
Baker  in  Paris  and  bureau  repor 


International  Business 


CAP  ON  HOURS:  White-collar  violators  can  go  to  jail 


FRANCE 


BUSTED-FOR 
WORKING  HARD 

A  crackdown  by  the  labor  cops 
has  companies  outraged 

France  thinks  its  executives  work  too 
hard.  On  Apr.  12,  Bernard  Rocque- 
mont,  former  chief  executive  of  radar 
manufacturer  Thomson-RCM,  was  threat- 
ened in  court  with  a  $16,700  fine  and  im- 
prisonment because  a  group  of  managers 
he  supervised  was  found  to  have  worked 
more  than  the  legal  weekly  maximum. 
The  same  day.  a  French  tribunal  fined  six 
directors  of  retailing  giant  Carrefour 
$4,166  each  for  refusing  to  turn  over 
records  of  managers'  working  hours. 

The  crackdown  on  management  over- 
time by  France's  labor  police  could  get 
even  tougher  next  year.  In  1998,  Prime 
Minister  Lionel  Jospin's  government 
passed  a  law  slashing  the  workweek  to 
35  hours  from  39  beginning  Jan.  1.  2000. 
Intended  to  create  jobs  for  factory  work- 
ers, the  law  could  now  mbbmm 
be  applied  to  middle 
managers,  software  de- 
velopers, engineers,  and 
other  skilled  workers.  If 
implemented  broadly,  it 
could  severely  under- 
mine France's  competi- 
tiveness (table). 


THE  COSTS  OF  A 
SHORTER  WORKWEEK 

•  Makes  France's  skilled  work- 
ers more  expensive 

•  Worsens  unemployment  and 
undercuts  growth  by  discourag 

French  and  foreign  law  is  going  to  need  a 

Accelerates  the  flight  of  capi- 
tal and  talent  to  other  countries 


shorter  workweek  with 
greater  production  flex- 
ibility. But  software 
writers,  biotech  compa- 
nies, and  other  re- 
search-based business- 
es would  see  their 
productivity  wither  un- 
der a  rigid  application 
of  the  limit.  "Measuring 
the  amount  of  time  in 
the  office  is  totally  out- 
dated," fumes  Ernest- 
Antoine  Selliere,  presi- 
dent of  the  French 
employers'  association 
and  a  champion  of  en- 
trepreneurship  in  France. 
AMERICAN  PRESSURE,  How  stringently 
the  35-hour  workweek  is  enforced  de- 
pends on  the  National  Assembly,  which 
in  July  will  begin  considering  a  second 
law  that  details  how  the  first  will  be 
applied.  The  American  Chamber  of 
Commerce  has  repeatedly  warned 
French  officials  that  rigid  application 
could  affect  future  investment.  As 
France's  No.  1  investor,  the  U.  S.  cre- 
ated more  than  8.000  jobs  last  year,  and 
some  1.6  million  French  jobs  depend  di- 
rectly on  U.  S.  companies.  Ultimately, 
that  reliance  could  carry  the  day.  "I 
have  the  impression  they  are  listening." 
says  Stephen  B.  Pierce,  managing  di- 
rector of  the  American  Chamber  of 
Commerce  in  Paris. 

But  Jospin  may  make  an  ideological 
concession  to  the  far  left  to  hold  to- 
gether a  woolly  government  coalition  of 
Socialists.  Communists,  and  Greens.  In 
general,  things  have  gotten  worse  for 
entrepreneurs  in  France  since  Jospin 
took  office,  with  rising  taxes  and  foot- 
dragging  on  stock-option  compensation. 
French  press  reports  estimate  capital 
flight  since  December,  1996,  at  S100 
billion. 

Employers'  associations  are  now  lob- 
^^^"^^^^  bying  for  a  total  ex- 
emption from  the  35- 
hour  limit  for  a  certain 
number  of  top  man- 
agers, plus  the  ability 
to  negotiate  flexible 
agreements  on  over- 
time compensation  for 
other  employees.  "This 


RUSSIA 


companies  alike  are  dis- 
traught about  the  new- 


lot  of  adaptation 
avoid   an  impact 


to 


law.  More  than  70%  of    growth,"  says  Selliere. 


France's  14.7  million 
private-sector  jobs  are 
knowledge-based  or  in 
services.  Manufacturers 
can  try  to  offset  a 


•  Strains  the  French  budget  by 
subsidizing  companies  that  hire 
while  shortening  the  workweek 
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That's  one  way  Jospin 
could  tame  the  monster 
he  has  created. 

By  Gail  Edmondson 
in  Paris 


Y2K  READY? 
DON'T  BET  ON  IT 

Moscow  is  short  on  plans- 1 
and  money-to  battle  the  b| 

The  Russian  Defense  Ministry! 
be  ready.  So  will  the  Atomic  3 
gy  Ministry,  the  gas  and  elect] 
monopolies,  and  the  oil  industry.  To 
Russia  tell  it,  there  will  be  no  prot 
when  the  clock  strikes  midnight  on 
1,  2000.  But  from  the  Central  In 
gence  Agency  to  European  util 
there's  concern  that  Russia  is  in  d' 
Analysts  fear  nuclear  power- 
shutdowns  and  other  millennium 
disasters.  Gartner  Group  Inc.,  a  £ 
ford  (Conn.)  technology  consultant, 
diets  that  80%  of  Russia's  tram 
systems  could  face  delays.  Xatura 
supplies  to  Europe  could  run  sho 
committee  created 


by  Prime  Minister  Yevgeny  Priml 
says  that  what  Y2K  problems  re| 
will  cost  S3  billion.  But  even  if  R| 
miraculously  finds  the  money,  it 
late  to  fix  everything. 

Multinationals  are  scrambling,  i 
are  buying  diesel  generators;  othe: 
stoclqjiling  inventory.  Such  effort* 
unlikely  to  avert  an  earning: 
Mitchell  Krasny,  cfo  of  sun  Bre 
Ltd.,  an  Indian  company  with  14 
Russia's  beer  market,  says  Y2K  w: 
as  bad  as  August's  ruble  devaluati 

Tensions  between  Russia  and 
over  Yugoslavia  could  jeopardize  a 
early-warning  program  in  the  U.  S 
Russian  defense  systems.  Pent 
managers  are  meeting  with  Russia 
ficials  to  explain  how  the  U.  S.  has  I 
its  systems  Y2K  compliant.  "But  hf 
current  climate,  even  this  may  not 
says  a  U.S.  official.  Y2K  is  one 
crisis  Russia  is  ill  equipped  to  han 
By  Margaret  Coker  in  Mc 


MOIO  MILES  WITHOUT  STOPPING  TO  CHHNEE  YOUR  COOLANT.  HNOTHER  fflR  REACHING  III  FROM  lEXRCD. 


Until  recently,  if  you  wanted  to  travel 
great  distances  without  changing  your 
coolant,  you'd  need  a  camel-a  vehicle 
not  exactly  practical  for  a  freeway  commute. 

But  thanks  to  Texaco's  relentless  pursuit 
of  energy,  there's  now  a  150,000-mile 
coolant  for  cars.  It  lasts  five  times  longer 
than  most  conventional  coolants.  In  fact,  it 
could  very  well  last  for  the  life  of  your  car. 


We've  also  developed  a  system  of 
coolants  for  trucks  good  for  600,000  miles, 
and  we're  working  on  fuels  for  the  future  that 
will  help  save  energy  and  the  environment 
by  letting  drivers  travel  farther  than  ever  on 
a  single  tank  of  gas. 

Although  the  camel  has  been  around 
for  centuries,  we  think  it's  got  some 
catching  up  to  do. 
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GROUND  TROOPS:  NATO  IS 

DAMNED  IF  IT  DOES,  DAMNED  IF  IT  DOESN'T 


As  NATO  escalates  its  air  bombardment  in  the  Balkans, 
there's  little  sign  that  Yugoslav  forces  are  giving  up 
their  bloody  work  in  Kosovo.  Now,  the  Serb-dominated 
army  is  threatening  Montenegro  and  lobbing  bombs  into  Al- 
bania as  well.  When  NATO  leaders  meet  in  Washington  on  Apr. 
23  for  the  alliance's  50th  anniversary,  the  failure  of  the  air 
campaign  to  stop  the  slaughter  will  present  the  19  nations 
with  a  dreadful  choice:  commit  NATO  ground  troops  to  combat 
for  the  first  time — or  risk  a  humiliating  stand-off  with  Yu- 
goslav forces  that  could  cost  thousands  of  in- 
nocent lives. 

British  Prime  Minister  Tony  Blair,  who  has 
not  ruled  out  the  commitment  of  ground 
troops,  calls  the  conflict  a  "just  war  for  civi- 
lization." But  analysts  say  nato  leaders  have 
had  good  reason  for  their  reluctance  to  send  in 
the  infantry.  The  use  of  ground  troops — ei- 
ther to  defeat  the  Yugoslav  army  deep  inside 
Serbia  or  at  least  create  a  safe  haven  in  Koso- 
vo— would  be  a  choice  laden  with  political  and 
military  risks. 

NOT  MUCH  HELP.  To  start  off,  Yugoslavia's 
neighbors  are  reluctant  to  offer  their  territories 
as  staging  areas  for  ground  forces.  Hungary — 
which  joined  nato  in  early  April — has  given 
nato  aircraft  use  of  a  support  base  in  Taszar. 
But  Budapest  fears  reprisals  against  the 
350,000  ethnic  Hungarians  in  Serbia,  so  it  won't  allow  nato 
ground  forces  to  invade  Serbia  from  Hungary.  Macedonia  is 
taking  a  similar  tack.  And  while  the  Greek  port  of  Thessa- 
lonfki  would  be  crucial  for  supplying  troops,  leaders  in  Athens 
have  opposed  the  port's  use  against  their  Orthodox  brethren 
in  Serbia. 

Without  cooperation  from  these  countries,  militaiy  logistics 
will  be  daunting.  Take  the  goal  of  carving  out  a  protectorate 
in  Kosovo.  Defense  consultant  Robbin  Laird  argues  that  a 
force  of  10,000  to  15,000  elite  U.S.,  British,  and  French 


ON  THE  LINE:  Easy  targets? 


troops  could  secure  an  area  that  would  be  a  safe  have 
Kosovars.  As  more  backups  came  in,  they  would  isolate 
forces  from  Belgrade — which  the  current  air  campaign 
ready  helping  to  achieve — and  seal  off  the  Serb-held  area 
tacking  the  Serbs  would  draw  them  out  from  their  h 
places,  allowing  aircraft  and  helicopters  to  knock  out  t 
"You  circle  and  let  them  wait  it  out  for  a  while,"  he  sa; 
GEOGRAPHIC  NIGHTMARE.  But  it  might  not  be  that  easy, 
is  devoting  so  many  planes  to  an  airlift  to  help  reft 
that  the  alliance  is  having  trouble  movi 
few  Apache  helicopters,  much  less  thousan 
troops,  into  the  region.  What's  more, 
troops  invading  across  the  mountainous  . 
nia-Kosovo  frontier  would  have  only  two 
able  roads  at  their  disposal.  Both  wind  thr 
the  Pagarusa  Valley,  overlooked  by  ridges 
would  turn  the  troops  below  into  easy  ta 
for  Serbian  mortars.  Air  power  and  inft 
would  have  trouble  taking  the  ridges, 
creates  the  risk  of  duplicating  the  disast 
Dienbienphu,  where  the  French  were 
cled  and  defeated  in  Vietnam. 

It  would  also  take  much  longer  to  bur 
the  larger  force  required  to  take  on  all  o 
goslavia.  As  the  conflict  drags  on,  popular 
port  for  escalation  of  the  fighting  is  dwinc 
Public  opinion  about  the  operation  in  Itaf 
key  staging  ground  for  the  ah-  strikes — is  evenly  divided 
support  has  declined  since  the  campaign  began.  Two-thir 
Germans  polled  recently  oppose  ground  forces  even  befor 
first  casualty,  and  surveys  show  that  support  in  the 
would  drop  fast  should  there  be  a  serious  body-bag  count 
ing  ground  troops  would  be  a  military  and  political  gai 
The  question  nato  leaders  face  is  whether  waiting 
none-too-certain  victory  in  the  air  is  an  even  bigger  ris 
By  Stan  Crock  in  Washington,  with  Karen  Lowry  Mill 
Frankfurt  and  bureau  reports 


GLOBAL  WRAPUP 


NO  TURKISH  DELIGHT 

►  The  Democratic  Left  Party,  led  by 
three-time  Turkish  Prime  Minister 
Bulent  Ecevit,  won  the  Apr.  18  elec- 
tion, with  136  seats  in  the  550-seat 
parliament.  But  surprise  gains  were 
also  made  by  the  far-right  Nationalist 
Action  Party.  The  result:  an  eventual 
three-party  coalition  and  no  end  to 
the  political  instability  that  has  pro- 
duced five  coalition  governments  in 
the  past  four  years.  Ecevit  will  most 
likely  form  a  coalition  with  the 
Nationalists  and  the  center-right 


Motherland  Party.  Whatever  adminis- 
tration emerges  will  have  to  address 
serious  problems.  Much  of  Turkish 
industry  is  working  far  below  capaci- 
ty following  the  Russian  economic  col- 
lapse last  year.  And  action  will  be 
needed  to  contain  a  fiscal  deficit  run- 
ning at  9%  of  gross  national  product. 

A  REAL  RACE  IN  MEXICO 

►  For  70  years,  Mexico's  sitting  Presi- 
dent has  hand-picked  his  successor. 
No  more.  President  Ernesto  Zedillo 
says  he'll  let  his  Institutional  Revolu- 
tionary Party  decide  how  it's  going  to 


select  its  candidate  for  the  July,  20  j 
presidential  elections.  The  unresoli 
question  is  whether  the  decision  wl 
be  made  by  party  leaders  at  a  com! 
tion  or  by  a  primary  election,  whicS 
would  be  a  historic  first  for  the  PR]§ 
There  are  already  five  possible  carl 
dates,  including  Interior  Secretary! 
Francisco  Labastida.  With  strong 
entries  expected  from  the  two  leac 
opposition  groups,  the  National 
Action  Party  and  the  Party  of  the 
Democratic  Revolution,  it  promise 
be  Mexico's  most  hotly  contested 
presidential  election  ever. 


le  swift  currents  of  telecommunications, 
lg  put  is  the  surest  way  to  be  swept  away. 
:h  is  why  over  the  years,  GTE  and 
Atlantic  have  carefully  capitalized  on 
:j  >e,  making  them  the  solid  investments  they 
:  )day.  Now,  we're  entering  into  one  of 
mmunications'  most  far-reaching  mergers 
Why  make  a  change  of  this  magnitude? 
what  does  this  mean  to  you?  The  answer 
)th:  Opportunity.  At  a  time  when  our 


entire  industry  is  being  transformed,  this  merger 
positions  us  for  growth  in  exciting  new  areas. 
Areas  best  accessed  by  a  small  group  of 
global  players.  Bringing  together  GTE  with 
Bell  Atlantic  gets  us  into  those  growth  areas 
now.  Our  business  strengths  and  geographies 
complement  each  other  remarkably  well.  And 
by  being  able  to  offer  a  broad  array  of  services, 


we'll  be  able  to  serve  our  customers  better. 
What  you'll  see  when  we're  joined  together 
will  be  a  resourceful,  formidable  competitor 
for  years  to  come.  A  company  going 
places,  that  alone  we  couldn't  have  even 
dreamed  of  before.  We  hope  you'll  join  us. 


ell  Atlantic 


www.  merger 


info 


Silicon  Graphics  is  now 


That's  short  for  ervers,  supercomputers 
and  graphics  workstations  that  enable  breakthrough  nsi£ 

The  new  name  is  shorter,  but  behind  it  is  a  big  idea.  We're  building  computing  solutions  that  enable  you 
expand  the  realm  of  innovation  and  creativity.  Solutions  that  enable  you  to  achieve  critical  insights  into  your  most 
difficult  challenges  -  before  your  competition  does. 

With  our  servers  and  supercomputers,  you  have  phenomenal  power  to  compute  the  absolute  toughest  pro 
Our  graphics  workstations  allow  you  to  see,  manipulate  and  use  data  in  more  meaningful  ways.  And  when  combin 
with  our  broad  range  of  global  services,  we  make  it  possible  to  build  exactly  the  solution  you  need  to  explore  the  id 

©1999  Silicon  Graphics.  Inc  All  rights  reserved  Silicon  Graphics  is  a  registered  trademark,  and  SGI,  the  SGI  logo,  The  solution  is  m  sight.  Origin.  Silicon  Graphics  520  and  Silicon  Graphics  1600SW  are  trademarks,  of  Silicon  Graphics.  In 


:am  of,  no  matter  how  big  they  are.  From  safer  cars,  to  better  drugs,  to  new 
overies,  we  can  help  you  make  anything  possible. 

Have  a  new  look  at  SGI.  See  for  yourself  how  our  servers,  supercomputers 
iphics  workstations  can  solve  your  most  complex  problems.  You'll  discover 
"every  challenge  you  have,  the  solution  is  in  sight.' 


The  solution  is  in 


Jennifer  Cooke's  job  took  her  to  Cincinnati. 
Her  down  payment  couldn't  quite  get  her  there 


She  reached  her  destination  by  combining  a  good  credit  history 
with  a  great  loan  of  ficer. 

When  Jennifer  relocated  and  didn't  have  enough  money  for  a 
traditional  down  payment,  her  lender  qualified  her  for  a 
Fannie  Mae  Flexible  97  loan  that  required  only  three 
percent  down.  And  when  her  lender  used  Fannie  Maes 
Desktop  Underwriter.-  her  loan  was  approved  in  minutes. 

It  all  happened  so  quickly.  Jennifer  met  her  move-in  deadline 
and  became  Cincinnati's  newest  homeowner.  And  another 
example  of  the  more  than  four  million  American  home 
buyers  who  benefited  last  year  from  Fannie  Mae's  commitment 
to  keeping  low-cost  mortgage  funds  readily  available  for 
working  families. 


www.fanniemae.com 
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SLEEP  AT 
IE  HELM? 

'  sailors  manage  fatigue 
yield  insights  for  business 

ere  aren't  many  great  places  to 
od  off  while  you're  on  duty  and 
lone  at  the  helm  of  a  $1  million 

in  the  middle  of  the  ocean  might 
among  the  worst.  Yet  it  has  hap- 
1 — at  least  five  calamitous  times 

the  quadrennial  Around  Alone 
)egan  in  1982.  One  exhausted  sailor 
;d  right  into  a  reef;  another  ended 
i  a  beach  near  Sydney's  harbor, 
sailors  in  the  1998-99  race — which 
d  conclude  in  Charleston,  S.  C, 
id  May  5  after  eight  months  and 
)  miles — are  in  the  forefront  of  the 


battle  against  fatigue.  Of  the  9  remaining 
contenders  who  left  the  docks  of  Punta 
del  Este,  Uruguay,  on  Apr.  10  for  the 
fourth  and  final  leg  of  sailing's  longest 
and  toughest  race,  seven  are  disciples 
of  Dr.  Claudio  Stampi,  a  Harvard  Uni- 
versity sleep  researcher.  And  what  they 
are  discovering  about  fatigue  may  have 
important  lessons  for  business. 

Industrial  accidents  and  lowered  pro- 
ductivity— combined  with  car,  truck,  and 
plane  crashes — cost  the  American  econ- 
omy up  to  $100  billion  a  year,  according 
to  the  National  Sleep  Foundation.  In  a 
survey  of  1,000  adults  conducted  last 
year  by  the  nsf,  62%  admitted  to  dri- 
ving when  they  were  drowsy  and  27% 
to  dozing  off  at  the  wheel.  The  cost  of 
car  crashes  due  to  fatigue  alone  runs 
$12.5  billion  a  year,  and  that's  a  "very 
conservative"  estimate,  says  Darrel 
Drobnich  of  the  nsf. 

"We're  becoming  a  24-hour  society," 
says  Stampi,  a  consultant  to  the  truck- 
ing industiy  and  NASA.  "And  what  we're 
seeing  now  is  nothing  compared  to  what 
we'll  see  in  the  future.  Because  machin- 


MOULIGNE:  Alone  at  sea,  he  naps  20 
minutes,  wakes  for  5,  then  dozes  again 


ery  and  equipment  are  becoming  obso- 
lete so  quickly,  there's  more  pressure 
to  keep  factories  working  24-7  to  re- 
coup the  capital  investment.  We're  also 
becoming  used  to  obtaining  whatever 
we  want  anytime  we  want  it,  so  there's 
a  lot  of  competition  among  companies  to 
provide  service  as  fast  as  possible." 

The  answer  for  a  few  far-thinking 
companies  is  simple:  Let  'em  sleep.  For 
example,  Deloitte  Consulting  in  Pitts- 
burgh has  a  napping  room,  and  other 
managers  are  starting  to  realize  that 
20  winks  might  be  worth  the  "lost"  time 
it  takes  to  keep  workers  alert  and  alive. 
REFRESHED.  Frenchman  Jean-Pierre 
Mouligne,  who  left  Uruguay  with  an 
impressive  eight-day  lead  in  the  Class  II 
division  of  Around  Alone  (50-foot  boats), 
credits  much  of  his  stamina  and  focus  to 
Stampi,  himself  a  round-the-world  sailor. 
To  track  sleep  patterns,  Stampi  uses 
two  microcomputers.  One,  attached  to  a 
sailor,  measures  the  distinctive  motions 
of  the  wrists  that  everyone  makes  when 
fast  asleep.  The  other  records  the  move- 
ment of  the  boat.  By  comparing  data 
from  the  two  after  every  leg  of  the 
race,  Stampi's  Cambridge  (Mass.)  lab  is 
able  to  pinpoint  when  a  sailor  is  asleep 
and  help  manage  fatigue. 

Stampi's  method  is  based  on  three 
parameters:  the  best  time  to  sleep,  how 
little  sleep  one  needs  to  function  effi- 
ciently, and  the  optimal  length  for  a 
nap.  All  people,  says  Stampi,  have  their 
own  sleep  requirements.  For  some,  15 
minutes  can  refresh;  others  may  need 
22  minutes.  Mouligne  is  now  so  attuned 
to  his  own  biorhythms  that  he  can  fall 
asleep  for  20  minutes,  wake  up  for  five 
to  make  sure  everything  is  fine,  sleep 
another  20,  and  wake  up  again.  He  can 
repeat  the  cycle — without  an  alarm 
clock — until  he's  enjoyed  three  hours 
of  rest.  "It  really  makes  a  difference," 
he  says. 

Most  workers  don't  need  that  sort  of 
precision  napping,  but  Mouligne  has  to 
grab  every  minute  he  can  grab  in  the 
next  couple  of  weeks.  In  the  final  leg  of 
Around  Alone,  says  race  organizer  Mark 
Schrader,  the  sailors  will  have  to  cope 
with  the  constantly  shifting  winds  of 
the  Doldrums,  heavy  commercial  traffic 
in  shipping  lanes,  and  flukey  offshore 
winds.  "Jus:  recognizing  that  fatigue  is  a 
problem  is  biggie,"  s  lys  Schrader.  "A 
single-hai  d  sailor  is  making  all  kinds 
of  very  )ortant  decisions  all  alone. 
There  is  anyone  to  tell  you  you're 
about  to     ike  a  terrible  mistake." 

By  Caitlin  Kelly 
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he  New  Millennium 

and  the  Next  Bottom  Line 

\ccelerating  change  defines  our  era.  The  engines  of  change  include  new  technology 
and  global  economic  integration,  but  they  also  include  rapidly  rising  social  and 
environmental  expectations  and  changing  consumer  preferences.  The  result 
—  is  shifting  business  conditions  and  new  challenges,  as  well  as  remarkable 
ortunities  for  those  companies  able  to  adapt  quickly. 

•  technology  challenge  is  exemplified  by  the  explosive  growth  of  the  Internet.  Every  firm 
have  to  determine  how  electronic  commerce  and  near-global  connectivity  will  impact 
way  it  conducts  business  and  communicates  with  customers. 

environmental  challenge  is  embodied  in  the  need  to  transform  our  industrial  system  so 
growth  in  the  global  output  of  goods  and  services  does  not  mean  a  corresponding  rise 
ollution,  waste,  and  other  forms  of  environmental  degradation.  Even  present  patterns 
roduction  already  risk  irreversible  environmental  changes.  No  firm  can  be  exempt  from 
obligation  to  evaluate  its  contribution  to  these  risks  and  to  participate  in  the  transfor- 
ion  to  a  more  sustainable  industrial  system. 

social  challenge  reflects  the  fact  that  as  the  private  sector  has  grown  in  power  and 
ortance,  so  have  the  expectations  of  a  diverse  group  of  stakeholders.  Stockholders,  cus- 
ers,  employees,  local  communities,  and  the  variety  of  interest  groups  that  comprise  civil 
ety  may  all  have  different  priorities.  With  increased  visibility  for  corporate  behavior  and 
eased  vulnerability  for  companies  that  run  afoul  of  today's  volatile  public  opinion,  no 
ipany  can  afford  to  neglect  its  relationships  with  its  stakeholders  or  escape  the  need  to 
■art  of  building  a  better  society. 

economic  challenge  reflects  growing  global  integration.  The  challenge  is  to  operate  in 
Dns  that  face  enormous  social  problems  but  lack  social  and  political  infrastructure.  Yet 
global  company  can  ignore  the  economic  dynamism  and  huge  potential  of  emerging 
kets,  nor  the  need  to  contribute  in  a  broad  way  to  the  development  of  these  regions. 

se  are  daunting  challenges.  But  those  companies  that  can  simultaneously  manage  and 
cipate  new  technologies,  environmental  uncertainties,  and  stakeholder  expectations  - 
make  these  challenges  central  to  their  corporate  strategy  -  will  gain  a  powerful  advan- 
in  the  new  century.  And  the  social  and  environmental  payoff  from  companies  that 
iage  to  this  new  set  of  criteria,  the  Next  Bottom  Line,  could  be  huge. 

le  following  pages,  you  will  find  strategies  and  managerial  tools  to  deal  with  these  new 
lenges,  insightful  essays,  and  case  studies  illustrating  how  many  leading  corporations 
ilready  beginning  to  put  these  new  strategies  into  practice. 
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The  Next  Bottom  Line 


AGENDA    FOR    THE    21ST  CENTUR 


Overview 


The  New  Millennium  and  the  Next  Bottom  Line 


Visionary  Leadership 


A  few  leading  companies  are  marching  boldly  ahead  in  search 
of  new  business  opportunities.  What  does  the  future  hold 
and  how  can  visionary  leadership  gain  an  advantage  for  your 
company? 

A  Global  Alliance  for  the  21st  Century 

C.  Michael  Armstrong,  Chairman  and  CEO,  AT&T 

Providing  Consumer  Choice  on  the  Environment 

John  Browne,  Group  Chief  Executive,  BP  Amoco 

Managing  for  the  Future 


What  are  the  strategies,  the  management  tools,  the  metrics  that 
can  successfully  guide  your  company?  Where  will  you  find 
managers  that  are  up  to  the  challenge  of  the  Next  Bottom  Line? 

Business  Leadership 

Craig  Barrett,  CEO  and  President,  Intel 

Responding  to  a  Rapidly  Changing  World 

John  E  Smith,  Jr.,  Chairman  and  CEO 
General  Motors  Corporation 

Setting  Measurable  Goals 

Gary  Pfeiffer,  Senior  Vice-President  and  CFO,  DuPont 
Adding  Value 

Your  company  will  be  strong  when  your  products  make  money 
by  creating  environmental  and  social  well-being.  Where  will 
your  company  add  value  -  to  shareholders  and  society  -  in  the 
next  century? 

Social  Responsibility  and  Shareholder  Value 

Dr.  Jan-Olai  Willums,  Senior  Vice-President,  Storebrand  ASA 

A  Crisis  of  Opportunity 

Tachi  Kiuchi,  Managing  Director,  Mitsubishi  Electric 
Creating  New  Markets 


Changing  social  needs  mean  major  new  business  opportunities. 
Is  your  company  well-positioned  for  these  new  markets? 

The  Future  of  Forest  Products 

Steven  R.  Rogel,  President  and  CEO,  Weyerhaeuser 
Water  Management  for  the  21st  Century 

Richard  J.  Labrecque,  President  and  CEO,  ITT  Fluid  Technology 

Powering  the  Future 

Randy  Zwirn,  President  and  CEO,  Siemens  Westinghouse 
Power  Corporation 


Visionary  Leadership 
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An  Agenda  for  Business: 


Practical  Business  Tools  for 

the  Next  Bottom  Line 


hile  scientists  study  global  problems 
and  policymakers  debate  the  issues, 
many  in  business  are  already  moving  to 
seize  extraordinary  opportunities  in 
protecting  the  natural  environment  and  meeting 
social  needs. 

A  growing  number  or  companies  are  developing  new  products 
and  services  that  solve  problems  and  increase  profits  at  the 
same  time.  The  success  of  these  innovators  is  proof  that  a 
sound  business  can  indeed  create  a  safe  environment  and 
stronger  communities. 

Motivating  these  business  initiatives  is  the  persistence  of 
huge  social  problems,  especially  in  emerging  markets,  and 
the  continuing  deterioration  of  air  and  water  quality,  the 
health  of  fisheries,  forests  and  farmland,  and  climate  stability. 
Continued  global  industrial  growth  along  past  patterns 
would  put  even  more  pressure 
on  natural  systems.  At  the 
same  time  more  informed  \ 


consumers  are  increasingly  intolerant 
of  companies  that  violate  social 
norms.  These  changes  are  altering  the 
context  in  which  companies  operate. 

How  can  business  respond  to  these  challenges? 
Experience  gained  from  partnerships  between  the  Wcl 
Resources  Institute  and  several  leading  corporations  sul 
some  key  principles. 

•  Replacing  material  with  information.  Companies  1 
begin  to  divorce  economic  well-being  from  the  use  \ 
disposal  of  natural  resources.  Thus  companies  shoull 
investing  in  knowledge,  in  ways  to  add  value  without  <j 
adding  volume,  and  in  replacing  product  with  serviq 

•  Generating  revenue  from  nature.  Companies  can  i| 
in  and  value  the  wealth  of  ecosystem  services  (such  1 
clean  air  and  water)  that  nature  provides.  Thus  compai 
should  act  to  protect  key  ecosystems,  gain  technologj 
insight  from  natural  processes,  and  strengthen  naturfl 
resources  instead  of  deplete  them. 

•  Connecting  with  communities.  Companies  can  learl 
only  the  needs  and  wants  of  the  people  they  affect  arol 
the  world  but  also  ways  to  support  these  communitij 


From  modern  electric  power  plants  (here  an  AES  facility  in  N.  Ireland),! 
to  the  newest  tiny  IBM  microchip,  technology  is  reshaping  the  worlcl 


en  glean  new  business  opportunities.  Thus  companies 
interact  and  connect  with  local  communities, 
zees,  customers,  suppliers,  non-governmental  groups, 
ors,  and  even  competitors. 

haps  the  most  basic  reason  for  businesses  to  adopt 
rinciples  is  their  own  self-interest.  The  benefits  include 
owerful  business  drivers  as  protecting  the  right  to 
i,  reducing  costs  and  liabilities,  increasing  customer 

and  market  position,  and  market  development. 
'  abiding  by  regulatory  requirements,  for  example,  is 
10  longer  enough  to  protect  the  right  to  operate:  in  an 
-news  world,  negative  public  reaction  can  come  swiftly 
•iously.  Eliminating  waste  can  lead  to  huge  cost  savings 

as  lower  liabilities:  in  one  semiconductor  business 
1  by  WRI,  96%  of  its  annual  $2  billion  purchase  of 
:als  ended  up  in  the  waste  stream,  meaning  that 
lg  waste  by  half  could  add  up  to  $1  billion  to  the 
x)ttom  line. 


jveloping  countries  need  basic  infrastructure: 

billion  people  lack  clean  drinking  water,  2  billion  lack  electricity,  and 
llion  lack  adequate  sanitation.  Private  COrpOrate  investment 

rater,  power,  and  other  infrastructure  rose  almost  ten-fold  in  the  90's. 


i  (  nih'li'.,  i  n  Mi  iN'iArili 


len  a  business  builds  environmental  or  social  benefit 
oducts,  it  creates  added  value  for  the  customer.  The 
for  these  benefits  often  yields  unforeseen  enhancements 
luct  performance,  cost,  quality,  safety,  and  serviceability, 
try  companies  can  thus  position  themselves  to  supply 
ystem  solutions.  This  often  means  rethinking  the  entire 
ss  model. 

itching  business  drivers  to  principles  creates  a  familiar 
ic  planning  tool,  the  matrix,  that  can  provide  a  simple 
way  to  chart  out  a  compre- 
hensive approach  to  a  Next 
Bottom  Line  strategy,  to 
benchmark  against  competi- 
tors, or  even  to  spur  innovation 
and  new  thinking.  Some 
specific  examples  help  to 
illustrate  the  possibilities: 

DuPont's  sulfur  products 
business  offers  acid  handling 
and  recovery  services  to  its  cus- 
tomers. Some  customers  never 
actually  own  or  handle  the 
materials  themselves  and 
instead  contract  for  DuPont's 


expertise,  which  is  a  distinct  competitive  advantage  for  the 
company.  All  these  services  make  it  more  costly  for  customers 
to  switch  to  competitors,  especially  when  the  service  is  not 
standard  in  the  industry. 

Crameen-Phone  is  a  non-profit  organization  operating  in 
Bangladesh.  Phone  lines  are  rare  in  this  country,  in  part 
because  of  widespread  poverty  and  inadequate  infrastructure. 
This  in  turn  hinders  the  local  economy.  Seeing  an  opportu- 
nity, the  company  is  building  cellular  relay  towers  around 
the  country  and  has  begun 
selling  cellular  phone  ser- 
vice to  remote  villages.  In 
each  village,  one  person  is 
contracted  to  be  the  opera- 
tor of  the  cellular  phone 
and  charged  a  per-minute 
rate;  the  operator  in  turn 
charges  villagers  a  slightly 
higher  rate  to  use  the 
phone,  making  telephone 
communication  available 

and  affordable  for  the  first     Top:  No-tMI  farming  in  Argentina 

conserves  topsoil  and  increases 
time.  The  company  plans     yje|ds  Above;  Famj|jes  from 

to  distribute  70,000  phones     sc  Johnson  Mexico  participate  in 
continued     "Reforestation  Day." 
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The  issue  of  global  warming 
has  given  rise  to  heated  debate. 

Is  the  burning  of  fossil  fuels 
and  increased  concentration  of 
carbon  dioxide  in  the  air  a  serious 
threat  or  just  a  lot  of  hot  air? 


is  a  separate  and  distinct  entity  In  mis  advertisement,  k  wards  *Shel*.  V.  "us"  and  "our"  refer  in  some  places,  to  the  Royal  Dutch/She! 


OR  CLEAR  THE  AIR? 


II  believes  that  action  needs  to  be  taken  now,  both  by 
mpanies  and  their  customers.  So  last  year,  we  renewed 
commitment  not  only  to  meet  the  agreed  Kyoto  targets 
)  reduce  greenhouse  gas  emissions,  but  to  exceed  them, 
'e  working  to  increase  the  provision  of  cleaner  burning 
.»ral  gas  and  encouraging  the  use  of  lower-carbon  fuels 
homes  and  transport.  It's  all  part  of  our  commitment  to 
linable  development,  balancing  economic  progress  with 
nvironmental  care  and  social  responsibility.  Solutions  to 
future  won't  come  easily,  particularly  in  today's  business 
dimate,  but  you  can't  find  them  if  you  don't  keep  looking. 

WE  WELCOME  YOUR  INPUT  CONTACT  US  ON  THE  INTERNET  AT  WWWSHELL.COM/CUMATE  OR 
EMAIL  US  AT  TELL  SHELL@SI  SHELL  COM'  OR  WRITE  TO  US  AT  'THE  PROFITS  &  PRINCIPLES  DEBATE; 


21,068  magnificent  acres,  400  plant  varieties, 
214  species  of  birds  and  one  partnership  making  sure 
it  all  stays  that  way. 


I  lu  res  a  stretch  along  the  Lower  Roanoke  River  in  North  Carolina 


that's  been  called  one  ol  Americas  last  great  places.  Its  a  place  where  people  study  diverse  plants 
an  dwildlii  e  to  learn  about  their  uniojue  values.  Georgia- Pacific  owns  this  land  and  did  something  no 
forest  products  company  has  ever  done  before.  We  formed  a  partnership  with  The  Nature  Conservancy 
to  co-manage  and  protect  this  place  for  generations  to  come.  Everyone  wants  a  better  world. 
It  s  just  good  to  know  there  s  a  company  that  s  doing  something  about  it.  | 


Georgia-Ffecific  ^ 

It's  what  we  do  dillerently  that  makes  us  better. 
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Global  Alliance  for  the 
st  Century 


)ne  of  the  great  business  advances  of 
the  20th  century  has  been  the  gradual 
recognition  that  business,  society,  and 
wironment  are  partners  in  a  global  alliance, 
n  unnatural  alliance  formed  out  of  political 
sity,  but  a  dynamic  partnership  with  a  shared 
m  line. 

:re  is  that  shared  oottom  line  more  obvious  than  in  the 
communications  industry.  There's  nothing  short  of  a 
ion  underway  in  global  communications  today  fed  by 
:hnology  and  the  liberalization  of  national  telecommu- 
ns  markets. 

owth  in  communications  enables  the  kind  of  broad- 
conomic  growth  that's  opening  up  opportunities  for 
all  over  the  world.  Borders  are  coming  down  -  political 
trade  borders,  monetary  borders,  social  borders  -  and 
ult,  whole  societies  are  emerging  into  the  economic 
ream.  They  want  to  compete  in  world  markets  to  gen- 
e  kind  of  economic  growth  that  translates  into  improved 
ds  of  living.  That's  why  there  is  a  global  boom  in 
lmunications  infrastructure  investment, 
momic  growth  and  environmental 
ability  go  hand  in  hand.  Economically 
:d  nations  can  more  easily  afford  the 
implementing  clean  air  and  water 
ds.  And  a  modern  communications 
ucture  offers  creative  ways  to  protect 
ironment. 

example,  the  communications  industry  has  the 
al  to  substantially  reduce  unnecessary  transportation, 
rking  (working  from  home  or  other  remote  locations) 
n  growing  at  15%  a  year  among  North  American 
I  lies.  But  the  big  growth  in  teleworking  and  its  payoff 
j  :ty  are  still  ahead  of  us:  the  development  of  high-speed 
i  )and"  communications  direct  to  homes  will  funda- 
'  y  expand  such  options  in  the  coming  decade. 
■  ScT's  merger  with  TCI  will  speed  those  broadband 
I  tions  to  homes  by  taking  TCI's  broadband  cable 

work  and  converting  it  into  a  two-way  system  for 
I  inications,  information,  and  entertainment.  We  envision 


a  near-term  future  in  which  people  will  be  able  to  routinely 
download  information  from  the  Internet  100  times  faster 
than  over  a  standard  phone  line.  As  communications  technology 
dramatically  expands  the  infotmation  available  instantly  to 


We  envision  a  near-teNTI  future  in  which  people  will 

be  able  to  routinely  download  information 

from  the  Internet  100  times  faster  than  over  a 
standard  phone  line. 


families  and  corporations,  the  potential  social,  economic, 
and  environmental  benefits  are  enormous. 

AT&T  understands  the  need  for  a  global  alliance  of  business, 
society,  and  the  environment.  In  the  21st  century,  the  world 
won't  tolerate  businesses  that  don't  take  that  partnership 
seriously,  but  it  will  eventually  reward  companies  that  do. 


C.  Michael  Armstrong 

Chairman  &  CEO,  AT&T 


Visionary  Leadership 
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over  six  years.  This  cooperative  business  model  is 
proving  so  effective  that  several  multinational 
companies  are  now  looking  to  develop  similar 
systems  in  other  regions. 

Aracruz  Celuiose  is  a  Brazilian  wood  pulp 
manufacturer  that  has  recovered  land  formerly 
degraded  by  agriculture  and  used  it  for  fast-growing 
eucalyptus  plantations,  while  setting  aside  some 
of  its  land  for  the  regeneration  and  protection  of 
native  forests.  Together  with  a  company-wide 
emphasis  on  reducing  waste  whenever  possible, 
this  strategy  has  made  the  company  the  world's 
low  cost  producer  in  its  market.  The  strategy  also 
potentially  reduces  pressure  on  native  forests  elsewhere  for 
pulp  and  paper  products. 

Moving  commerce  toward  the  Next  Bottom  Line  is  a 
private  sector  response  to  emerging  trends  and  conditions. 
With  a  comprehensive  strategy,  companies  can  identify  new 
opportunities  today  and  position  themselves  for  tomorrow's 
market  shifts  -  and  are  likely  to  be  best  prepared  for  the 
coming  century. 

Article  adapted  from  The  Next  Bottom  Line:  Making  Sustainable 
Development  Tangible,  by  Matt  Arnold  and  Rob  Day  (WRI,  1998). 


Case  Studies 


Visionary  Leadership 

he  private  sector  is  organizing  globally  around 
ideas  like  by-product  synergy.  The  potential  is 
illustrated  by  Texas  Industries,  which  operates 
a  mill  in  Midlothian,  Texas,  that  produces  steel 
from  recycled  scrap;  a  separate  division  of  the  company  in 
the  same  town  manufactures  cement.  It  turned  out  that  the 
slag  produced  from  the  steel  mill  could  be  used  as  a  raw 
material  for  making  cement  instead  of  being  disposed  of  as 

8  waste.  The  result  was  by- 
|  product  synergy:  reduced 

9  use  of  natural  resources, 
I  increased  production,  more 
--  than  a  10%  reduction  in 
5  energy  use  and  carbon 

dioxide  emissions,  and 
increased  profits. 

Texas  Industries  is 
gn    teaming  up  with  other 
Slag  from  this  Texas  Industrie  steel    companies  in  the  region 
mill  is  now  used  to  make  cement,       to  promote  the  steel  slag- 
saving  energy  and  emissions.  cement  idea  worldwide. 


Fast  growing  eucalyps 
plantation  in  Brazil,  log 
shows  reforested  area ! 

Applied  to  the  entire  U.S.  cement  industry,  for  exampl 
process  could  potentially  reduce  national  CO:  emission! 
more  than  eight  million  tons  annually. 

Strong  social  commitments  also  do  not  prevent  al 
pany  from  competing  successfully.  Indigenous  Desigijj 
California-based  supplier  of  outerwear,  works  with  no 
profits  in  developing  regions  from  the  Appalachians  tc 
Andes  to  contract  with  local  artisans,  often  women  wrj 
work  out  of  their  homes.  While  maintaining  strict  qu 
standards,  the  company  provides  its  workers  with  fair 
and  makes  every  effort  to  treat  them  ethically.  Notwit 
standing  its  social  commitment,  the  company  compet' 
the  basis  of  quality  and  fashion  and  its  products  are  sol 
some  of  the  most  upscale  outdoor  equipment  stores  irl 
United  States. 

Interface  is  a  $1  billion  multinational  company  thl 
making  major  changes  to  its  operations  in  the  belief  tl 
sustainable  development  is  a  good  business  strategy.  L 
CEO  Ray  Anderson,  a  vocal  champion  for  the  environr 
this  carpet  company  has  developed  the  "Evergreen  Le£ 
Through  this  program,  the  company  aims  to  never  ag 
sell  another  roll  of  carpet,  instead  transforming  itself  i 
service  company  by  leasing  flooring  systems  to  customJ 
With  such  a  system,  Interface  will  be  able  to  collect  itsl 
carpet  tiles  and  recycle  them  into  new  ones,  building 
tomer  loyalty  while  driving  down  material  costs.  Inter 
commitment  has  also  led  to  a  waste-reduction  program 
a  pledge  to  switch  entirely  to  renewable  energy  sources 

In  the  United  States,  the  private  sector  Welfare  to 
Partnership,  launched  by  UPS,  Burger  King,  Sprint, 
Monsanto,  and  United  Airlines,  has  made  a  major  ef 
to  help  the  national  commitment  to  reform  welfare.  T 
group  has  expanded  to  include  10,000  companies  comi 
to  hiring  workers  from  welfare  roles  and  has  helped  mc 


WWW  ittmd  com  OR  CALL  1-800-IIN-INFO 


THAT  IT  FOLLOWS  TANK  SHAPE  WITH 
MINIMUM  HYDRAULIC  LOSSES.  NO  AREA 
OF  A  TANK  IS  LEFT  UNMIXED  AND 
ENERGY  CONSUMPTION  IS  MINIMIZED. 


have  a  fishing  industry  without  fish.  That's 

exactly  what  happened  in  Sicily  due  to  industrial  pollution.  Then  we  came  in 
and  helped  mix  things  up — literally.  We  designed  and  provided  the  big, 
dependable,  submersible  pumps  and  mixers  that  drive  their  new 
water  purification  process.  And  once  it  started  operating,  the 
water  started  coming  back  to  life — fish  and  all.  Hallelujah!" 

Zbigniew  Czamota,  Research  Engineer,  Stockholm 


FASTEST  GROWING  St  CTORS 
IN  INFRASTRUCTURE 
INVESTMENT. 


COMMERCIAL  TRANSACTIONS 
OVER  THE  INTERNET. 


^  ITT  Industrie 

Engineered  for  life 


onary  Leadership 
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lated  410,000  people  off  welfare.  UPS, 
h  has  one  of  the  largest  programs  in  the 
try,  counts  20,000  former  welfare  recipients 
have  become  valuable  employees  with  a 
extra  training  and  mentoring.  The  jobs 
ally  pay  more  than  minimum  wage  and 
de  health  insurance  and  other  benefits, 
company  partners  with  local  transportation 
cial  service  agencies  or  church-based 
ps  to  help  these  new  workers  find  trans- 
ition or  child  care,  teach  them  basic 
nunication  and  workplace  skills,  or  meet 
special  needs.  Working  with  the  Alliance 
nvironmental  Innovation,  UPS  has  also 
oped  re-usable  overnight  air  delivery 
opes  made  of  recycled  fiber,  significantly 
:ing  raw  materials  use  and  waste, 
.arely  does  a  successful  company  assert 
;t  exists  as  a  business  to  fulfill  an  environmental  credo, 
ronia,  a  maker  of  outdoor  sports  clothing  and  gear,  not 
does  so,  but  backs  it  up  by  giving  1 0%  of  its  profits  to 
)rt  grassroots  environmental  causes  and  actively  seeking 
ucate  its  customers  and  suppliers  about  environmental 

This  unconventional  business  model  has  succeeded 
id  all  expectations. 

he  company  has  a  hard-earned  reputation 

laliry  and  product  innovation,  much  of  it 

t  by  its  environmental  commitment.  For 

pie,  it  was  the  first  to  make  fleece  from 

ed  plastic  soda  bottles,  and  its  recycled 

lilla  remains  a  signature  Patagonia  fabric. 

;ompany  has  not  hesitated  to  abandon  successful  product 

for  environmental  reasons.  Recently  it  decided  to  con- 

ts  entire  sportswear  line  to  100%  organically-grown 

a,  even  though  costs  were  significantly  higher,  because 

;ntionally-grown  cotton  is  the  most  pesticide-intensive 

crops,  consuming  10%  of  agricultural  chemicals  used 

:  United  States.  Sales  have  continued  to  grow, 
company  doesn't  have  to  be  huge  to  have 

impact  well  beyond  its  local  com- 

ty.  Furniture  manufacturer 

»an  Miller,  with  only  7,500 

)yees,  holds  "living  with  integrity 

especting  the  environment"  as 

fits  five  core  values.  The 
i;  iyee-owned  company  strives 
'■  perior  environmental  charac 
I  cs  in  all  its  products  and  has 
I:  ed  to  eliminate  the  use  of 
i  lis,  to  reduce  material 


mia  turns  plastic  soda 
i  into  all-weather  fabrics. 


Helping  people  make  the  transition  from  welfare  to  work. 

waste  by  30%,  to  develop  people  both  inside  and  outside  the 
company,  and  to  become  a  "sustainable  business"  by  2005. 

In  1991,  Herman  Miller  discontinued  the  use  of  any 
wood  products  that  do  not  come  from  sustainable  forest 


U.S.  and  European  economies  consume  80  tOnS 
of  natural  resources  p6t  p6TS0n  annually.  Innovation  is 

creating  more  GCO"  efficient  processes 


resources.  Two  species,  rosewood  and  teak,  were  completely 
removed  from  the  product  line  because  of  their  rainforest 
origins.  This  early  move  by  the  company  and  the  resulting 
publicity  increased  awareness  of  rainforest  destruction  among 
governments  and  other  companies.  A  Herman  Miller 
employee  was  invited  to  participate  in  a  United  Nations 
effort  to  develop  a  treaty  governing  the  international 
trade  of  rainforest  woods.  Herman  Miller  also  helped 
to  found  the  U.S.  Green  Building  Council. 
The  Freeplay  Group  is  producing  self- 
powered  products  that  bring  together  the 
promise  of  information  technology  with 
urgent  social  needs.  It  makes  a  wind-up 
radio  that  allows  anyone  to  be  connect- 
BL    ed  to  the  world,  even  without  access  to 
I   electric  power  or  batteries.  In  South 
Africa,  the  radios  have  been  distributed 
and  a  program  matched  to  teaching 
materials  is  broadcast  for  30  minutes  a 
day  as  part  of  an  effort  to  teach  school 
children  basic  English.  * 
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"...a  runaway  success. 
Runaway  is  right. 


So  many  stores,  so  fast... 

they're  not  connected... 


inventory's  a  mess... 


suppliers  are  in  the  dark. 


We're  gonna  solve  this 


or  no  IPO  for  this  kid. 


Www.net.working.att.com 


©199.9.  AT&T  . 


»>  AT&T  virtual  networking  solutions. 
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Providing  Consumer  Choice 
on  the  Environment 


Individual  choice  is  now  a  fundamental  part  of 
economic  life.  The  breakdown  of  monopolies, 
advances  in  technology,  and  the  spreading  of 
prosperity  and  information  have  all  enabled  people 
to  be  active  rather  than  passive  participants  in  eco- 
nomic life.  The  extension  of  choice  has  to  be  at 
the  core  of  the  offer  that  any  successful  company 
makes  to  its  consumers. 

For  the  energy  industry  the  hard  edge  of  consumer  choice  is 
focused  on  the  issue  of  environmental  protection.  Consumers 
want  the  heat,  light,  and  mobility  that  oil  and  gas  provide 
and  they  want  it  at  a  reasonable  cost.  But  over  the  last  two 
decades  they  have  come  to  want  something  more  -  energy 
that  can  be  produced  and  used  without  destroying  the  natural 
environment. 

That  seems  to  me  an  eminently  reasonable  objective.  Though 
we  and  many  others  are  working  on  long-term  alternatives 
such  as  solar  power  and  other  forms  of  renew- 
able energy  there  is,  for  the  moment,  no  viable 
economic  alternative  to  hydrocarbons.  We 
cannot  ignore  either  immediate  concerns  about 
air  quality  in  urban  areas  or  the  long-term  threat 
of  global  warming.  A  company  like  BP  Amoco 
can't  ignore  those  issues  because  this  is  our  world  too.  Oil 
companies  are  not  vast  inhuman  machines  pumping  out  profits. 
They  are  collections  of  human  beings  with  families,  and  with 
hopes  and  fears  about  the  future.  Our  staff  is  more  important 
than  any  lobby  group  in  telling  us  what  the  world  is  thinking. 

Of  course,  no  single  company  can  solve  such  global  prob- 
lems. But  we  can  use  our  experience  and  know-how  to  make 
a  difference.  In  that  spirit  BP  Amoco  has  launched  two  major 
initiatives  which  we  believe  can  help  to  protect  the  environ- 
ment here  in  the  United  States  and  internationally. 

First,  we  have  set  ourselves  a  target  to  reduce  our  own 
emissions  of  carbon  dioxide  -  from  our  refineries  and  oil 
fields  and  petrochemical  plants  —  by  at  least  10%  by  the  year 
2010  from  a  1990  baseline.  To  ensure  that  target  is  met  in  the 
most  cost  effective  way  possible  we  are  developing  our  own 
internal  emissions  trading  system,  with  the  benefit  of  great 
assistance  from  the  Environmental  Defense  Fund. 


Secondly,  we  have  established  a  program  to  provide  J 
choice  of  clean  fuels  to  consumers  in  at  least  40  cities  ana 
the  world  over  the  next  two  years.  Using  BP's  experience  ajj 
Amoco's  unique  technology,  we  believe  we  can  provide  tjs 
unleaded,  low-benzene,  low-sulphur  or  no-sulphur  gasolis 
and  low-sulphur  diesel  required  to  match  the  ever  advanj 
quality  of  auto  engines.  Within  three  years,  for  example,^ 
intend  to  be  a  lead  free  company  -  producing  only  unlei 
fuel  —  worldwide. 

These  are  just  first  steps.  In  both  cases  we  are  still  atS 
early  stage  and  as  we  learn  from  experience  and  extend  ci 
know-how  we  will  be  able  to  do  more.  At  the  same  timev 
will  work  with  auto  manufacturers  to  produce  vehicles  vtl 
engines  and  fuel  that  together  reduce  emissions  to  the  abi 
minimum  and  with  governments  to  design  regulation  im 
which  give  us  and  other  companies  the  incentive  to  use  I 
vation  and  creativity  in  the  search  for  the  best  answers. 

As  these  initiatives  proceed  I  believe  we  can  demons ai 
that  it  is  possible  to  explore  for,  produce,  refine,  distribu:, 
and  use  hydrocarbons  in  ways  which  don't  damage  the  ew 
ronment  -  wavs  which  offer  the  consumer  a  new  choice 


We  have  established  a  program  to  provide  z 
new  choice  of  clean  fuels  to  consumers  inxf 

least  40  cities  around  the  world  over  the  next  two  years 


Too  often  in  the  past  the  corporate  approach  to  the 
ronment  has  been  cautious  and  defensive,  denying  the  pr< 
and  using  size  and  influence  to  resist  change.  In  the  end 
approach  is  doomed  to  failure  because  it  cuts  against  re 

For  some,  the  idea  of  an  oil  company  that  delivers  e 
ronmental  improvement  is  so  counter-intuitive  as  to  be 
incredible.  So,  perhaps,  is  the  idea  that  a  big  company  ( 
more  interested  in  consumer  choice  than  in  the  accumu 
of  market  power.  But  times  are  changing.  Size  is  not  en 
to  guarantee  performance.  In  an  era  of  choice,  the  abilii 
listen  and  the  speed  of  movement  are  what  really  count 


John  Browne 

Group  Chief  Executive,  BP  Amoco 


We've  been 
North  America's 
growth  company 

for  100  years. 


t's  not  all  that  unusual  for  a  company 
to  anticipate  growth  over  a  period  of 
quarters,  or  even  years.  But  what  about 
decades?  Or  centuries? 


At  Weyerhaeuser,  that  kind  of  long-term 
thinking  has  been  second  nature  since  our 
founding  in  1900.  We  started  America's  first  tree 
farm  to  make  timber  an  endlessly  renewable 
resource.  We  developed  High  Yield  Forestry  to 
increase  wood  yields  for  decades  to  come.  And 
now  we're  finding  innovative  ways  to  produce 
our  products  more  efficiently  and  profitably. 

We're  also  planting  40  million  seedlings  this 
year  for  harvest  in  the  next  century:  Because 
when  you've  been  growing  as  long  as  we  have, 
you  like  to  think  ahead  a  hundred  years  or  so. 
www.weyerhaeuser.com 

A  Weyerhaeuser 

The  future  is  growing" 


\anaging  for  the  Future 
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Measuring  Success: 

New  Yardsticks  for  a  New  Century 


s  businesses  move  from  rhetoric  to 
practice  in  implementing  the  Next 
Bottom  Line,  they  need  specific 
environmental  and  social  goals  and 
ways  to  measure  progress  toward  them. 

Indicators  of  progress  would  also  be  helpful  to  customers, 
governments,  communities,  non-governmental  organizations, 
and  the  financial  community  in  holding  business  accountable 
for  its  performance.  Although  measures  of  financial  perfor- 
mance are  well  established,  progress  on  environmental  and 
social  performance  measures  is  mixed. 

In  both  the  United  States  and  Europe,  numerous  initia- 
tives are  underway.  A  prolusion  of  different  indicators  is  in 
use,  making  it  virtually  impossible  to  compare  firms  on  the 
basis  of  environmental  performance.  To  take  the  next  critical 
step  requires  forging  agreement  on  the  key  elements  of 
environmental  performance.  The  good  news  is  that  standard- 
ization efforts  are  beginning  to  emerge.  The  Coalition  for 
Environmentally  Responsible 
Economies'  Global  Reporting 
Initiative,  the  World  Business 
Council  for  Sustainable  Develop- 
ment, and  the  Canadian  National 


Corporate  environ- 
mental reporting  is 
becoming  the  norm 


Roundtable  on  Environment 
and  the  Economy  have  inde- 
pendently undertaken  to 
develop  and  bring  about  broad 
agreement  on  a  core  set  of 
environmental  metrics. 

Environmental  performance 
measures  are  increasingly  being  Shell  community  support! 
linked  with  economic  measures  tne  Philippines, 
to  create  "eco-efficiency"  metrics  that  typically  express  el 
ronmental  impact  per  unit  of  value  added.  Such  linkad 
can  help  to  mainstream  environmental  performance  will 
the  business  community. 

Despite  rising  interest  in  corporate  social  responsibj 
there  remains  considerable  confusion  about  the  conced 
Terms  such  as  "corporate  citizenship,"  "eco-justice,"  an] 
"business  ethics"  abound.  Simply  stated,  measures  of  busj 
social  performance  should  gauge  the  relationship  of  busil 
with  its  different  stakeholder  groups.  This  definition  nj 
social  performance  more  readily  understandable,  since! 

businesses  already  have  measure-] 
accountability  mechanisms  for  cd 
key  stakeholder  groups,  such  as  slj 
holders  and  customers.  The  chalj 
is  to  define  business  performancj 
relation  to  its  impad 
other  stakeholders,  I 
including  communij 
employees,  developij 
countries,  and  supplj 
Such  measures  shoul 
include  business  eth 
issues  such  as  partic 
tory  decision-makin 
community  commit 
onesty,  bribery,  and  corruption. 
With  the  world's  human  popu 
expected  to  exceed  nine  billion  b| 
2050  and  North-South  economic! 
parities  persisting,  social  issues  ml 
become  even  more  important  for  business.  Globl 
businesses  are  already  finding  that  overseas  operatl 
and  upstream  activities  are  undergoing  public  scrul 
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The  world's  vehicle  fleet  now  exceeds  600  million  and  is  rising 
rapidly,  raising  air  pollution  and  climate  concerns.  Car  manufacturers 

are  investing  heavily  in  more  efficient,  less  polluting  technology. 


lcreasing  transparency  means  that  businesses  will  be 
;d  to  assume  greater  social  responsibility  than  before, 
tiatives  to  measure  corporate  social  performance  are 
lying.  While  most  activity  still  comes  from  firms  that 
)unded  with  a  strong  corporate  commitment  to 
ssues,  there  are  signs  that  corporate  social  reporting 
ton  make  the  leap  to  mainstream  business. 
3randMet,  Denmark's  SBN  Bank  and  General 
s  have  all  published  corporate,  social  or  ethical 
;.  Honeywell,  Citizens  Bank  of  Canada,  and 
ave  established  Vice-Presidents  of  Corporate 
Responsibility. 

e  current  state  of  corporate  social  performance 
:ks  parallels  that  of  environmental  performance 
es  1 5  years  ago.  There  are  no  signs  of  a  consen- 
what  measures  should  be  used.  Indicators  are 
ly  developed  on  a  company-by-company  basis.  Many 
arganizations  working  on  social  performance  are  only 
ginning  to  turn  their  attention  to  the  development 
sures. 

efforts  to  develop  integrated  measures  of  social,  envi- 
ital,  and  economic  performance  have  yet  succeeded, 
e  approach  being  tried  is  use  of  a  "balanced  scorecard," 
•y  companies  measure  and  report  on  their  performance 
i  range  of  financial  and  non-financial  measures.  This 
;  the  risk  of  becoming  too  focused  on  a  few  measures, 
:xpense  of  the  broader  picture  of  overall  performance. 
Chemical,  for  instance,  is  combining  this  approach 
le  use  of  key  performance  indicators  to  develop  a 
ement  system  that  covers  four  broad  categories  of 
nance:  economic,  environment,  social,  and  health. 

The  advantage  of  a  balanced  score- 
card  approach  is  that  it  trains 
business  attention  on  a  range 
of  different  performance 
measures.  The  challenge  is 
in  the  choice  and  number  of 
yardsticks  or  indicators  to 
include  and  the  difficulties  in 
discerning  overall  perfor- 
mance from  a  broad  range  of 
indicators. 

lew  era  in  corporate  reporting  and  accountability  is 
ing  to  emerge.  Companies  will  increasingly  report 
>cial  and  environmental  performance,  just  as  they 
:ly  report  their  financial  performance.  And  public 


The  Wolf  River,  protected  by  a  conservation  ease- 
ment, provides  habitat  for  the  endangered  red-cockaded  woodpecker. 

disclosure  will  foster  greater  competition.  Indeed,  smart 
businesses  are  starting  to  recognize  that  there  are  many  benefits 
to  reporting  social  and  environmental  performance.  Report- 
ing heightens  internal  awareness  and  stimulates  management 
action,  can  enhance  reputation  and  provide  a  foundation 
for  stakeholder  engagement,  and  ultimately  maintains  the 
company's  license  to  operate. 

Adapted  from  Sustainability  Rulers:  Measuring  Corporate  Environmental 
and  Social  Performance,  by  Janet  Ranganathan  (WRI,  1998) 

Evaluating  Environmental  Risk: 

What's  the 

Bottom  Line  Impact? 

nvironmental  issues  have  increasing  impact  on 
profits  and  balance  sheets,  but  the  impact  dif- 
fers significantly  from  company  to  company. 
Even  within  a  single  industry,  some  companies 
pay  more  to  comply  with  environmenral  regulations  and 
some  less.  Certain  companies  are  strategically  positioned  to 
take  better  advantage  of  new  market  opportunities  created 
by  environmental  concerns.  And  because  the  outcome  of 
many  environmental  issues  is  unclear,  environmental  pres- 
sures constitute  risks  that  companies  -  and  investors  -  need 
to  be  aware  of.  Knowing  how  to  evaluate  these  risks  and 
forecast  potential  financial  impact  would  be  invaluable. 


We  have  our  ways.  Fly  Like  an  Eagle'.' 


Want  to  get 
a  message  tol 
certain  won 
in  France? 


Like  the  one  with  a  preference 
the  product  you  produce.  Or  t 
mutual  fund  you're  selling.  Or  i 
she's  the  manager  of  your  pla 
Lyons  awaiting  sales  support. 

When  you  need  to  shi[ 
internationally,  we  have 
way  to  get  your  package1 
there.  As  directly  as  possible. 
Whether  we're  talking  Express 
International  Service™  for  savii 
time,  or  volume  services  for  §j 
money,  Global  Delivery  Servial 
from  the  United  States  Postal 
Service  has  the  capabilities  to 
you  grow  global.  And  the 
experience.  Just  ask  the  ladies 
France.  For  more  information, 

1-800THE-USPS,  ext.  GD2 

UNITED  51 
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ating  a  Venezuelan  gold  mine.  Inset:  Checking  water  quality. 

lew  methodology  developed  by  the  World  Resources 
e  enables  managers  and  analysts  to  do  just  that.  The 
:h  is  similar  to  the  way  analysts  evaluate  other  busi- 
ks  and  yields  forecasts  of  the  impact  of  environmental 
n  company  bottom  lines  and  share  prices.  Business 
rs  and  analysts  could  use  the  method  to  uncover  hidden 
mental  liabilities  or  risks  in  a  prospective  acquisition, 
:ify  investments  that  would  reduce  environmental 
es  or  measure  the  value  of  environmental  control 
ns,  or  to  bench- 


Environmental  Exposure 
of  Major  Pulp  and  Paper  Companies 


I  I 

I  I 


company 
its  competitors, 
demonstrate 
t  the  method- 
VR1  used  it  to 
;  the  environ- 
risks  facing 
U.S.  pulp  and 
ompanies, 
ace  a  huge 
potential  -  and 
lly  cosdy  -  envi- 
tal  pressures. 

tart,  managers  and  industry  experts  helped  to  identify 
oritize  impending  environmental  issues  for  the 
i  as  a  whole.  These  include  EPA  air  and  water  quality 
ons,  land  use  and  forestry  requirements  that  could 
)er  prices,  and  potential  future  requirements  to  reduce 
>use  gas  emissions.  Then  WRI  developed  scenarios 
g  a  range  of  different  outcomes  for  each  issue:  for 

one  scenario  envisaged  that  emissions  trading  pro- 
/ould  be  developed  for  water  pollution  issues; 
postulated  that  companies  would  have  to  comply 


I  plant  by  plant  with  no  trading,  at  much 
j  higher  cost.  Managers  and  analysts 
5  were  asked  to  assign  a  probability  to 
3  each  scenario. 

o 

With  the  scenarios  in  hand,  each 
|  company's  exposure  to  environmental 
1  issues  was  assessed,  based  on  a  facility- 
by-facility  examination.  Some  companies, 
for  example  those  with  all  their  mills  located  in  the  22 
eastern  states  where  further  regulations  on  nitrogen 
oxide  emissions  have  been  proposed,  face  a  high  proba- 
bility of  additional  compliance  costs.  Others,  for  example 
those  harvesting  large  timber  holdings,  are  potentially 
;»*-    subject  to  new  actions  under  the  Endangered  Species 
c.^   Act  and  other  land  use  regulations.  Still  others  have  few 

or  no  timber  holdings  but  are  entirely  exposed  to  fluc- 
tuations in  the  market  price  for  fiber  or  pulp. 

Finally,  the  financial  implications  of  each  scenario  were 
estimated  for  each  company.  And  using  probabilities  assigned 
to  particular  scenarios  as  weights,  the  overall  financial  risk 
for  each  company  was  evaluated. 

The  analysis  revealed  that  U.S.  pulp  and  paper  companies 
face  quite  different  levels  of  environmental  exposure  (see 
figure).  Some  companies  face  little  or  no  impact  on  financial 
performance,  regardless  of  how  the  environmental  issues 
turn  out,  and  one  company  stands  to  gain  in  value.  For 
others,  environmental  risks  may  entail 
costs  that  approach  1 5%  or  a  company's 


Mill 

1   1   I  I 


I! 


current  market  valuation.  Even  companies 

10%   that  face  similar  expected  impacts  may 

differ  significantly  in  the  associated 
risks.  Since  impending  environmental 
issues  have  high  uncertainty,  potential 
impacts  are  not  discussed  in  financial 
reports.  But  with  this  new  approach, 
financial  analysts  could  gain  additional 
insights  regarding  companies'  risks  and 
potential  impact  on  future  earnings. 
In  effect,  the  new  methodology  provides 
a  way  to  relate  a  firm's  decisions  that 
determine  environmental  performance  and  exposure  to 
shareholder  value  and  risk. 

Of  course,  the  figures  reflect  current  expectations  about 
the  magnitude  of  environmental  issues  and  their  likely 
occurrence,  both  of  which  may  change  over  time.  Just  as 
company  values  are  continually  adjusted  on  the  stock 
market,  company  value  on  environmental  issues  will  also 
continually  evolve. 


ABCDEFGHIJKLM 

Leading  U.S.  Pulp  and  Paper  Companies      '(percentage  of  current  price) 


Adapted  from  a  forthcoming  report  by  Robert  Reperto  and  Duncan 
Austin  (WRI,  1999). 
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Training  Tomorrow's  Leaders: 

The  Role 

of  Business  Schools 

any  corporate  leaders  now  recognize  the 
imperative  to  develop  business  strategies  that 
incorporate  social  and  environmental  as  well 
as  financial  goals.  One  barrier  for  even  the 
best-intentioned  company,  however,  is  finding  the  future 
leaders  who  can  manage  this  transition. 

How  are  the  nation's  business  schools  doing  in  training 
such  leaders?  A  recent  report  assessing  how  business  schools 
train  for  environmental  leadership  finds  significant  progress 
over  the  last  10  years,  but  also  identifies  numerous  gaps. 

Tomorrow's  business  leaders  will  need  greater  under- 
standing of  and  experience  with  social  and  environmental 
issues.  Corporate  hiring  and  training  practices  should 
reflect  this  need  today.  For  example,  protecting  the  right  to 
operate  or  cleaning  up  production  require  managers  to 
understand  environmental  laws  and  regulations.  They  also 
need  to  understand  societal  norms,  stakeholder  processes,  and 
risk  analysis  and  management  techniques.  These  challenges 
will  escalate  as  Next  Bottom  Line  concerns  increasingly  drive 
corporate  strategy. 

Managers  not  usually  involved  in  environmental  or  social 
issues  must  lead  these  efforts.  Marketers  need  training  to 
identify  how  a  product's  life  cycle  negatively  impacts  cus- 
tomers, develop  options  that  reduce  impacts,  and  sell  the 
new  -  sometimes,  radically  different  -  product  to  customers. 
Product  designers  and  brand  managers 
must  take  stock  of  environmental 
attributes,  giving  rise  to  "design-for- 
environment"  approaches.  Financial 
managers  must  be  able  to  quantify  and 
articulate  the  value  created  by  environ- 
mental strategy. 

Sustainability  strategies  have  two 
important  implications  for  hiring  and 
training.  First,  managers  in  all  depart- 
ments and  functions  must  be  able  to 
apply  their  skills  to  environmental  and 
social  concerns.  Second,  managers 

must  also  be  equipped  with  interdisciplinary  leadership  skills 
to  help  them  overcome  strategic  barriers  within  the  firm. 
Firms  will  increasingly  need  to  ensure  that  all  general  man- 
agers recognize  the  managerial  dimensions  of  environmental 
and  social  concerns. 

Which  schools  are  best  preparing  future  managers  for 
these  challenges?  A  1998  report  by  the  World  Resources 
Institute  found  that  of  the  top  50  schools  surveyed,  86%  now 
have  at  least  one  elective  course  focused  on  environmental 


Top  8  Green  Business  Schools 


•  George  Washington  University 

•  University  of  Virginia  (Darden) 

«  University  of  North  Carolina 
(Keenan-Flagler) 

•  University  of  Tennessee  at  Knoxville 
■  New  York  University  (Stern) 

•  University  of  Michigan 

•  Northwestern  University  (Kellogg) 

•  University  of  Washington 


At  George  Washington,  MBA  students  learn  environmental  st 

topics,  but  only  16%  have  environmental  curriculum 
part  of  required  coursework  beyond  ethics  and  public 
Furthermore,  several  disciplines  -  marketing  and  fina 
particular  -  virtually  ignore  environmental  topics. 

Today  most  MBA  students  are  not  trained,  either 
generalists  or  specialists,  to  consider  environmental  oi 
issues  as  key  factors  in  business  decision-making.  The 
emerge  into  the  working  world  with  no  framework  fc 
identifying,  analyzing,  and  engaging  environmental  ar 
stakeholder  concerns  from  a  managerial  perspective,  at 
more  likely  to  view  such  concerns  as  a  constraint  on  th 
rather  than  a  potential  source  of  competitive  opportu 
Many  businesses  sponsor  business  school  research 
teaching  by  endowing  academic  chairs,  providing  rest 
program  funds,  sponsoring  events  and  contracting  wi 
professors  for  consulting  services  o 
research.  Private  gifts  have  endowe 
chairs  for  the  study  of  environmen 
business  topics  at  the  Harvard  and 
Michigan  business  schools.  As  empl 
businesses  have  especially  strong  le 
to  change  the  way  business  schools 
approach  environmental  topics.  W 
schools  sense  that  employers  want 
new  hires  to  have  environmental  k 
edge,  they  will  compete  to  provide 
But  companies  don't  yet  follow  thr 
by  seeking  out  graduates  with  trair 
environmental  and  social  issues. 

To  pursue  sustainabiliry  strategies,  companies  will 
managers  with  the  vision  and  skills  to  define  and  steel 
course.  Some  innovative  business  schools  are  product 
those  future  leaders  (see  box).  Today's  business  leaden! 
should  take  note,  and  hire  them.* 

Based  on  Grey  Pinstripes  with  Green  Ties:  MBA  Programs  Who 
Environment  Matters,  by  Rick  Bunch  and  Jennifer  Finlay  (WRI,  li 


atter  how  tough  and  unstoppable  our  4x4s  are 
ted  to  be,  we  hope  that  certain  obstacles  will  bring 
to  a  quick  halt.  Things  like  wildflowers,  plants, 
treams,  for  example.  As  a  founding  member  of 
Lightly!"— a  non-profit  organization  dedicated  to 
ting  the  environment  from  abusive  off-road  use — 
ow  the  importance  of  staying  off  unmarked  trails. 


So  the  next  time  you  get  behind  the  wheel  of  a  Jeep 
vehicle,  think  about  the  Earth.  And  obey  all  stop  signs. 
Call  1-800-925-JEEP  or  visit  www.jeep.com. 


Jeep 


There's  Only  One 


>|  J  registered  trademark  of  DaimlerChrvsler 


Kyocera  (key-o-sara)  is  committed  to  living  in  harmony  with  nature. 

This  philosophy  is  especially  apparent  in  our  Ecosys  printers.  The  key  to  Ecosys  is  ecology, 
economy  and  efficiency  —  best  demonstrated  by  our  cartridge-free  technology.  Our  drums  have  an 
amorphous  silicon  coating  that  yields  30  times  the  durability  of  conventional  drums.  The  result  is 
less  waste  and  longer  life,  which  provides  a  cleaner  environment  and  the  industry's  lowest  total  cost 
of  ownership.  The  drum  is  designed  to  handle  the  roughest  recycled  papers.  Even  our  packing 
materials  are  fully  biodegradable.  Kyocera.  The  evolution  of  printing  solutions. 


KyocERa 


Tne  Evolution  Of  Printing  Solutions 


Call  1 .800  2ECOSYS  ( 1  .800  232.6797)  or  visit  our  web  site  at  www.kyocera.com/printers 
to  learn  more  about  the  evolution  of  printing  solutions 
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Jetting  Measurable  Goals 


uring  the  20th  century,  the  indus- 
H  trial  revolution  has  created  thousands 

of  products  that  make  people  s 
es  healthier,  safer,  and  more  comfortable, 
owever,  this  has  required  a  large  "footprint" 
he  extraction  and  use  of  huge  amounts  of 
n-renewable  raw  materials  and  energy,  and 
:  generation  of  great  quantities  of  waste 
d  emissions. 

we  approach  the  21st  century,  many  in  industry, 
hiding  DuPont,  have  embraced  the  need  for  sustainable 
'elopment,  a  form  of  growth  that  meets  shareholder 
1  societal  needs  while  decreasing  overall  footprint, 
e  traditional  metric  for  footprint  used  in  the  United 
tes  has  been  the  EPA's  Toxic  Release  Inventory  releases 
1  transfers.  However,  this  number  does  not  tell  the 
ire  story  and  has  limitations  for  a  global  company. 

At  DuPont,  we  define  "footprint"  more  broadly  as 
ployee  injuries  and  illnesses;  process,  environmental, 
i  transportation  incidents;  waste  and  emissions;  and 

use  of  depletable  forms  of  energy  and  raw  materials, 
er  the  past  10  years,  injuries,  illnesses,  significant 
idents,  and  major  sources  of  waste  and  emissions 
/e  been  reduced  by  65%  worldwide,  the  total  use 
energy  has  been  flat,  and  raw  material  usage  has 
reased  by  40%  -  all  while  shareholder  return  has 
xeased  by  400%. 

The  progress  we  have  made  to  date  has  been  driven 
aggressive  goals  -  we  are  now  focused  on  the  goal  of 
ro"  for  injuries,  illnesses,  incidents,  waste,  and  emis- 
ns  -  and  the  belief  that  successful  business  strategies 
ist  create  both  shareholder  and  environmental  value. 

At  DuPont,  we  are  pursuing  value  creation  along 
o  parallel  paths.  The  first  is  a  strong  commitment  to 
:  rapid  growth  of  our  Life  Sciences  businesses,  which 
■  focused  on  pharmaceuticals,  food,  and  nutrition, 
lese  businesses  create  high  consumer  and  societal 
ue.  The  second  is  to  strengthen  our  more  traditional 
iterials-based  businesses  such  as  nylon,  polyester,  and 
lite  pigments.  These  businesses  provide  many  of  the 
ilding  blocks  of  modern  society  but  are  highly 
;ractive  in  nature,  consume  large  amounts  of  energy 
d  generate  significant  amounts  of  by-products. 


We  are  seeking  new  ways  to  create  additional  value  that  is 
more  "knowledge-intensive"  and  less  "material-intensive." 

Two  technologies  are  important  to  both  paths  - 
information  technology  (IT)  and  biotechnology.  Much 
like  chemistry  and  physics  were  critical  to  20th  century 
industry,  IT  and  biology  will  be  critical  to  the  evolving 
businesses  of  the  21st  century.  IT  is  critical  to  eliminating 
waste,  shortening  supply  chains,  minimizing  inventories, 
reducing  the  production  of  unwanted  products  and,  most 
importantly,  providing  quick  and  creative  responses  to 
the  rapidly  changing  needs  of  a  global  population.  Biology 
holds  the  promise  for  providing  technology  that  uses 
solar  energy,  renewable  resources,  low  pressures,  and 
temperatures,  and  generates  waste  that  is  generally  high 
in  nutrient  value  and  can  be  used  as  feedstock  for  other 
processes.  We  have  been  developing  biotechnology 
for  more  than  20  years  and  have  promising  routes  for 
traditional  chemicals,  polymers  and  fibers  as  well  as  for 
the  emerging  growth  area  of  Life  Sciences. 

We  believe  the  next  bottom  line  for  the  21st  century 
will  incorporate  the  interlocking  values  of  the  share- 
holder, the  environment,  and  the  broader  needs  of 
society  as  a  whole.  Implementing  these  concepts  will 
require  us  to  find  answers  to  several  critical  questions: 

■  How  can  we  create  increasing  value  for  our  share- 
holders and  society  while  reducing  the  use  of 
depletable  raw  materials  and  energy? 

■  How  can  we  achieve  our  ultimate  goal  of  zero  for  all 
injuries,  illnesses,  incidents,  waste  and  emissions? 

■  How  can  we  develop  technology  that  uses  renewable 
resources  for  feedstocks  and  energy,  and  is  competitive 
in  cost  and  quality? 

■  How  can  we  address  the  most  pressing  problems  of  a 
growing  population  while  earning  a  competitive 
financial  return  for  our  shareholders? 

DuPont  for  almost  200  years  has  grown  to  become 
a  global  corporation  built  on  providing  "better  things 
for  better  living."  Our  journey  towards  becoming  a 
"sustainable  growth"  company  for  the  21st  century  is 
now  underway. 


•■Jk   JV         Gary  Pfeiffer 

Senior  Vice-President  and  CFO 
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The  Next  Bottom  ] 


Cutting,  clearing,  and  burning  are 
devastating  the  world's  tropical  forests. 


Overfishing  has  depleted  fish  stocks 
around  the  world,  mandating  a  shift  to 
more  sustainable  practices. 


Fully  fished  by  1  990 
Fully  fished  by  2000 
Fully  fished  by  2003 


t 


RISK  REDUCTION 


t 


Preventing  accidents,  safegui 
toxic  materials,  reducing 
hazards  to  human  health. 


Stewardship  of  special 
places,  unique  creatures, 
and  productive  resources 
for  future  generations. 
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THE  CLIMATE  CHALLENGE 


TOMO 


Projected  Growth  in  Energy  Use     Required  Drop  in  COBjM^i 
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.     .       .         leration  of  business  leaders  wn 
Can  we  find  a  ternatives  to  coal,  oil,  and  nature.  .  , 

.  ,,.  .     .derstand  now  to  turn  environmental 

ways  to  use  these  resources  far  more  ettiaentl 

'  challenges  into  opportunities. 


Working  with  suppliers  and 
managing  the  entire  supply 
chain  is  critical  to  achieving 
environmental,  social,  and 
economic  goals. 


CAPITAL  MARKET  SIGNALS 


Storebrand  Scudder  Environmen- 
tal Value  Fund 
MSCI  ■  World  Index 


When  green  funds  outperform 
major  indices,  environmental 
and  social  investing  are  ready 
to  go  mainstream. 


NEW  USES  FOR  WA 


Providing  training  and  opportunity  to 
employees  and  local  communities  is  a 
vital  part  of  corporate  stewardship. 


Turning  waste  into  the  raw 
material  for  new  products  is 
one  way  to  succeed. 
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isponding  to  a 

ipidly  Changing  World 


"^1  he  world  is  fast  becoming  highly 

urbanized.  Today,  just  half  of  the  people 
—    on  Earth  live  in  or  around  cities.  By  the 
2  of  the  2 1  st  century,  however,  an  estimated 
>f  the  world's  population  will  be  urban 
rs.  At  the  same  time,  advances  in  economics, 
ilogy,  and  transportation  are  making  societies 
i  the  world  increasingly  mobile. 

dlenges  of  these  converging  trends  -  urbanization  and 
r  —  are  immense.  In  virtually  every  nation,  governments 
/ate  industry  will  have  to  ensure  that  the  impact  of 
ment  of  all  kinds  can  be  sustained  by  the  environment, 
acture  and  land  use  issues  will  take  center  stage,  along 
;  need  for  transportation  that  is  fast,  effective,  and 
mentally  compatible. 

v  can  private  industry  meet  these  critical  needs 
llenges  in  the  coming  century?  How  can  we  further 
;e  of  sustainable  development?  Those  are 
is  that  virtually  every  large  manufacturing 
y  must  grapple  with  daily. 
jM,  one  way  we  are  meeting  the  challenges 
ext  century  is  through  our  work  on  advanced 
)gy  vehicles.  Certainly,  no  car  company  will 
:o  thrive  in  the  future  being  solely  dependent 
nternal  combustion  engine.  That's  why  GM  has  led 
in  bringing  environmentally  compatible,  alternative- 
icles  to  market. 

se  include  the  EVl  ,  the  first  purpose-built  electric 
n  modern  times,  which  we  introduced  in  California 
:ona  in  1996;  an  electric  Chevrolet  S-10  pickup 
ad  larger  Chevrolet  and  GMC  trucks  powered  by 
or  compressed  natural  gas.  Meanwhile,  we  are  con- 
research  on  a  broad  range  of  advanced-technology 
s  and  vehicles.  Our  strategy  is  to  develop  a  portfolio 
tcts  that  will  meet  the  needs  of  the  highly  complex 
tation  infrastructures  of  the  21st  century, 
decades  now,  General  Motors  has  appreciated  the 
nee  of  having  a  manufacturing  presence  in  the  countries 
l  we  sell  our  products.  These  facilities  are  typically 
ar  urban  areas.  When  they're  no  longer  needed  for 


manufacturing,  finding  innovative  and  productive  uses  for 
these  facilities  is  a  high  priority  for  us. 

This  effort,  often  called  brownfield  redevelopment,  can 
create  valuable,  productive  sites  that  are  an  asset  to  the  com- 
munities in  which  they  are  located.  Our  goal  at  GM  is  to  find 
beneficial  uses  for  these  properties  that  will  spur  revitalization 
and  redevelopment.  That,  in  turn,  can  bring  new  jobs  and 
businesses,  increase  property  values,  and  a  larger  tax  base. 

One  successful  example  of  brownfield  redevelopment  is  in 
General  Motors'  global  headquarters  city  —  Detroit,  Michigan. 
Located  on  the  site  of  Cadillac's  former  manufacturing  head- 
quarters, the  Clark  Street  Technology  Park  was  developed  by 
GM  through  an  innovative  partnership  with  several  major 
real  estate  development  companies,  a  bank,  and  city  and  state 
governments. 

GM  dismantled  most  of  the  buildings  on  the  80-acre  site, 
creating  1.5  million  square  feet  of  reusable  space.  When 
complete,  the  Park  will  represent  new  investment  of  more 
than  $125  million  and  will  create  as  many  as  1,700  new  jobs 
in  Detroit,  in  addition  to  stimulating  development  in  the 
surrounding  neighborhood.  GM  has  similar  efforts  completed 


Sustainable  development  depends  greatly 
on  leadership,  teamwork,  community 
involvement  and  education. 


or  underway  in  most  regions  of  the  world,  recycling  land 
into  a  variety  of  uses,  such  as  soccer  fields  (in  Flint,  Michigan) 
and  wetlands  (in  the  Detroit  suburb  of  Romulus). 

Sustainable  development  depends  greatly  on  leadership, 
teamwork,  community  involvement  and  education.  The  men 
and  women  of  General  Motors  share  those  values.  And 
whether  through  the  cars  we  build,  the  partnerships  we  form, 
or  our  efforts  as  stewards  of  the  land  we  own,  we  are  committed 
to  doing  our  part  for  sustainability. 


C^ohn  F.  Smith,  Jr. 

Chairman  and  CEO 
General  Motors  Corporation 


e  help  keep  families  strong. 


We're  Pfizer. 
We  help  people  fight  infections. 

We're  the  people  who 
produced  the  penicillin  that 
went  ashore  on  D-Day. 
Since  then,  we've  never 
stopped  researching 
infectious  diseases, 
even  when  others 
thought  it  was  no 
longer  necessary. 
Today,  we  continue 
our  fight  against  deadly 
new  infections,  determined 
to  find  the  next  breakthrough 
treatment.  We  know  in  our 
hearts  the  only  thing 
incurable  is  our  passion. 


Life  is  our  life's  work. 

www.pfizer.com 
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Capital  Markets  and  the 

Next  Bottom  Line 


ome  companies  are  recasting  environ- 
mental efforts  in  terms  of  benefits  to 
shareholders.  This  represents  a  growing 
perception  of  corporate  environmental 
fj  functions  as  not  just  a  "green  cop"  but  an  integral 

i 

i  part  of  the  business  and  a  central  part  of  corporate 
strategy.  An  even  newer  emphasis  on  sustainable 
development  strategies  incorporates  social  issues. 


A  key  question  is:  Do  these  Next 
Bottom  Line  strategies  actually 
wtmk  enhance  shareholder  value?  One 
H|  }  medical  products  company, 

Baxter  International,  has  carefully 
■  documented  tor  1997,  a  bottom 
Si  I  line  contribution  from  environ- 


1 


mental  activities  of  more  than  $80 
million,  the  equivalent  of  16% 
of  the  company's  pre-tax  earnings. 
There's  been  a  boom  in  recent 
research  on  the  relationship  between 
environmental  and  financial  performance.  Virtually  all 
studies  lead  to  a  similar  conclusion:  there  is  no  evidence 
that  environmental  excellence  hurts  shareholder  returns, 
and  there  appears  to  be  a  moderate  positive  relationship 
between  environmental  and  financial  performance.  These 
results  have  inspired  some  financial  firms  to 
develop  investment  products  that  incorporate 
the  environmental-financial  connection. 
Recently,  a  new  breed  of  fund  has  emerged 
that  doesn't  just  screen  out  "bad"  companies 
on  environmental  grounds,  but  instead  uses 
superior  environmental  (and 
in  a  few  cases  social) 
performance  as  a 
central  criteria  for  pick 
ing  sti  >cks.  The  early 
performance  of  these  funds 
as  a  group  has  been  impressive 


As  a  result,  it's  entirely  possible  that  the  mainstrear 
investment  community  could  come  to  see  environmen 
performance  as  a  relatively  important  driver  of  sharehc 
value,  at  least  in  certain  key  industry  groups.  The  tren< 
clear  enough  that  corporate  managers  would  be  foolha 
not  to  take  action  now,  positioning  their  companies  to 
advantage  of  greater  shareholder  attention  to  their  env: 
mental  performance. 

This  article  is  adapted  from  a  recent  report,  Green  Shareholder  \ 
Hype  or  Hit?  by  Don  Reed  (WRI,  1998). 


Case  Studies 


Adding  Value 

he  private  sector  can  be  a  powerful  social  fc 
adding  value  to  and  strengthening  commui 
Consider  Pfizer's  efforts  both  at  home  and 
abroad.  The  company  has  manufactured  in 
Williamsburg  area  of  Brooklyn  since  1849,  but  by  the 
1980s,  the  community  was  in  an  advanced  state  of  dec 
Many  factories  had  closed  down.  Despite  the  urban  bl 
Pfizer  decided  not  to  abandon  the  community  that  dep< 
on  its  plant  but  rather  to  help  revitalize  the  neighborly 
In  partnership  with  municipal  agencies,  the  company 

A  local  health  worker  examines  a  child's  eyes  as  part  of  Pfizer's 
to  combat  trachoma  in  Morocco.  Below,  left:  Redevelopment  pi 
Williamsburg  in  Brooklyn,  New  York. 


JOyH 


IDEA  IS  OFTEN  THE  RESULT  OF  TW( 
MEETING  FOR  THE  FIRST  TIM 


At  AEP,  we  have  ideas  that  can  make  you  more  efficient, 
more  productive  and  more  profitable.  Ideas  with  power.™ 
To  find  out  more,  visit  us  at  www.aep.com. 


Adding  Value 
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launched  a  series  of  efforts  to  clean  up 
and  fence  vacant  lots,  improve  the  local 
subway  station  and  monitor  it  24  hours 
a  day,  and  create  an  industrial  park  and 
new  housing  on  land  adjacent  to  its 
plant.  From  these  initial  efforts  came 
broader  partnerships  among  business, 
state  and  city  government,  and  nonprofit 
groups,  leading  to  extensive  rehabilita- 
tion of  public  and  private  housing  in  the 
neighborhood,  improvements  in  local 
schools,  and  the  creation  of  new  jobs. 
This  15-year  effort  has  stabilized  and 
improved  the  community. 

Pfizer's  social  commitment  extends 
overseas  to  some  of  the  world's  poorest 
countries.  With  a  $66  million  public 
health  effort  in  five  developing  countries, 
Pfizer  is  helping  to  combat  trachoma,  a  bacterial  infection 
of  the  eyelid  that  is  the  world's  leading  cause  of  preventable 
blindness.  The  effort,  in  partnership  with  a  private  founda- 
tion and  local  groups  in  each  country,  encourages  better 
hygiene,  improved  sanitation,  surgery  to  treat  advanced 


Forest  cover  in  the  Baltimore-Washington  area  has  dropped  by  nearly  one-third  in  24  yj 
worsening  storm  run-off  and  pollution,  according  to  American  Forests. 


managed  fisheries  with  a  prominent  logo  -  letting  cust< 
know  that  their  choices  make  a  difference.  In  effect,  tr. 
MSC  is  attempting  to  accomplish  through  market  mecha 
what  government  regulation  has  failed  to  do.  If  succes 
Unilever  will  have  preserved  its  resource  base  and  help 

engineer  enduring  envin 


Many  fish  stocks  are  overfished,  yet  nearly  one  billion 

people  depend  on  fish  as  their  primary  source  of  protein.  Leading  food 

companies  are  encouraging  sustainable  practices 


cases,  and  an  annual  dose  of  a 
Pfizer  antibiotic  -  a  treatment 
that  is  far  easier  to  administer 
than  a  six-week  regimen  of  daily 
doses  with  an  antibiotic  salve. 

Sometimes  adding  value 
requires  social  invention.  The 
world's  fisheries  are  increasingly 
overfished,  lowering  catches  in  many  regions  and  driving 
some  important  fish  stocks  to  near-extinction.  Overfishing 
impinges  on  the  diets  of  nearly  one  billion  people  worldwide 
who  depend  on  fish  as  their  primary  source  of  protein,  risks 
the  sustainability  of  200  million  global  fishing  jobs,  and 
hinders  the  fortunes  of  companies  like  Unilever,  which 
controls  more  than  25%  of  the  U.S.  and  European  market 
for  frozen  fish. 

In  1996,  Unilever  and  the  World  Wide  Fund  for  Nature 
joined  to  create  the  Marine  Stewardship  Council  (MSC),  in 
■llaboration  with  other  environmental  groups  and  various 
rs  of  the  fishing  community,  in  an  effort  to  preserve 
.  maintain  the  booming  market  for  fish,  and  protect 
'.d  natural  resource.  The  MSC  will  accredit  independent, 
irty  certifiers  to  label  products  from  sustainably- 


mental  and  social  impac 

A  similar  effort  is 
underway  to  help  protec 
world's  forests,  with  cert 
tion  plans  such  as  the  F( 
Stewardship  Council  (FSC).  In  the  United  Kingdom,  ( 
it-yourself  chains  like  Sainsbury  and  B&Q  have  pledg 
"environmental  purchasing,"  including  green-certified  til 
Yet  despite  this  momentum  in  demand  for  sustainable  1 
products,  broad  commercialization  depends  on  particirB 
by  major  forest  products  companies.  A  breakthrough  c 
in  1997,  when  the  world's  largest  private  forest  owner, 
Sweden's  Assi  Doman,  certified  8  million  acres  of  thei 
forest  holdings  under  the  FSC  standard,  doubling  the 
acreage  of  certified  forests  around  the  world  and  makir 
certified  timber  and  paper  products  readily  available  t< 
European  markets.  The  action  not  only  demonstrated 
industrial-scale  sustainable  forestry  was  possible,  it  alsc 
made  certification  a  major  competitive  issue. 

In  the  United  States,  companies  like  Georgia-Paci 
and  International  Paper  have  helped  lead  the  Sustain! 
Forestry  Initiative  of  the  American  Forest  and  Paper  ' 
Association,  an  effort  that  is  trying  to  move  the  indusi 
toward  improved  forest  stewardship.  Georgia-Pacific  a 
protects  more  than  20  ecologically  or  historically  signU 
sites  on  company  lands,  including  21,000  acres  in  No 
Carolina  that  is  jointly  managed  with  the  Nature  Conserl 
In  Canada,  MacMillan-Bloedel  has  eliminated  clear-c 


Sure,  you  know  about  Honeywell  in  the  home  —  thermostats, 
security  systems,  air  cleaners.  But  our  control  technology  is  also... 

In  Space... guiding  space  flights  and  keeping  satellites  in  orbit. 

In  the  Air...  helping  aircraft  navigate  and  fly  safely. 

In  Industry... boosting  productivity  while  protecting  the  environment. 

In  Products...  improving  performances  of  appliances,  automobiles  and 
other  every-day  items  used  at  home  and  work. 

Visit  our  web  site  to  learn  the  rest  of  our  "secrets"! 

Honeywell 

www.honeywell.com 


Home  and  Building  Control  •  Industrial  Control  •  Space  and  Aviation  Control 


SIEMENS 


Today  more  than  ever,  public  officials 
are  looking  for  advanced  technology 
to  make  cities  more  livable  and 
energy  efficient.  And  Siemens  is 
providing  the  answers.  From  state- 
of-the-art  mass  transit  systems  to 
innovative  lighting  solutions.  From 
advanced  fiber-optic  networks  to 


environmentally  compatible 
power  generation.  Whether 
need  stand-alone  products  tl 
mesh  seamlessly  with  existi 
plans,  or  a  total  turnkey  sclu 
designed  and  built  from  sera 
talk  to  the  people  who  are  air 
doing  it  all-all  over  the  work 

We're  Siemens.  We  can  do  t 


Energy  and  Power   •  Health  Care   •   Information  and  Communication    •  Lighting 
1  .  .;iy  ,:ind  Automation    •  Microeletronics  and  Components  •  Transportation 


Corporate  Essay 
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)cial  Responsibility  and 
lareholder  Value 


Iow  will  your  company  generate  value 
in  the  future?  That  is  a  key  question  we 
as  institutional  investors  will  ask  when 
iting  your  company's  financial  performance. 

•way's  largest  insurance  and  investment  group  we  see 
pes  of  risks  and  opportunities  looming  on  the  horizon. 
:stors  we  try  to  identify  what  will  make  your  company 
equipped  than  your  competitor  to  grow 
mplex  future  where  both  social  and 
unental  concerns  will  pose  major  chal- 
to  your  management, 
ny  investors  have  been  uninterested  in 
tvance  of  environmental  and  social 
But  more  and  more  investment  firms  believe  that  corn- 
that  care  for  the  environment  and  can  handle  social 
ges  will  outperform  those  that  don't.  At  Storebrand,  we 
that  we  can  identify  those  companies  with  a  rigorous 
lology  that  allows  us  to  analyze  the  most  important 
:mental  and  social  dimensions  of  a  company,  and  there- 
by judge  if  it  is 
among  the  "best- 
in-class." 

In  1996  we  and 
Scudder  Kemper 
Investments 
launched  the 
Storebrand  Scudder 
Environmental 
Value  Fund  based 
on  these  principles. 
This  diversified 
equity  fund  is  com- 
)f  companies  around  the  world  and  across  industries 
/e  superior  financial  and  environmental  performance, 
id  uses  eight  sustainability  indicators,  ranging  from 
varming  and  ozone  depletion  to  material  efficiency, 
intensity,  and  water  use  intensity,  and  it  covers  an  eval- 
of  both  the  quality  of  environmental  management  and 
:  characteristics.  The  latter  is  important  to  more  explicitly 
C  for  the  environmental  impact  of  a  firm's  products,  as 
the  strategic  advantages  associated  with  those  products, 
now  adding  a  more  explicit  social  indicator. 


PITAL  MARKET  SIGNALS 


?6  Jon.'97 


Jan/98 
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Dec  '98 


rebrand  Scudder  Environmental  Value  Fund 
■CI  -  World  Index 


These  indicators  form  the  Sustainability  Index  that 
measures  a  company's  environmental  performance  relative  to 
the  average  performance  of  companies  in  the  company's 
respective  sector  (e.g.,  pharmaceutical  companies  are  compared 
to  other  pharmaceutical  companies  and  banks  are  compared 
to  other  banks).  For  a  company  to  be  included  in  the  fund's 
investment  universe,  its  Sustainability  Index  must  rank 
among  the  top  30%  within  its  sector,  and  it  must  have  an 
attractive  financial  valuation. 


■ 

But  more  and  more  investment  firms  believe  that  COmp3.niCS 

that  care  for  the  environment  andean  handle 

social  challenges  Will  Outperform  those  that  don't. 


What  is  the  experience  with  the  fund?  Our  goal  was,  and 
still  is,  to  provide  competitive  long-term  total  returns  measured 
against  the  fund's  benchmark,  the  Morgan  Stanley  Capital 
International  World  Index.  The  fund  has  indeed  outperformed 
its  benchmark  quite  regularly  and  achieved  more  than  a  53% 
net  return  over  the  30  month  period  from  the  fund's  launch 
to  the  end  of  1998. 

In  both  1997  and  1998,  the  fund  was  in  the  upper  quartile 
of  the  140  global  equity  funds  evaluated  by  Micropal,  where 
it  is  compared  with  other  international  funds  —  none  of  them 
with  an  environmental  or  social  screen.  To  us,  this  performance 
demonstrates  that  investors  can  achieve  a  competitive  return 
on  investments  while  simultaneously  being  environmentally 
responsible  and  socially  aware. 

The  Storebrand  Scudder  Environmental  Value  Fund  is  an 
example  of  the  transition  we  see  from  negative  screens  to 
positive  "best-in-class"  funds.  The  target  audience  for  such 
funds  is  not  just  environmentally-oriented  investors  but  also 
bottom-line  investors.  This  new  approach  may  increase  the 
appeal  of  environmental  investing  and  serve  as  a  step  towards 
mainstreaming  environmental  and  social  concerns  into  global 
investment  portfolios. 


Dr.  Jan-Olaf  Willums 

Senior  Vice-President 
Storebrand  ASA,  Norway 


if  you  want  to  shape  the  future,  you  first  have  to  believe  in  it.  Without  such 
tubes  could  not  have  been  developed.  Once  considered  strictly  for  envi 
as  a  viable  energy  source  competing  for  a  growing  market  sha 
will  ever  really  take  hold  to  feeling  confident  that  it  will  become 
Schott  Corporation,  3  Odell  Plaza,  Yonkers,  NY  10701  e-mail:  stay@schott 

Solar  collectors  for  hot  water  and  heating  systems  -  with  glass  technology  frorr 


SCHOTT 


ineration  of  solar  collectors  using  Schott  special  glass 
;ts,  this  alternative  to  fossil  fuels  has  gradually  emerged 
e  have  switched  from  wondering  if  solar  technology         glass  made  of  ideas 

life.  All  the  signs  tell  us  we  are  right  to  stay  optimistic. 

www.schottglass.com 


stay  optimistic 


Adding  Value 
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Sustainable  forestry,  applied  here  to  a  stand  of  Appalachian 
Hardwoods  by  Georgia-Pacific,  are  transforming  the  industry. 

altogether,  a  radical  move  within  the  forest  industry.  Non- 
forest  companies  such  as  Eddie  Bauer  are  working  with  rhe 
conservation  group  American  Forests  in  a  Global  Releaf 
effort  to  replant  20  million  trees,  many  of  them  along 
streams  or  in  areas  devastated  by  natural  disasters. 

Another  form  of  innovation  is  the  creation  of  social 
investment  funds  by  companies  such  as  Calvert  Funds, 
Storebrand,  and  SalomonSmithBarney.  Calvert,  for 
example,  one  of  the  largest  families  of  such  funds,  takes  a 
two-fold  approach.  First,  it  screens  companies  for  their  social 
and  environmental  performance,  providing  discerning  con- 
sumers with  investments  that  reflect  their  values.  Second, 
Calvert  practices  shareholder  activism  by  engaging  the 
managements  of  the  companies  it  invests  in  to  encourage 
better  environmental  stewardship  and  corporate  citizenship. 
Because  Calvert  also  views  investments  as  creative  tools  of 
change,  it  sets  aside  a  small  percentage  of  its  portfolio  as 
social  venture  capital,  investing  in  low  income  housing  in 
U.S.  inner  cities,  micro-enterprise  loan  funds  in  Thailand, 
and  young  enterprises  that  not  only  have  good  business 
prospects,  but  also  the  potential  for  high  social  impact. 

Sometimes  the  most  under-served  markets  are  where 
the  greatest  long-term  business  and  social  opportunities  lie. 
In  1998,  Rite-Aid  announced  a  two-year  development  plan 
targeting  economically  depressed  urban  areas  in  the  United 
States.  They  built  37  new  stores,  relocated  73  stores,  and 
remodeled  17  stores  in  85  inner-city  communities  from 
Newark  to  Los  Angeles.  By  partnering  with  local  nonprofit 
organizations,  Rite-Aid  becomes  a  welcome  member  of 
each  community  and,  in  return,  its  presence  is  a  benefit  to 
its  neighbors.  This  strategy  is  successful.  The  company  says 
that  its  Harlem,  New  York  store,  for  example,  is  among  the 
company's  highest  grossing  facilities. 

Other  examples  of  public-private  partnerships  include 
Honeywell's  efforts  to  help  instigate  Minnesota  for  Hope, 


Education,  and  Law  and  Safety,  a  group  that  has  grow 
into  a  broad  public-private  consortium  that  supports 
enforcement  initiatives  as  well  as  education,  jobs,  heal 
and  other  strategies  to  help  troubled  urban  neighborh 

Information  technologies  add  value  to  many  comj 
by  helping  them  improve  their  efficiency  and  add  vali 
products  and  services  in  the  form  of  knowledge  rather 
materials.  But  the  sheer  scale  of  the  business  -  the  per 
computer  industry,  for  example,  ships  60  million  new 
every  year  -  means  that  it  has  environmental  impacts 
own  and  that  small  improvements  can  make  a  big  diffe 
Compaq,  a  long-time  environmental  leader  in  both  pr 
design  and  manufacturing,  has  recently  introduced  a 
ping  container  for  its  suppliers  that  can  be  re-used  for 
many  as  50  round  trips,  cutting  waste  and  costs  dramat 
Kyocera,  mindful  of  the  approximately  1 00  million  can 
from  office  printers  that  are  disposed  of  every  year,  ha 
introduced  its  Ecosys  line  of  printers  that  require  repl; 
ment  only  of  toner  containers,  incorporate  energy-sav 
standards,  and  print  on  recycled  paper.  IBM  invests 
than  $5  billion  a  year  in  R&D  to  develop  new  produc 
that  help  increase  the  productivity  of  people  everywhen 
creating  higher  performing  microprocessors  such  as  it; 
copper-based  chips  that  will  enable  a  wide  range  of  sn 
lighter,  more  eco-efficient  products.  Its  innovative  dat; 
storage  devices,  for  which  storage  density  has  increased 
annually  since  1991,  have  reduced  energy  consumptio 
gigabyte  of  data  stored  by  99%. 

Battelle  Memorial  Institute,  a  leader  in  bioremedi 
of  contaminated  sites,  is  also  developing  compact  mici 
factories  about  the  size  of  a  personal  computer  that  ca 
synthesize  or  separate  chemicals  and  break  down  wast< 
right  where  they  are  needed,  mini- 
mizing the  need  to  transport  haz- 
ardous materials.® 

Eco-efficiency,  in  the  form  of  Compaq's 
reusable  shipping  container  and  Kyocera's 
long-lived  energy-saving  printers. 


\  the  envirom 
The  next  step  is  t 


something  about  if.' 


'he  actions  we  take  today  will  determine  the  kind  of 
i  we  will  live  in  tomorrow.  At  BP  Amoco,  we  understand 
\nd  we  want  to  do  our  part  in  reducing  the  pollution 
;hreatens  the  environment. 

ts  a  first  step  we  are  introducing  a  range  of  cleaner, 
ter  fuels  that  will  help  to  substantially  reduce  emissions  in 
the  world's  major  cities. 
I  t's  only  one  of  the  steps  we're  taking.  Already  the  world 
I  r  in  solar  energy,  we  have  set  targets  to  reduce  emissions 


from  our  facilities  and  we  are  also  working  with  car 
manufacturers  to  maximise  fuel  efficiency. 

We  believe  that  it  is  our  responsibility  to  ensure  that 
people  continue  to  have  mobility  without  damaging  the  world 
we  all  live  in.  Together,  we  can  all  make  a  difference. 


BPAmoco 


www  bpamoco.com 
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A  Crisis  of  Opportunity 


u 


nprecedenred  economic  expansion 
around  the  world  has  led  many  to  believe 
that  today's  generation  will  leave  a  better 
world  for  the  next  generation.  But  non-sustainable 
patterns  of  industrialization  since  1945  have  led  to 
an  environment  crisis  of  alarming  proportions. 

These  problems  will  not  be  solved  easily.  Today,  600  million  of 
Earth's  inhabitants  enjoy  the  material  benefits  of  industrialism. 
Soon,  another  2.5  billion  -  from  countries  such  as  China  and 
India  -  will  join  this  group.  And  soon  after,  yet  another  3  bil- 
lion will  also  seek  such  benefits.  The  world  cannot  support  this 
many  people  with  the  resources  required  lor  today  s  industrial 
lifestyle.  We  must  look  to  new  markets,  new  technologies, 
and  new  values  to  find  long-term  solutions.  This  is  where 
businesses  can  play  a  major  role.  Companies  with  the  techno- 
logical prowess  and  vision  to  develop  products  capable  of 
solving  environmental  problems  stand  to  thrive 
in  the  new  ecologically  sensitive  global  market. 

Through  the  adoption  of  a  corporate  envi- 
ronmental plan  based  on  measurable  standards 
and  a  practical  implementation  schedule, 
commercial  firms  can  accomplish  their  envi- 
ronmental goals  without  disrupting  business  or 
sacrificing  competitive  advantage.  Mitsubishi 
Electrics  environmental  plan,  adopted  in  1991,  consists 
or  three  pillars:  our  environmental  philosophy,  our 
Environmental  Management  System,  and  our  research 
and  development  programs. 

Our  basic  environmental  philosophy  is  heavily  influenced 
by  the  Natural  Step,  a  framework  for  thinking  developed  by  a 
group  of  Swedish  scientists  led  by  Dr.  Karl-Henrik  Robert.  The 
central  principle  is  that  substances  should  not  be  produced 
faster  than  they  can  be  reintegrated  into  cycles  of  nature.  We 
chose  the  framework  because,  as  a  producer  that  turns  raw 
materials  into  manufactured  products,  it  provides  us  with  a 
compass  directing  us  toward  more  sustainable  practices. 

Mitsubishi  Electric  established  an  Environmental 
Management  System  (EMS)  in  1993  to  reduce  the  negative 
environmental  impact  of  our  production  activities  and  our 
products  themselves.  To  provide  feedback  and  stimulate  con- 
tinuous improv  ement,  we  measure  and  report  the  energy, 
resources,  and  w,.ste  associated  with  our  products.  And  we 


integrate  environmental  decision-making  into  overall  open 
For  example,  in  1996,  we  merged  our  environmental  an 
quality  management  departments,  a  move  that  allowed 
build  environmental  standards  directly  into  our  quality 
agement  structure.  Waste  output  from  our  factories  has 
declined  by  44%  in  the  first  four  years  of  EMS  implemeni 
We  are  now  targeting  a  further  30%  reduction  by  the  year 

Environmentalism  can  also  drive  innovation  and  ere 
new  value.  For  example,  in  1998,  we  opened  a  new  solar 
factor)'  and  have  already  installed  more  than  1 ,000  unit; 
private  homes  in  Japan.  We  also  entered  the  fuel  cell  ma 
and  are  aiming  to  become  a  top  producer  in  this  field. 

Our  most  important  initiative,  however,  may  be  our 
Design  For  Environment  (DfE)  system,  a  comprehensiv 
native  that  aims  to  reduce  the  negative  environmental  ir 
of  our  products  throughout  their  life  cycles.  This  is  clos< 
linked  with  our  recycling  program.  By  engineering  prodi 
reduce,  reuse,  and  recycle,  we  can  extend  the  life  of  man 
cut  procurement  costs,  and  eliminate  the  need  for  landh 


Companies  with  the  technological  prowess 

and  Vision  to  develop  products  capable  of  SOlvi 
environmental  probl  emS  stand  to  thrive  in 

the  new  ecologically  sensitive  global  market. 


disposal.  We  have  established  a  recycling  subsidiary  and 
currently  building  a  plant  to  collect  and  disassemble  dis 
products  to  reuse  their  parts  in  new  production. 

A  single  company  cannot  solve  the  world  s  environn 
crisis.  Many  must  join  together.  Three  years  ago,  Mitsub 
Electric  became  a  founding  member  of  The  Future  500 
(www.globalff.org),  a  network  of  organizations  interestec 
furthering  industrial  ecology  and  improving  resource  pre 
tivity.  The  Future  500  and  the  many  other  organizations 
working  to  highlight  the  role  of  business  in  the  environrr 
movement  are  good  places  to  start  for  companies  interes 
in  improving  their  environmental  record  while  growing 
their  business. 


Tachi  Kiuchi 

Managing  Director,  Mitsubishi  Elect 


While  you're  looking,  consider  this:  The  rise  of  high-yield  agriculture 
has  made  it  possible  for  the  American  farmer  to  feed  a  growing 
world  without  using  any  more  land.  Thanks  to  improved  hybrids. 


conservation  tillage,  and  satellite  technology,  we  can  feed  the  world 
without  encroaching  on  its  most  precious  areas. 

So  don't  strain  your  eyes.  There's  no  tractor  in  this  picture. 
And  if  the  American  farmer  has  his  way.  there  never  will  be. 


HIGH-YIELD  FARMING 

 — ^ — —— — — — — —  www.admworld.com 

Feeding  the  world  while  preserving  the  land 
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Safe  Climate,  Sound  Business: 


Action  Agenda 

for  the  Private  Sector 


n  October  27,  1998,  British  Petroleum,  General  Motors, 
Monsanto,  and  the  World  Resources  Institute  announced  the 
results  of  a  collaborative,  scenario-based  study  of  business  opportunities 
and  challenges  under  a  climate  control  regime. 


These  partners  concluded  that  their  organizations  -  and  our 
society  as  a  whole  -  need  to  take  climate  change  seriously. 
And  based  on  a  common  vision  of  a  future  that  leads  to  both 
economic  and  environmental  security  for  society,  they  articu- 
lated actions  for  business  and  for  government  that  would  help 
ensure  both  a  safe  climate  and  a  sound  business  outcome. 

A  robust  economy  is  important,  the  partners  concluded, 
to  realize  the  aspirations  of  business,  labor,  and  citizens 
throughout  the  world.  Moreover,  despite  the  challenge  of 
addressing  climate  change,  they  asserted  their  belief  that 
there  should  be  no  inherent  conflicts  between  economic 
development  and  a  healthy  environment.  In  addition,  the 
study's  principal  conclusions  include: 

*  Climate  change  is  a  cause  for  concern,  and  precautionary 
action  is  justified  now. 

•  Business  can  contribute  to  climate  protection  efforts 

in  substantial,  positive  ways  by  helping  to  develop  sound 
climate  policies,  by  providing  the  research  and  technologies 
needed  to  address  the  challenge,  and  by  taking  actions  to 
reduce  and  offset  their  own  emissions. 


ul: 


■  Flexible  and  market-oriented  climate  policies  to 

ment  national  commitments  can  stimulate  innovati 
early  action,  and  cost-effective  reductions,  moving  t 
toward  the  long-tetm  goal  of  stabilizing  the  concern 
of  greenhouse  gases.  Such  policies  can  also  produce  mj 
benefits  and  reduce  the  risk  of  climate  change  cause 
human  activities. 

What  business  can  contrib 
substantial.  By  innovating,  by 
ing  products  and  services  that 
advantage  of  markets  influence 
climate  policy,  and  by  looking 
improve  its  operations,  busines 
help  lead  the  needed  changes. 
Moreover,  business  has  a  stratt 
responsibility  to  its  employees,  i 
holders,  customers,  and  the  p 
respond  to  the  global  climate  change  issue. 

Even  though  business  can  accomplish  a  lot  on  its! 
much  more  can  be  achieved  in  a  supportive  policy  emffl 
ment  that  encourages  technology  development,  enerfl 
p  conservation,  renewable  energ  j 
5  sources,  the  capture  and  sequesf 
°  of  carbon,  and  early  action, 
g       It  is  clear  that  the  world  h 
significant  challenge  before  it 
sources  of  human-caused  greet 
gas  emissions  are  at  the  very  hi 
our  economies  and  livelihood 
shift  in  the  direction  of  econo 
development  to  move  purpos< 
toward  sustainable  developmei* 
help  the  world  address  not  on 
climate  change  concerns  but  (j 
economic  and  social  issues  as  J 

Solar  energy  powers  this  remote  Ben  i 
monastery  in  northern  New  Mexico 
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Business  has  a  fundamental  role  to  play 
in  this  movement.  Not  only  does  business 
have  a  large  stake  in  this  issue,  it  also  has 
much  to  offer  in  policy  and  technology 
development.  Public  and  private  policies, 
if  implemented  wisely,  can  spur  markets 
and  businesses  to  employ  these  resources 
to  achieve  the  vision  and  hope  of  sustain- 
able development. 

British  Petroleum,  General  Motors, 
Monsanto,  and  WRI  intend  to  implement 
their  recommendations  for  business  within  their 
jwn  organizations.  The  partners  have  crafted  a  Safe 
ate,  Sound  Business  Action  Agenda  for  continued 
ition  and  invite  other  business  and  non-govern- 
>rganizations  to  join  the  effort.  The  agenda  aims  to 
:  climate  protection  into  internal  operations,  invest- 
cisions,  strategic  alliances,  overseas  facilities,  suppli- 
mships,  and  policy  engagement. 

y  Paul  Faeth  from  Safe  Climate,  Sound  Business:  An  Action 
/Rl,  1998). 


Recycling  and  grinding  up 
old  carpets  generates  the 
raw  material  for  making 
new  carpets. 


COURTESY  OF  COLLINS  &  AIKMAt> 


Climate  Change  coalition  and  endorsed  action  to  forestall 
climate  change,  sending  an  important  signal  of  industry 
leadership  on  a  contentious  issue. 

Shell's  goal,  while  providing  its  customers  with  energy 
products  and  services  that  meet  their  needs,  is  also  to  con- 
vince customers  and  critics  alike  that  there  is  a  sustainable 
path  for  the  future  development  of  the  energy  industry.  Shell's 
investments  in  renewable  energy  technologies  such  as  wind- 
power  and  solar  photovoltaic  are  positioning  the  company 
well  for  a  carbon-free  future,  as  well  as  helping  to  make  that 
vision  a  reality.  The  company  also  wants  to  demonstrate 
that  its  activities  create  wealth  which  benefits 
society  as  a  whole  rather  than  reinforcing  pro- 
found social  differences,  and  the  company's 
^,-.|^y^«-^-  -  ;;i   commitment  to  stakeholder  engagement  gives  it  a 
h  environmental  and  human  rights  ^"^"r  means  to  learn  how  to  meet  the  needs  of  many 


e  Studies 


Creating  New  Markets 

it  possible  to  manage  a  radical  trans- 
)rmation  in  a  conservative  industry? 
)ne  example  of  just  that  is  the  Royal 
>utch/Shell  Group,  a  company  that 
its  share  of  controversy  and  criticism 


uring  the  1990s.  But  instead  of 
or  rejecting  the  issues  raised  by 
the  company  undertook  a 
;  review  of  how  it  operated  and 
aes  it  wanted  to  embody.  In  1998,  it  startled 
ics  and  the  business  community  around  the  world 


different  groups.  These  are  ambitious  and  wide- 
ranging  goals,  especially  for  a  global  giant  in  the 
argely  conservative  energy  industry.  To  meet  these 
goals,  Arthur  D.  Little  is  helping  Shell  adapt  its  existing 
management  framework. 
Environmental  design  is  catching  on  among  architects 


port,  Profit  or  Principles,  that  laid  out  new  environ-     and  design  firms.  One  supplier  they  are  turning  to  is 
nd  human  rights 
s  for  the  company 
id  map  for  the 
plans  to  integrate 
>le  development 
3  businesses.  The 
n  the  report, 
1  with  help  from 

ig  firms  Arthur  D.  Little  and  SustainAbility,  was 

here  does  not  have  to  be  a  choice  between  profits 
ciples."  Putting  its  principles  into  action,  the  com- 
)  withdrew  from  the  industry-sponsored  Global 


Deforestation  has  claimed  nearly  50%  of  the  world's  original 
forests.  Demand  for  wood  will  increase  50%  in  a  decade. 

Leading  forest  product  COmpanieS  are  adopting  sustainable 
management  practices. 


Collins  &  Aikman  Floorcoverings.  Over  the  past  five 
years,  per  yard  of  carpet  produced,  the  company  has  man- 
aged to  cut  energy  use  by  43%,  water  use  by  58%,  and 
waste  shipped  to  landfills  by  85%.  Moreover,  the  company 
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SB5h8UU  million  peo 
tn  thft  world's  citiesB 


►  in  search  of  EBHIHlffSI 

» 


• 


Imagine  what  happens 
when  they  trade  their 
bicycles  for  cars. 


ihilton  Standard 


UT  Automotive 


We're  making  the  products  that 
cities  will  need  to  handle  all  kinds 
of  pollution  in  the  future  —  now. 

Fuel  cells  that  have  powered 
space  missions  for  30  years  now 
generate  electricity  for  hospitals, 
offices  and  apartments. 

They're  also  part  of  the  new 
hybrid  engines  that  will  power 
tomorrow's  cleaner  running  cars. 

And  that's  just  for  starters. 

We  make  the  broadest  line  of 
chlorine-free  air  conditioners  in  the 
world.  People  movers  that  squeeze 
energy  and  reduce  traffic.  Aircraft 
engines  that  save  fuel  and  reduce  noise. 

Because,  right  now,  the  environ- 
ment is  where  the  need  is. 

In  the  future,  it's  where  the  money  is. 

IftlliMfclflRll 


United 

Technologies 
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The  Future  of  Forest  Products 


I  ood  is  a  highly  versatile  material 
^k^k/  that  provides  furniture,  paper,  and  an 
▼    T  estimated  10,000  other  products  that 
sustain  and  enrich  our  lives.  But  with  global  wood 
demand  and  global  population  continuing  to  grow, 
there  is  concern  that  we  are  overtaxing  the  Earth's 
forest  resources.  Can  we  meet  these  expanding 
needs  without  courting  ecological  disaster? 

I  believe  we  can,  because  wood  is  a  renewable  resource.  But 
achieving  this  aspiration  will  require  continued  progress  in 
our  forestry  and  manufacturing  approaches. 

Almost  all  wood  and  paper  products  are  biodegradable 
and  potentially  recyclable.  They  require  less  energy  to  produce 
than  products  made  from  metals,  petrochemical-based  plastics, 
or  cement.  And  it's  possible  to  provide  all  the  wood  products 
people  need  and  still  maintain  the  forest  cover  vital  as  a 
source  of  clean  water,  watershed  protection,  habitat  for  plants 
and  animals,  even  a  means  of  sequestering  carbon  from  the 
atmosphere. 

Should  we  be  alarmed  given  that  deforestation  is  occurring 
in  many  parts  of  the  planet  -  and  occurring  at  a  disturbing 
pace?  Yes,  if  nothing  is  done  to  reverse  this  trend.  Yes,  but  not 
without  hope  if  we  apply  sustainable  forestry  practices  now 
available  to  improve  the  way  we  manage  our  "working"  forests. 

Half  the  world's  annual  wood  harvest  of  3.5  billion  cubic 
meters  is  being  consumed  for  fuelwood,  and,  where  this  is  the 
case,  reforestation  is  rare.  But  today's  sustainable  forestry  prac- 
tices can  grow  trees  in  repeated  rotations  without  depleting 
the  soil.  Depending  on  the  region,  modern  forestry  can  grow 
from  three  to  10  times  the  volume  of  wood  per  acre  as  an 
unmanaged  forest  -  and  much  more  quickly  This  provides 
society  the  opportunity  to  have  wood  products  on  a  sustainable 
basis  without  placing  demands  on  the  world's  most  ecologi- 
cally significant  natural  forests  -  or  those  that  people  wish  to 
preserve  for  scenic,  recreational  or  other  purposes. 

In  an  article  in  the  December,  1997,  issue  of  Environment 
magazine,  forestry  and  environmental  experts  Roger  Sedjo 
and  Daniel  Botkin  estimate  that  20%  to  40%  of  the  world's 
forests  would  be  required  to  meet  present  demand  via 
unmanaged,  naturally  regenerating  forests.  However,  only  2% 
to  4%  would  be  required  if  all  the  timber  came  from  high- 
yield,  managed  forests. 


But  how  do  we  get  from  here  to  there?  Obviously,  w 
the  forest  products  industry  have  a  challenge  to  educate 
encourage  all  forest  owners,  not  just  ourselves,  to  man 
their  forests  in  a  sustainable  manner.  Another  challenge 
encourage  all  nations  to  adopt  laws  and  regulations  tow; 
this  same  end. 

We  at  Weyerhaeuser  are  committed  to  playing  an  im 
role  in  this  future  success  story.  We  were  among  the  first  i 
industry  to  advocate  the  growing  of  trees  as  a  crop  —  mi 
replanting  harvested  areas.  We  began  Americas  Tree  Far: 
System®,  which  now  consists  of  66,000  private  forest  o\ 
growing  trees  on  a  sustainable  basis.  We  pioneered  high 
forestry  by  using  genetically  improved  seedlings,  adding 
ents  to  the  soil  and  thinning  forests  for  increased  growd 

Furthermore,  we  and  other  responsible  forest  compj 
don't  just  manage  our  forests  to  produce  healthy  trees.  \ 
manage  them  for  soil  conservation,  air  and  water  quality,  v 
and  fish  habitat,  and  cultural,  historic  and  aesthetic  val 

But  sustainability  goes  beyond  our  forestry  practices) 
extends  to  our  manufacturing  sites  operations,  where  we  st 
achieve  minimum-impact  manufacturing.  At  Weyerhaei 
this  includes: 


■  Using  every  portion  of  the  logs  we  bring  to  our  sawm 
reusing  98%  of  the  chemicals  required  for  making  pa] 
and  generating  two-thirds  of  the  energy  we  need  for  f 
and  paper  mills  from  the  manufacturing  process  itself 

■  Obtaining  40%  of  the  wood  fibers  needed  for  our  pa] 
products  from  recycled  wastepaper  and  minimizing  o 
impact  on  the  land,  air,  and  water. 

We  have  a  lot  of  learning  to  do  as  a  company,  as  an 
industry,  and  as  a  society  before  the  forest  products  indi 
is  truly  sustainable.  But  at  Weyerhaeuser,  we  believe  wo 
will  be  as  important  and  beneficial  to  the  world's  econo 
the  future  as  it  has  been  in  the  past. 

In  the  October,  1998,  Atlantic  Monthly,  William 
McDonough  and  Michael  Braungart  argue  that  "The  n 
for  the  Next  Industrial  Revolution  may  well  have  been 
in  front  of  us  the  whole  time:  A  tree."  We  agree. 


Steven  R.  Rogel 

President  and  CEO,  Weyerhaeuser 


When  Culligan  wanted 
to  improve  customer  service, 
they  turned  to  the  leading 
name  in  transportation: 


Beth. 


Beth  Bowen  specializes  in  transporta- 
tion solutions  at  Ryder.  She  and  her  team 
have  provided  Culligan  Atlanta  with  a 
stream  of  them,  including  our  customized 
Full  Service  Lease.  In  fact,  many  Culligan 
dealers  across  the  country  depend  on 
Ryder  for  everything  from  lease  financing 
to  vehicle  maintenance  to  management 
services.  All  of  which  help  keep  products 
flowing  to  their  customers. 

At  Ryder,  you'll  find  lots  of  people  like 
Beth — people  who  help  companies  like 
Culligan  Atlanta,  Friendly  Ice  Cream,  and 
Golden  Eagle  Distributors  become  more 
efficient  and  profitable. 

Want  to  know  more?  Visit  us  at 
www.ryder.com  or  call  1  800  RYDER  OK, 
ext.  1064.  It's  time  you  got  to  know  us 
on  a  first-name  basis. 


Beth  Bowen 

Customer  Development 
Manager 


Ryder  Transportation 
Services 

1  800  RYDER  OK 
www.ryder.com 
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It  is  vitally  important 
that  the  work  of  special- 
ists be  brought  together 
by  integrative  thinkers 
who  look  at  the  choices 
available  to  humanity 
in  the  21st  century.  In 
Which  World?  Allen 
Hammond  has  made  an 
impressive  start  on  tak- 
ing the  needed  'crude 
look  at  the  whole'." 

—Murray  Gell-Mann, 

winner  of  the  Nobel  Prize 
in  Physics 


'Hammond  is  sober 
and  clear-headed.  By 
bringing  together  an 
ambitious  set  of  data, 
lively  scenarios,  and 
provocative  claims 
he  seeks  to  reorient 
and  reenergize  public 
conversation  about 
the  strategies  of  peo- 
ples and  institutions. 
It  is  a  vital  conversa- 
tion, and  this  is  a 
notable  contribution 
to  it." 

— Kai  N.  Lee, 

(  enter  for  Environmental 
Studies,  Williams  College 


How  might  the 
Free  Market 
Revolution 
Shape  the 
21st  Century? 


Visionary  thinker  and  scientist  Allen 
Hammond  imaginatively  probes 
the  consequences  of  present  social, 
economic  and  environmental  trends 
to  construct  three  possible 
worlds  that  could  await  us 
in  the  21st  century:  Market 
World,  Fortress  World,  and 
Transformed  World.  These 
three  scenarios  offer  provo- 
cative views  of  the  future 
and,  in  the  process,  shed 
new  light  on  the  present. 
Which  World?  moves  beyond  economic  analy- 
ses to  take  into  account  environmental  and 
demographic 
trends,  offering 
vivid  descriptions 
of  the  choices  that 
the  private  sector 
and  society  face, 
and  the  opportu- 
nities for  shaping 
a  more  hopeful 
future. 

Cloth:  $24.95 
ISBN:  1-55963-575-4 
A  Shearwater  Book 

Island  Press 

SHEARWATER    BOO  K~S 

the  environmental  p  u  b  I  i  s  h  e  r 
Washington  DC  •  Covelo,  CA 


"In  Which  World?  A 
Hammond  offers  bo 
knowledge  and  visit 
he  presents  a  lucid 
incisive  guide  to  tht 
trends  with  which  v 
have  to  work,  and  t 
possibilities  they  of 

— Stephan  Schmidhe 

founder  of  the  World  Bus 
Couneil  for  Sustainable 
Development 


"The  ideas  of  Allen 
Hammond... are  crm 
as  they  encourage  i 
to  believe  that  we  c 
choose  the  future  w 
want." 

— John  Elkington, 

The  Guardian 


"Hammond  quite  coi 
ly  sees  elements  of 
three  scenarios  in  \ 
economic,  social,  er 
ronmental,  and  seci 
trends.  Fascinating 
thought-provoking.' 

— Library  Journal 
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ered  by  fuel  cells  promise  to  be  virtually  pollution  free. 


;rs  to  take  back  any  carpet  it  manufactures  and 
:  into  new  carpet  or  into  industrial  flooring  materials: 
itees  that  none  of  the  returned  carpet  will  be  incin- 
r  sent  to  landfills.  Instead,  the  company  now  offers 
line  with  a  backing  made  entirely  from  recycled  and 
actured  carpet,  a  product  for  which  the  company 
eveiop  new  extrusion  techniques  and  design  a 
or  recycling  old  carpets.  In  effect,  old  carpet  is 
into  small  pieces  and  turned  into  pellets  that  are 
ith  other  recycled  materials,  melted,  formed  into  new 
and  combined  with  the  fibers  that  make  up  the  pile 
:w  carpet,  which  also  contain  recycled  material, 
new  product  has  equivalent  performance  as  carpet 
virgin  raw  materials,  emits  fewer  volatile  organic 
ids,  and  has  been  installed  in  more  than  120  corpo- 
'ernment,  and  retail  facilities  nationwide.  And, 
e,  the  new  carpet  dramatically  reduces  use  of 
erials  and  the  associated  costs, 
outside  its  own  operations, 
k.  Aikman  has  developed  part- 
with  its  key  suppliers,  working 
Pont  on  nylon  that  has  higher 
content  and  with  other  suppliers 
late  ozone-depleting  chemicals 
r  environmental  contaminants.  And  the  company 
s  to  set  even  more  ambitious  goals  for  itself  for  the 
iming  to  completely  "close"  the  materials  cycle  for 
icts. 

automotive  sector  faces  major  challenges  to  adapt  to 
>rldwide  concern  over  the  environmental  impact  of 
icts.  As  a  result,  many  automobile  companies  are 
ng  alternatives  to  the  internal  combustion  engine, 
i  hose  moving  the  fastest  has  been  Toyota,  which  has 
>!  ng  an  electric  version  of  its  RAV4  in  several  markets, 
ill  introduce  a  new  electric-hybrid  sedan,  the  Prius,  in 
sd  States  this  year,  and  is  planning  to  produce  it  in 


9  quantities  large  enough  that  it  may  well  become 
I  a  familiar  sight  on  urban  commuting  routes  by 
5  the  end  of  the  year.  Other  car  companies  are 
g  also  moving  in  this  direction.  DaimlerChrysler 
is  investing  heavily  in  leading-edge  fuel  cell 
technology,  and  so  are  Ford  and  GM,  as  well  as 
Toyota,  with  a  vigorous  competition  emerging 
to  see  which  company  can  bring  this  revolu- 
tionary technology  to  market  first. 

These  changes  have  been  matched  by  new 
vision  at  the  top  as  well.  GM's  sponsorship  of 
the  National  Town  Meeting  on  Sustainable 
Development  and  its  collaboration  with  the 
World  Resources  Institute  in  the  Safe  Climate, 
Sound  Business  project  is  helping  to  find  the 
common  ground  between  environmental  protection  and 
corporate  financial  performance.  And  at  Ford,  new  Chairman 
William  Clay  Ford  Jr.'s  bold  statements  in  support  of  the 
environment  are  promising  impressive  changes  to  come. 
Ford  has  also  used  its  clout  to  address  social  needs,  explicitly 
encouraging  minority-owned  businesses  by  purchasing  more 
than  $2  billion  in  goods  and  services  from  them;  the  company 
wants  to  increase  such  purchases  to  5%,  or  $2.5  billion,  of 
its  total  purchases  by  the  year  2000. 

One  major  transportation  user  is  the 
US  Postal  Service,  which  has  the 
nation's  largest  fleet  of  delivery 
vans  that  run  on  clean-burning 
compressed  natural  gas  (CNG). 
These  7,000  CNG  vehicles  emit 
95%  less  carbon  monoxide,  34% 
less  nitrogen  oxide,  and  45%  less 


Global  demand  for  energy  will  more  than  double  by  2050, 

increasing  the  risk  of  climate  change.  Major  energy  companies 

d€  veloping  renewable  energy  technologies. 


reactive  hydrocarbons  than  compared  gasoline-burning 
vans.  As  a  result,  these  high-efficiency  alternative  fuel  vehi- 
cles help  to  slow  the  growth  rate  of  urban  smog,  acid  rain, 
and  global  warming.  Since  CNG  is  cheaper  than  gasoline, 
operating  costs  are  lower;  the  vehicles  also  require  less  main- 
tenance. The  USPS  is  also  a  national  leader  in  the  use  of 
re-refined  oils  and  retreaded  tires  and  has  more  recycling 
centers  than  any  U.S.  company. 

United  Technologies  (UT)  has  an  environmental  portfo- 
lio as  diverse  as  the  company's  manufacturing  activities.  It  has 
significantly  cut  energy  use,  has  reduced  hazardous  waste 
generation  by  83%  in  the  past  decade,  and  has  set  ambitious 
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Water  Management  for 
the  21st  Century 


The  20th 

water. 

means  to 


Life  can  exist  without  heat,  power,  and 
light  -  but  is  impossible  without  water. 
Water  is  essential  to  our  lire  and  our  future. 
But  that  future  will  be  one  of  shared  water  resources 
-  and  it  will  either  be  a  gratifying  success  or  a 
nightmare  of  conflict. 

Anyone  familiar  with  the  history  or  the  American  West 
knows  of  the  mayhem  likely  to  be  caused  by  disputed  water 
rights.  Mark  Twain,  captured  it  well  when  he  said,  "Whiskey 
is  tor  drinking,  water  is  for  fighting  over." 

This  must  not  be  the  case  in  the  21st  century.  Rather,  we 
must  recognize  the  critical  need  and  properly  manage  the 
shared  opportunity. 

As  the  world  s  leading  producer  of  fluid  handling  machin- 
ery for  the  supply  and  transport  of  fresh  water, 
and  for  treating  and  recycling  wastewater,  ITT 
Industries  has  been  active  in  promoting  more 
efficient  use  and  re-use  of  this  most  precious 
of  Earth's  resources.  In  this  context,  we  know 
that  good  business  and  responsible  citizenship 
are  mutually  supportive.  We  are  shareholders  not  only  in  our 
businesses,  but  in  our  global  water  future  as  well;  and  we  hold 
ourselves  accountable  in  equal  measure  for  both. 

Since  1900  there  has  been  a  six-fold  increase  in  world 
water  use.  As  a  result,  there  is  now  no  access  to  safe  drinking 
water  for  one-fifth  of  the  world's  population.  Irrigation  has 
increased  60%  since  1960,  with  serious  consequences.  The 
Aral  Sea,  at  one  time  the  fourth  largest  inland  body  of  water 
in  the  world,  is  a  case  in  point:  30  years  of  surface  water  take- 
off for  irrigation  has  depleted  it  to  less  than  half  its  original 
size.  Some  95%  of  the  world's  cities  still  dump  raw  sewage 
into  their  waters  and  half  of  the  Earth's  population  do  not 
have  adequate  water  sanitation.  More  than  five  million 
humans  die  each  year  from  causes  related  to  unsanitary  water. 

If  the  world  is  to  prosper,  we  must  meet  the  water  needs 
of  all.  This  means  providing  safe  drinking  water  as  well  as 
supplying  agriculture  and  industry. 

We  recommend  certain  enabling  processes  to  drive  major 
improvement.  The  first  is  creating  water  markets,  because 
water  represents  economic  capital  and  such  capital  must  be 
managed.  A  water  market  is  a  means  for  placing  a  proper  value 
on  this  essential  resource  and  for  providing  the  economic 


incentives  to  move  water  from  applications  of  lower  valu^ 
often  misuse)  to  areas  of  higher  value,  with  benefit  to  be 

A  second  means  is  the  concept  of  water  productivity 
are  all  quite  comfortable  with  the  concept  of  land  produc 
which  has  driven  improvements  in  crop  yields:  the  "Gre 
Revolution"  has  been  a  land-productivity  success  story. 
Similar  approaches  are  needed  to  support  water  product 
We  must  look  to  increase  the  yield  per  unit  of  water  use 
and  water  must  be  managed  for  maximum  yield.  It  mak 
much  sense,  yet  is  so  little  considered. 

Creating  water  markets  combined  with  optimizing  v 
productivity  will  have  benefits  as  significant  as  the  Greer 
Revolution.  But  it  must  first  gain  public  acceptance. 

We  must  accept  responsibility  as  corporate  represent 
and  as  citizens  to  popularize  such  breakthrough  thinking 
And  at  ITT  Industries,  we  do.  As  worid  leaders  in  the  ft 
products  business,  we  focus  not  only  on  products  and  rr 

century  confirmed  the  importance  Of  d 
The  21st  century  must  provide  the  will  and  thi 
make  its  availability  a  reality  for  the  entire  wol 


facturing,  but  also  on  environmental  sciences  and  water 
diplomacy  and  raising  global  knowledge  of  these  subject 

ITT  Industries  is  a  charter  sponsor  of  the  Stockholrr 
Water  Foundation,  a  globally  recognized  center  for  studi 
related  to  the  world's  effective  use  of  water.  We  are  also 
founding  partners  of  the  International  Water  Academy,  I 
at  the  University  of  Oslo  —  a  leader  in  global  water  diplo 
And  we  have  taken  a  leadership  role  in  efforts  to  showca 
technology  that  improves  energy  efficiency  in  motor-dri< 
pumping  systems. 

The  20th  century  confirmed  the  importance  of  cleai 
water.  The  21st  century  must  provide  the  will  and  the  nl 
to  make  its  availability  a  reality  for  the  entire  world.  To 
we  must  merely  take  certain  sensible,  prosaic  steps  in  on 
change  significantly  for  the  better  the  world  in  which  w« 


Richard  J.  Labrecque 

President  and  CEO,  ITT  Fluid  Techi-1 
Executive  Vice-President,  ITT  Indu? 
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II  trees  need  warm  sunlight  to  grow.  Some  need  cold  hard  cash. 

the  nation's  oldest  nonprofit  conservation  organization,  American  Forests  plants  millions  of  trees  each  year.  But  a 
ject  like  this  can't  be  done  alone.  With  your  donation,  you  help  maintain  and  promote  the  countless  benefits  of  trees 
I  forests,  including  oxygen  replenishment,  pollution  control,  climate  control  and  a  habitat  for  wildlife.  In  addition, 
dies  show  consumers  overwhelmingly  endeavor  to  align  themselves  with  companies  concerned  ^MERICAN 
■ut  the  environment.  Invest  today.  Visit  us  at  www.americanforests.org,  or  call  (202)  955-4500  ext.  212.  tFORESTC 

Eddie  Bauer  is  a  proud  sponsor  of  American  Forests'  Global  ReLeaf  Jf£c&£oi/%$a*Aans' 
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Powering  the  Future 


Since  Werner  von  Siemens  discovered  the 
dynamo-electric  principle  in  1 866  and 
invented  the  dynamo,  the  ever-increasing 
use  of  electricity  has  contributed  enormously  to  an 
improved  standard  of  living.  Electrical  energy  — 
a  critical  driving  force  behind  modern  technical 
advance  and  prosperity  -  accounts  for  a  larger  and 
larger  share  of  the  total  energy  consumed. 

As  the  demand  for  electric  power  has  grown,  however,  so  has 
its  impact  on  the  environment.  Over  the  past  25  years,  envi- 
ronmental concerns  have  continually  shaped  the  industry  and 
its  technology.  The  demand  for  electricity  is  rising  rapidly, 
especially  in  emerging  markets.  Deregulation  of  the  utility 
industry  is  attracting  new  power  producers  and 
intensifying  competition.  The  result  is  that 
todays  power  plant  operators  face  unprece- 
dented challenges,  including  ever-higher  demand 
for  their  product  and  increased  competition 
and  price  sensitivity.  Simultaneously,  initiatives 
to  protect  the  environment  and  conserve 
natural  resources  are  challenging  both  energy 
companies  and  their  suppliers  to  develop  more  efficient, 
cleaner  technologies  that  can  meet  the  needs  of  everyone. 

Power  generation  technology  today  runs  the  gamut  from 
solar  to  combined  cycle  to  fuel  cells.  And  the  company  Werner 
von  Siemens  built  is  active  in  all  of  them.  In  fact,  providing 
the  widest  possible  range  of  power  generating  technologies  is 
part  of  Siemens'  strategy  to  balance  ecological  and  economic 
considerations.  By  bringing  to  bear  comprehensive  systems 
engineering  expertise  and  the  experience  gained  working  with 
our  customers  over  many  years,  we  can  offer  solutions  matched 
to  specific  environmental  requirements  and  widely  varying 
economic  and  competitive  conditions. 

Regardless  of  the  primary  energy  source,  our  power  gener- 
ating technologies  are  designed  to  maximize  efficiency  and,  as 
a  result,  environmental  compatibility.  A  good  example  of  a 
clean,  efficient,  and  advanced  power  generation  technology 
currently  being  delivered  around  the  world  is  the  gas  turbine 


combined  cycle  system.  This  concept,  which  takes  the  w, 
heat  generated  from  the  first  cycle  (gas  turbine)  then  use 
make  steam  to  power  a  second  steam  cycle,  can  reach  effic 
levels  of  58%  -  one  of  the  highest  efficiency  ratings  of  ai 
fossil-fuel  power  plant  design. 

Siemens  is  also  the  world  s  largest  manufacturer  of  so 
photovoltaic  (PV)  cells.  These  cells  harness  power  directl 
from  the  sun,  produce  no  emissions,  and  only  require  su 
light  to  operate.  We  are  also  developing  fuel  cells,  workir 
commercialize  this  exceptionally  clean  and  efficient  technc 
Because  fuel  cells  can  power  everything  from  cars  and  su 
marines  to  homes  and  businesses,  fuel  cells  are  a  key  erne 
technology  which  can  reach  efficiency  levels  of  60%,  yet 
emits  nothing  but  pure  water  vapor. 

Of  course,  many  factors  contribute  to  any  power  pla 
overall  efficiency.  State-of-the-art  instrumentation  and  p 
control  systems  along  with  integrated  communications  c 


As  a  cornerstone  of  today's  society,  the  Ongoing 

development  of  renewable,  clean,  an| 

efficient  pOWer  generation  methods  is  central  to 
our  company's  mission. 


bilities  and  production  automation  can  greatly  enhance  | 
ations  and  ensure  the  safe,  economical,  and  environment 
responsible  operation  of  an  electric  power  generating  pla 
As  a  cornerstone  of  today's  society,  the  ongoing  devel 
ment  of  renewable,  clean,  and  efficient  power  generation, 
methods  is  central  to  our  company's  mission.  And  if  prof 
to  date  is  any  indication,  the  future  of  our  global  energy! 
supply  looks  very  bright  indeed. 


Randy  Zwirn 

President  and  CEO 

Siemens  Westinghouse  Power  Corp 
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for  reducing  greenhouse  gas  emissions.  Working 
e  U.S.  Department  of  Defense,  UT  has  developed  a 
for  stripping  paint  from  aircraft  that  uses  blasts  of 
astic  beads  instead  of  hazardous  chemicals;  the  beads 
iequently  recycled  into  other  products.  The  new 
also  cuts  stripping  time  is  half,  making  it  extremely 
cient.  The  company  has  also  virtually  eliminated 
:id  waste  from  the  manufacturing  of  turbine  airfoils 
jet  engines  by  recycling  and  regenerating  the  acid, 
avative  approaches  also  hallmark  UT's  civilian  tech- 
efforts.  Its  Carrier  division  is  helping  to  pioneer  the 
selling  warmth  and  "coolth"  by  providing  heating 
•ling  services  rather  than  selling  furnaces  and  air 
)ning  units.  This  approach  offers  advantages  to  the 
;r  such  as  freedom  from  maintenance  worries  and 
irrier  the  incentive  to  manufacture  the  most  efficient 
■  maintenance  units  it  can. 
German  glass  company  Schott  makes  ultra-thin 
electronic  visual  displays  and  a  wide  variety  of  other 
s  for  industry  as  well  as  for  household  use.  Along 


with  other  European 
manufacturers  of  the 
glass  tubes  used  in 
television  sets,  Schott 
has  agreed  to  volun- 
tary standards  for  the 
composition  of  the 
glass,  a  move  that 
should  allow  recycling 
of  television  tubes 
that  are  now  thrown 
away.  The  company       Monitoring  soil  and  water  quality  on  a 
participates  in  an  UT  property  in  Florida, 

international  working  group  for  tube  recycling  and  is  working 
to  increase  recycling  of  other  glass  products. 

The  electric  utility  industry  is  a  major  source  of  the  carbon 
dioxide  emissions  that  contribute  to  climate  change.  But 
under  the  leadership  of  the  Edison  Electric  Institute, 
they  have  also  launched  a  major  voluntary  effort  to  mitigate 
greenhouse  gas  emissions.  The  industry's  Climate  Challenge 


ay's  Business  Agenda 


here  is  a  unique  consensus  in 
the  business  community  today. 
A  widespread  belief  exists  that 
lomic  prosperity  and  the  health  of 
sty  are  mutually  dependent  and 
both  are  linked  with  ecological 
-being.  Earlier 


ments  between  the 
ness  community 
the  environmental  community  have 
much  of  their  force,  and  the  focus  of 
jssion  has  shifted.  No  one,  for  exam- 
wants  the  Amazonian  rainforest  to 
opear;  instead  the  debate  is  about 
best  to  preserve  at  least  part  of  it 
e  meeting  the  needs  of  populations 
?ndent  on  that  ecosystem  and  allow- 
or  economic  growth  and  greater 
perity  of  Amazonian  countries, 
he  battle  for  understanding  has 
i  won,  says  eco-consultant  Paul 
ng,  one  of  Time  magazine's  100 
ders  for  the  new  millennium."  The 
e  that  remains  is  about  behavior 
solutions. 

hat  is  the  message  of  Tomorrow 
;azine,  which  focuses  its  coverage 
olutions  and  the  contribution  of 
ness  to  sustainable  development, 
core  of  our  message  is  that  business 
e  motor  for  changing  society  and 
sustainable  development  is  both 
tical  and  profitable. 


TOMORROW 


Tomorrow  writes  about  companies 
that  are  integrating  social  and  environ- 
mental issues  into  business  strategy  and 
that  are  engineering  breakthroughs  in 
energy  and  materials  treatment.  It 
charts  the  progress  of  the  growing 

number  of  companies 


that  believe  in  sus- 
tainable development 
as  the  logical  way  forward  -  and  see 
the  concept  as  an  increasingly  important 
competitive  tool. 

The  issues  ahead  are  tough: 
«  How  to  make  consumption  sustainable; 
How  to  retain  freedom  of  operation 
in  a  world  in  which  resources  and 
processes  are  increasingly  regulated; 
a  How  to  act  when  a  company  foot- 
print requires  far-reaching  social 
interaction  with  the  community. 
Nonetheless,  we  are  in  the  midst  of 
perhaps  the  richest  period  of  interaction 
between  corporations  and  their  stake- 
holders. The  nearly  55  companies 
involved  in  Tomorrow's  corporate 
partner  program  illustrate  this  trend 
toward  increasing  corporate/community 
engagement:  all  are  involved  in  dialogue 
with  a  wide  variety  of  stakeholders  on 
how  to  move  forward.  Many  companies 
are  undertaking  social  or  environmental 
initiatives  without  waiting  for  consensus 


or  regulatory  requirements.  Many  are 
shaping  R&D  programs  inspired  by  the 
concept  of  sustainable  development. 

Tomorrow  is  chronicling  the  trans- 
formation of  industry  into  an  agent  of 
positive  environmental  change  through 
the  design  of  products,  processes  and 
systems  that  benefit  all.  Tomorrow 
engages  those  who  are  effecting 
change  -  among  them,  regular  reader 
Mark  Moody-Stuart,  proactive  chairman 
of  Royal  Dutch/Shell:  "I  read  Tomorrow 
for  its  coverage  of  sustainability 
issues.  It's  an  important  contributor 
to  the  debate." 

The  Next  Bottom  Line  will  be  bound 
into  Tomorrow's  May/June  1999  issue. 
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For  more 
information,  see 
www.tomorrow-web.com. 


Creating  New  Markets 


SPECIAL     ADVERTISING  SECTION 


Program  supports  development  of  renewable  technologies,  funds  tree-planting,  and 
promotes  geothermal  heat  pumps  and  electric  transportation. 

Some  companies  are  doing  more.  Green  Mountain  Energy  is  already  offering 
its  customers  renewable  energy  choices.  Enron  is  investing  heavily  in  windpower. 
American  Electric  Power  is  working  with  the  U.S.  Department  of  Energy  to 
develop  a  new  generation  of  "clean  coal"  technologies  that  can  significantly  increase 
energy  efficiency. 

Many  important  pharmaceutical  products  are  derived  from  natural  plants.  So 
Bristol-Myers  Squibb  has  a  special  interest  in  preserving  a  wide  array  of  natural 
plants  and  animals.  The  company  has  made  a  commitment  to  buy  and  preserve 
biologically  diverse  land  around  the  world  at  least  equal  in  area  to  the  land  occu- 
pied by  its  manufacturing  facilities.  This  "manufacturing  offset"  includes  140,000 
ecologically- valuable  acres  in  Brazil  s  Pantanal,  the  world  s  largest  wetlands. 

Some  companies  have  turned  their  expertise  in  managing  their  own  environ- 
mental problems  into  a  business  solving  similar  problems  for  others.  Ryder, 
for  example,  offers  transportation  and  real  estate-related  environmental  services 
ranging  from  emergency  spill  cleanup  to  auditing  of  facilities  to  training. 

Arthur  Daniels  Midland  (ADM)  believes  that  technology  can  help  feed  a 
growing  world  and  feed  it  better.  The  company  has  introduced  new  products 
created  by  advances  in  fermentation  technology,  including  amino  acids  and 
vitamin  C,  and  is  making  growing  use  of  biotechnology  to  create  improved 
hybrid  crops.  In  addition,  ADM  embraces  high-yield  but  environmentally- 
friendly  farming  techniques  such  as  soil  conservation  and  satellite-positioning 
to  guide  planting  and  harvesting.  • 


Battelle's  innovative  technologies  will  help  you  respond  to  emerging 
environmental  issues.  We  can  help  you  develop  products  and  processes 
that  meet  society's  needs  in  a  sustainable  and  profitable  manner. 

To  find  out  how,  call  1-800-201-2011  RPlftf^llP* 
or  visit  www.estd.battelle.org  DCIIIvJIIvJ 

The  Business  of  Innovation. 
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A 


grassroots  movement  is  underway  across  America  helping  to 
the  next  bottom  line.  In  businesses,  homes  and  communities,  peopl 


finding  new  ways  to  achieve  economic,  environmental  and  social  goals.  On 
2-5,  1999,  the  National  Town  Meeting  for  a  Sustainable  America  will  en 
age  the  sharing  of  these  ideas.  The  result  will  be  more  options  for  achievi 


quality  of  life  in  the  next  century.  Find  out  how  you  can  make  a  commit 
to  a  sustainable  America  at  www.getf.org/ntmsustainableamerica. 


The  National  Town  Meeting  is  the  result  of  the  cooperation  of  a  number  of  pul 
and  private  organizations.  We  want  to  thank  the  following  generous  businesses  wh 
leadership  is  making  the  National  Town  Meeting  a  success. 

Premier  Partners  &  Benefactors 


DaimlerChrysler 
Corporation  Fund 

DTE  Energy 

Tennessee  Valley 
Authority 


Ford  Motor 
Company 

Dow  Chemical 
Company 

The  SolarQuest  Group 


General  Moto 
Corporation 

Kmart  Corporat 


We  also  acknowledge  the  support  of  many  other  sponsors  including  AT&T  Corporation, 
Calvert  Group,  Compaq  Computer  Corporation,  DuPont,  Georgia-Pacific,  Interface 
Monsanto  Company,  National, 4H  Council,  PepsiCo,  Inc.,  SC.  Johnson  &  Son,  In 
the  Surdna  Foundation. 


Visit  www.getf.org/ntmsustainableamerica  and  learn  how  you  can  participate. 

Get  Involved  .  Make  a  Commitment 


ocial  and  environmental  issues  raise  the  bar  for 
corporate  performance.  Daring  new  initiatives  and 
corporate  strategies  can  turn  challenges  into  new  market 
opportunities.  We  concur  with  the  words  of  Harry  Pearce, 
Vice-Chairman  of  General  Motors,  "We  are  all  responsible 
for  this  planet,  but  business  must  take  the  lead  because 
only  business  has  the  global  reach,  the  innovative  capability, 
the  capital,  and  most  important,  the  market  motivation 
to  develop  the  technologies  that  will  allow  the  world  to 
truly  achieve  sustainable  development." 

The  future  is  in  our  hands.  Each  of  us  must  play  a  role. 
Collectively,  the  sum  of  our  efforts  will  lead  to  a  better 
world.  We  extend  our  heartfelt  thanks  to  our  distinguished 
advertisers  for  supporting  this  important  initiative. 
And  may  the  strategies  and  innovative  thinking  presented 
in  "The  Next  Bottom  Line"  help  all  of  us  become  Earths 


valued  trustees. 


m 


irketing 


RTAINMENT 


E  GREAT 
PED  WAY 

>rate  marketing  tactics  are  a  Broadway  smash 


ien  the  rock  musical  Footloose 
ipened  on  Broadway  last  fall,  the 
•eviews  were  devastating.  "Fla- 

marshmallow"  and  "theatrical 
esville,"  groaned  the  New  York 

A  few  years  ago,  that  would 
5en  more  than  enough  to  kill  a 
;ut  today,  Footloose  is  a  runaway 
;h  90%  occupancy  and  weekly 
pping  $500,000. 


PROOF:  Though  panned.  Footloose  pulls  in  crowds 


it  savvy  marketing  for  the  save. 
se  producers  crafted  an  ad  cam- 
specially  for  mtv,  full  of  music, 
tnd  eye-grabbing  video  imagery. 
;  around  the  critics  by  appealing 

to  our  compatible  audience — 
people  and  their  parents  who 

see  a  fun  show  with  lots  of 
isic  and  dancing,"  says  Margery 
the  show's  marketing  consultant. 
oose  is  hardly  alone.  While 
ay  has  never  exactly  been  free 

today  it's  employing  a  far  more 
icated  approach  to  consumer 
ng.  Inspired  by  the  trailblazing 
of  Walt  Disney  Co.  and  Livent 
oadway  producers  are  looking  to 
on  the  same  sorts  of  marketing, 
g,  and  sponsorship  programs 
ve  long  made  movies  and  TV 
tional  franchises.  They've  em- 


braced everything  from  direct 
marketing  to  focus  groups  to 
fast-food  tie-ins,  drawing  raves 
both  in  New  York  and  on  the 
road.  "We're  moving  from 
plain  old  promotion  of  a  show 
to  brand  marketing,"  says 
Evan  Shapiro,  a  partner  at  FourFront 
Press  &  Marketing  Inc.,  which  helps 
promote  shows  such  as  Fosse  and  Rag- 
time. "There's  no 
reason  great  the- 
ater shouldn't  be  a 
great  brand." 

Indeed,  all  up 
and  down  the  Great 
White  Way,  shows 
are  adopting  tactics 
straight  out  of  the 
Procter  &  Gamble 
Co.  handbook.  Pro- 
ducers of  The 
Sound  of  Music  em- 
ployed focus  groups 
to  help  them  craft  a 
TV  ad  campaign  full 
of  nostalgia — not 
clips  from  the 
show — to  lure  baby 
boomers.  Grease, 
during  its  mid-'90s 
run,  used  New  York 
City  hot-dog  ven- 
dors as  billboards.  Disney  mined  its  vast 
database  of  theme-park  visitors  for  a 
New  York-area  mailing  list  to  promote 
its  shows  Beauty  and  the  Beast  and 
The  Lion  King.  It  also  distributed  col- 
oring books  in  schools  and  placed  hun- 
dreds of  ads  atop  taxi  roofs.  "We  traded 
on  the  shows'  powerful  association  with 
hit  movies  that  families  watch  on  video," 


MUSICAL 

MARKETING 

MANIA 

FOOTLOOSE  runs  the 
bulk  of  its  ads  on  MTV 
to  attract  a  young, 
music-loving  audience 
to  the  show 


JEKYLL  &  HYDE 

takes  a  page 
from  movie 
promoters, 
plastering  its 
logo  onto  every- 
thing from  McDonald's 
french-fry  containers 
to  long-distance  phone 
cards 


GREASE-Y:  Logos  ap- 
peared everywhere 

f  says  Peter  Schnei- 
der, president  of 
Walt  Disney  Studios. 
Why  all  the  new 
moves?  Beyond  the  obvi- 
ous goal  of  selling  more 
tickets,  such  marketing- 
tactics  have  also  allowed 
many  shows  to  bypass 
once  all-powerful  theater 
critics.  Movies  have  long- 
spent  lavishly  to  enjoy  that 
luxury.  Now,  Broadway 
wants  to  speak  directly  to 
the  consumer  as  well.  "Mar- 
keting levels  the  playing  field," 
says  Jed  Bernstein,  the  former  ad- 
agency  executive  turned  chief  of  Broad- 
way's trade  organization,  the  League  of 
American  Theaters  &  Producers  Inc. 
"If  a  new  cheese  product  gets  a  bad 
notice  in  Progressive  Grocer,  do  you  pull 
it?  No  way."  With  a  little  marketing 
Stardust,  he  adds,  "shows  can  make 
themselves  critic-proof." 
TIE-INS.  Moreover,  the  marketing  of 
Broadway  extends  well  beyond  New 
York  City.  Individual  shows  have  learned 
new  tricks  to  promote  then-  road  shows. 
Rent  distributes  book  covers  in  high 
schools  to  lure  students  to  its  traveling- 
productions.  Sunset  Boulevard  is  pre- 
ceded in  each  of  the  many  cities  on  its 
tour  by  a  free  screening  of  the  1950 
movie  version  of  the  story.  Corporate 
sponsorship  has  also  become  part  of  the 
touring  experience.  The  Theater  League 
has  arranged  large-scale  corporate  tie- 
ins.  Last  year,  Visa  International  created 
a  Broadway  credit  card  drawn  from  a 
list  of  15,000  theatergoers  nationally  and 
mailed  information  about  local  show  open- 
ings with  monthly  bills.  Continental  Air- 
lines Inc.  now  has  an  in-flight  video  about 
touring  companies,  plus  theater  sched- 
ules in  its  magazine. 

Historically,  Broadway  hadn't  mar- 
keted   itself   as  a 
venue  for  big  corpo- 
rations, says  Bern- 
stein. But  big  mar- 


THE  SCARLET 
PIMPERNEL'S 

marketers, 
hoping  to  lure 
more  young  fami- 
lies, created  a  comic- 
book version  of  the 
show  and  a  coloring 
book  distributed  with 
crayon  maker  Crayola 


5,280  phone  calls  taken. 
2,0.50  web  queries  resolved. 
3,400  brochures  sent. 
1,450  questions  answered. 


What  a  great  day. 


Taking  care  of  customers.  That's  what  Corepoint  Customer  Relationship  Management  software 
is  all  about.  With  one  end-to-end  software  solution,  Corepoint  supports  everyone  on  your 
team  —  sales,  marketing  and  customer  service/support  —  anyone  who  touches  your  customer. 
Information  is  more  accessible.  People  are  more  productive.  So  every  customer  contact  can  be 
maximized.  Make  every  day  a  great  day  to  build  the  customer  loyalty  that  builds  profits. 

To  register  for  our  next  free  live  telephone/web  seminar  on  "Customer  Relationship 
Management"  or  for  more  information  on  Corepoint,  call  877-891-1606  today  or  visit  our 


website  at  www.corepoint.com. 


Corepoirfi 

An  IBM  ronipa/n 

Turning  customer  satisfaction  into  loyalty." 


CUSTOMER    REL  ATI 


MENT  SOFTWARE 


DEMOCRATS  SAY  TOYOTA  CAMRY  IS  THE  #1  SELLING  CAR  IN  AMERICA 
TWO  YEARS  IN  A  ROW.* 


REPUBLICANS  SAY  TOYOTA  CAMRY  IS  THE  #1  SELLING  CAR  IN  AMERI 
TWO  YEARS  IN  A  ROW/ 


SCARY,  HUH? 


HEY,  WITH  A  CAR  THIS  GREAT,  IT'S  EASY  FOR  EVERYONE  TO  AGREE.  INCLUDING  CONSUMERS  DIGEST, 

WHICH  NAMED  CAMRY  A  "BEST  BUY"  FOR  1997,  1998  AND  1999." 


TOYOTA 


,  ©19.99  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  who  love  you.    1  -  8  0  0  -  G  O  -  T  O  Y  O  T  A   ♦  WWW.tOyOta.CO 


Government 


say  they  like  the  new  arrange- 
Many  of  the  most  heavily  pro- 
shows  are  aimed  at  kids  and 
unifies.  That  push  has  consumer 
ers  more  interested  than  ever  in 
•  partners.  "Positive  association 
quality  pastime  like  the  the- 
hich  often  is  family-oriented,  is 
jr  our  image,"  says  Patricia  A. 
k,  field  marketing  director  for 
's  International  Inc.,  which  has 
'ional  deals  this  season  with 
ise  and  The  Sound  of  Music. 
office  tallies  say  the  new  mar- 
is a  hit.  Attendance  both  in 
brk  and  on  the  road  has  risen 
.  Broadway  will  rake  in  1998-99 
es  of  $580  million,  up  a  third 
ve  years  ago,  says  the  Theater 
i.  For  the  34  touring  shows, 
ason's  revenue  made  a  similar 
er  the  past  five  years,  to  $754 

iter  producers  have  also  set 
ghts  on  the  entertainment  jack- 
sensing.  While  most  shows  still 
y  T-shirts  and  programs,  a  few 
re  ambitious.  Jekyll  &  Hyde's 
i  sold  a  respectable  500,000 
;hanks  to  marketing  that  began 
the  show  opened,  with  radio 
id  a  prime  spot  for  ballad  This 
Moment  in  the  1996  Summer 
ss  ceremonies.  Livent's  Ragtime 
a  500-square-foot  shop  in  its 
peddling  dolls,  books,  clothes, 
3.  The  store  sells  about  $30,000 
of  merchandise  per  week,  vs. 
rage  show's  $4,000. 
R  CRAP."  Not  everyone  in  the 
s  applauding.  Many  of  the  the- 
ld  guard  think  such  catering  to 
sumer  dilutes  the  art.  Alexan- 
len,  a  veteran  producer  who  is 
I  on  a  Noel  Coward  revival,  re- 
)  use  any  marketing  other  than 
fashioned  critic-blurb  ads.  "This 
ir  crap,"  he  says.  "I  don't  want 
ter  in  your  bathroom." 
"or  those  less  interested  in  high 
n  hard  sell,  the  payoff  is  clear, 
st  winter,  shows  ran  special  dis- 
iffers — nicknamed  White  Sales 
e  after  their  retail-store  prede- 
— using  corporate  tie-ins.  For 
'se,  Bell  Atlantic  Corp.  did  a 
piece  mailing  to  customers  that 
5,000  additional  ticket  sales — 
to  fill  the  theater  five  times 
s  a  perk  in  Bell  Atlantic's  loy- 
>gram,  consumers  who  bought  a 
ling  card  picturing  Jekyll  & 
ou\d  also  could  buy  a  discount 
d  the  gothic  musical.  Says  mar- 
inger:  "Those  are  [ticket]  sales 
juldn't  have  happened  other- 
\nd  that's  sweet  music  for  the 
Vhite  Way. 
By  Larry  Light  in  New  York 


NO  PANDERING:  "There's  not  one  segment  of  [telecom]  I  haven't  anger v 


CAMPAIGN  2000 


JOHN  McCAIN:  IN  HIS 
OWN  FEISTY  WORDS 

On  the  trail,  the  Presidential  hopeful  remains  iconoclastic 


On  a  chilly  Sunday,  Senator  John 
McCain  is  zigzagging  across  New 
Hampshire  like  a  cruise  missile  with 
a  faulty  guidance  system.  His  motor- 
cade— one  minivan  with  a  couple  of 
McCain's  former  POW  pals  along  for  the 
ride — is  on  a  mission,  though:  to  boost 
the  Arizonan's  GOP  Presidential  bid  by 
trumpeting  his  call  for  U.  S.  ground 
troops  in  Kosovo.  "He  knows  it's  a 
tough  sell,"  says  aide  Howard  Opinsky. 
"But  it  takes  political  will  to  stand  up 
while  other  Republicans  are  hiding." 

McCain's  lonely  stance  is  in  keeping 
with  his  iconoclastic  career.  A  feisty 
maverick,  he  has  battled  his  own  party 
over  tobacco  regulation,  campaign-fi- 
nance reform,  and  pork-barrel  spend- 
ing. Still,  there's  a  method  to  McCain's 
maneuvers.  He  knows  that  if  his  visi- 
bility on  the  Balkan  war  gains  him  a 
tiard  look  from  voters,  he  could  vault 
from  long  shot  to  contender. 

Washington  Bureau  Chief  Lee  Wal- 
czak  tagged  along  with  McCain  during 
his  Apr.  18  sortie: 

Q:  Isn't  it  a  bit  ironic  t)iat  both  Presi- 
dent Clinton  and  John  McCain,  one  of 
his  chief  fore  ign  policy  crit  ics,  are  get- 
ting a  public  boost  from  Kosovo? 


A:  In  the  short  term,  both  of  us  may 
have  profited.  But  if  he  comes  a  cropper 
on  this  thing,  the  repercussions  are  se- 
rious. In  my  case,  I  have  not,  honest  to 
God,  considered  the  political  ramifica- 
tions. If  I  do,  I'm  just  like  they  are, 
gauging  it  on  public  opinion  rather  than 
what  I  think  is  right. 

Q:  Let's  talk  about  your  domestic  is- 
sues. What  has  your  tenure  as  Com- 
merce Committee  Chairman  taught  you 
about  business? 

A:  The  biggest  thing  I've  grappled  with 
is  telecommunications  issues.  They  are 
critical  to  the  future.  So  I've  tried  my 
best  to  keep  bureaucracies  like  the  Fed- 
eral Communications  Commission  from 
interfering.  And  I've  tried  to  expedite 
deregulation  of  the  industry.  There's 
not  one  segment  of  the  industry  I 
haven't  angered.  Their  job  is  to  con- 
solidate and  monopolize.  My  job  is  to 
see  that  there's  as  much  competition 
as  possible. 

Q:  You  have  criticized  the  telecom  re- 
form bill's  failure  to  promote  competi- 
tion. What  can  be  done  about  that? 
A:  The  market  and  technology  will  take 
care  of  it  over  time. 
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Q:  You  do  not  want  to  embrace  a  flat 
tit.:'  now,  citing  tfie  need  to  first  clean  up 
the  campaign  finance  system  and  the 
loopholes  it  spawns.  Do  you  have  deep- 
er reservations  about  the  tax? 
A:  If  you  have  just  one  flat  tax  for  all 
of  America,  that  obviously  does  not  get 
off  the  ground.  If  you  had  a  vastly  sim- 
plified code,  that's  different.  Do  you  still 
keep  exemptions  for  charitable  dona- 
tions? I  say  yes.  Same  for  the  home 
mortgage  deduction.  I'm  also  for  ending 
inheritance  taxes,  the  marriage  penalty. 


for  wto  entry  just  days  after  news  ac- 
counts that  China  may  have  stolen  neu- 
tron bomb  secrets,  wouldn't  Republi- 
cans fiave  whacked  him? 
A:  Oh,  sure  he  would  have  gotten 
whacked.  He  deserves  to  be  whacked. 
The  question  is  whether  China  deserves 
to  be  in  the  wto. 

Q:  And  what's  the  answer? 
A:  I  did  not  see  enough  of  the  details  in 
the  agreement.  If  they  were  in  compli- 
ance with  what  eveiy  other-  nation  has 


foolishness  to  say  that  the  econc 
bad  and  it's  Gore's  fault. 

Q:  Wliat's  your  education  progra 
A:  Choice,  vouchers,  more  mor 
state  and  local  authorities.  I'd  gi 
credible  attention  to  this  transit 
the  Internet  so  that  all  Americans 
take  part  in  it.  Wherever  you'1 
programs  working  in  the  states, 
'em.  Charter  schools  are  working 
zona.  Vouchers  should  be  tested 
we  need  better  incentives  for  te£ 
Why  shouldn't  teachers  be  paid  b 

Q:  How  do  you  respond  to  critix 
say  your  maverick  stance  main 
volves  tilting  at  windmills — that 
you're  really  adept  at  is  failing  up 
A:  I  was  responsible  for  the  rer. 
catastrophic  health  insurance,  p; 
of  the  line-item  veto,  passage  of  j 
ternet  tax  moratorium,  passage 
least  10  major  pieces  of  legislatio 
went  through  the  Commerce  Com 
last  year.  We  did  the  gift  ban,  tl 
bying  ban.  And  we'll  succeed  on 
paign-finance  reform. 

ON  CHINA,  THE  PREZ, 
AND  THE  WTO: 


Q:  Tfiese  last  items,  I  assume,  would  be 
phased  out  rather  than  killed  overnight? 
A:  I'd  cut  'em  tomorrow. 

Q:  When  you  say  you  want  to  free  up 
funds  for  tax  cuts  by  closing  corporate 
loopholes,  what  are  you  talking  about? 
A:  There  are  billions  there.  Billions. 
For  example,  in  the  appropriations  bill 
last  fall,  there  was  $23  billion  [in]  added 
spending.  Practically  every  bit  was  pork. 
Look  at  sugar  subsidies,  at  ethanol  sub- 
sidies. If  something  is  a  benefit  to  the 
overall  economy,  I'm  not  so  upset.  But  I 
am  if  it's  tailored  for  a  special  interest. 
Last  year,  I  proposed  a  commission  on 
corporate  welfare — it  didn't  get  through 
the  House. 

Q:  What's  your  take  on  the  Adminis- 
,  at  ion's  decision  to  delay  seeking 
China's  entry  into  the  World  Trade 
•  Organization? 

A:  They  bollixed  it  up.  At  the  eleventh 
hour,  Clinton  went  wobbly  because  of 
opposition  in  his  own  party. 

Q:  But  if  the  President  had  come  out 


MThey  bollixed  it 
At  the  eleventh  hour,  Clinton  went  wobbly 
because  of  opposition  in  his  own  party  J  J 

IN  NEW  HAMPSHIRE:  TRYING  TO  VAULT  FROM  LONG  SHOT  TO  CONTENDER 


to  do  to  get  into  the  wto,  I  probably 
would  have  supported  it.  But  it  wasn't 
clear  that  they  had  done  enough.  He 
turned  it  down  for  the  wrong  reasons. 

Q:  In  2000,  how  do  Republicans  counter 
the  fact  that  most  Americans  are  happy 
with  Clinton-Gore  economic  policies? 
A:  I  have  no  problems  giving  Clinton 
credit  for  the  economy,  just  like  Ronald 
Reagan  got  credit.  But  I'm  running  on 
my  mission  for  the  future,  not  the  situ- 
ation in  the  present. 

Q:  So  if  Vice-President  Gore  is  tin-  in- 
heritor of  Clintonomics,  how  can  you 
argue  for  a  change  in  existing  policy? 
A:  I  wouldn't  change  existing  economic 
policy,  except  that  I  would  beat  back 
the  forces  of  protectionism,  free  up  the 
telecommunications  industry  more  rapid- 
ly, do  a  better  job  on  education,  and  I 
would  reduce  taxes  and  the  regulatory 
bur-den  even  more.  It  would  be  damned 


Q:  How  do  you  fight  tfte  Georgem 
boomlet — the  sense  that  Repubm 
don't  want  a  divisive  primary  thim 
they  just  want  this  thing  over? 
A:  They  want  a  campaign,  they're*' 
for  a  campaign.  That's  the  red  blM 
the  party. 

Q:  But  what  about  Bush's  well-im 
advocacy  of  inclusion,  of  compas&f 
conservatism,  of  investing  in  educ\ 
A:  Those  were  my  positions  be! 
ever  knew  of  Governor  Bush.  L| 
those  were  my  positions  when  h: 
still  general  partner  of  the 
Rangers. 


Q:  So  you  don't  object  to  the  "co P 
sionate  conservative"  handle? 
A:  Oh,  no.  Two  of  the  words  I'< 
on  my  tombstone  are  "compassio:! 
"patriot."  If  it  hadn't  have  be' 
some  guys  who  showed  compassl 
me,  I  wouldn't  be  alive. 
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our  dedication  to  pleasing  guests,  our 
'b  dining  and  our  warm,  inviting 
sphere  weren't  reason  enough  to  stay  at  a 
issance,  along  comes  our  25K  Bonus  Promotion. 

/  Marriott  Rewards  members  who 
up  for  our  special  bonus  will  get  5,000 
a  points  for  every  3  stays*  at  participating 
aissance  Hotels  and  Resorts-or  Marriott  Hotels, 
orts  and  Suites-before  September  6,  1999. 

i  up  to  25,000  bonus  points.  Add  them  to  the  points 

re  already  racking  up  as  a  Marriott  Rewards  member,  and 

ch  here  you  come.  (Or  cruise,  flight,  car  rental,  vacation 

kage...)There  are  over  1,500  places  worldwide 

luding  glorious  resorts)  where  you  can  redeem  your  points. 

ign  up  for  the  25K  Bonus  and  make  your  reservation,  just 
<  over  to  www.marriottrewards.com,  or  call  1-888-977-7012. 


It's  time  for  a  Renaissance. 


RENAISSANCE. 

HOTELS  AND  RESORTS 


r  I  ns  the  complete  period  tor  which  payment  was  made  (either  one  night  or  consecutive  nights)  Irom  check-in  to  checkout. 
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COMMENTARY 


By  Paul  Magnusson 


CHINA  AND  THE  WTO:  WHY  CLINTON  WAS  RIGHT 


President  Clinton's  decision  on 
Apr.  8  to  send  Chinese  Premier 
Zhu  Rongji  packing  without  an 
agreement  on  China's  entry  into  the 
World  Trade  Organization  seemed  to 
be  a  massive  miscalculation.  The 
President  took  a  drubbing  from  much 
of  the  press,  which  had  breathlessly 
reported  that  a  deal  was  in  the  bag. 
The  Cabinet  and  White  House  staff 
appeared  divided,  and  business  lead- 
ers were  characterized  as  furious 
over  the  lost  opportunity.  Zhu 
charged  that  Clinton  lacked  "the 
courage"  to  reach  an  accord.  And 
when  Clinton  later  telephoned  the 
angry  Zhu  to  pledge  a  renewed 
effort  at  negotiations,  the  ges 
ture  was  widely  portrayed 
as  a  flip-flop. 

In  fact,  Clinton 
made  the  right  deci- 
sion in  holding  out 
for  a  better  wro 
deal.  A  lot  more 
horse-trading  is 
needed  before  a  final 
agreement  can  be 
reached.  And  without  the 
Administration's  goal  of  a 
"bullet-proof  agreement"  that 
business  lobbyists  can  enthusiasti 
cally  sell  to  a  Repub- 
lican Congress,  the 
whole  process  will 
end  up  in  partisan  ac- 
rimony that  could 
harm  relations  with 
China  for  years. 
THE  HARD  PART.  Many 
business  lobbyists, 
while  disappointed 
that  the  deal  was  not 
closed,  agree  that 
better  terms  can  still 
be  had.  And  Treasury 
Secretary  Robert  E. 
Rubin,  National  Eco- 
nomic Council  Director  Gene  B.  Sper- 
ling, Commerce  Secretary  William  M. 
Daley,  and  top  trade  negotiator  Char- 
lene  Barshefsky  all  advised  Clinton 
that  while  the  Chinese  had  made  a  re 
markable  number  of  concessions, 
"we're  not  there  yet,"  according  to  se- 
nior officials. 

Negotiating  with  Zhu  over  the  re- 


maining issues  may  be  the  easy  part. 
Although  Clinton  can  signal  U.  S.  ap- 
proval for  China's  entiy  into  the  wto 
himself,  he  needs  Congress  to  grant 
Beijing  permanent  most-favored-na- 
tion status  as  part  of  a  broad  trade 
accord.  And  the  temptation  for  med- 
dling on  Capitol  Hill  may  prove  over- 
whelming. Zhu  had  barely  landed  be- 


m 

Not  only 
was  textiles 
left  in  the 
lurch,  but  so 
were  Wall  Street, 
Detroit,  and 
Hollywood 


fore  Senate  Majority 
Leader  Trent  Lott  (R- 
Miss.)  declared  himself 
skeptical  that  China 
deserved  entry  into 
the  wto.  And  Senators 
Jesse  A.  Helms  (R- 
N.  C.)  and  Ernest  F. 
Hollings  (D-S.  C.)  promised  to  intro- 
duce a  bill  requiring  congressional  ap- 
proval of  any  deal. 

The  hidden  message  from  these 
three  textile-state  Southerners:  Get 
more  protection  for  the  U.  S.  clothing 
industry.  Hoping  to  smooth  the  way, 
the  Administration  tried,  but  failed,  to 
budge  Zhu  on  textiles.  Also  left  in  the 


lurch:  Wall  Street,  Hollywood,  and 
Detroit.  Zhu  refused  to  open  up  mi 
of  the  lucrative  Chinese  securities 
market  and  insisted  on  "cultural"  n 
strictions  on  American  movies  and 
music.  He  also  blocked  efforts  to  aft 
U.  S.  auto  makers  to  provide  fleet 
financing. 

BIG  JOB.  Already,  business  lobbyists 
are  blanketing  Capitol  Hill  to  pre-sij 
any  eventual  agreement,  but  what 
they've  heard  so  far  isn't  encouragi 
Republicans,  including  Lott,  say  th; 
"the  time  just  isn't  right"  for  the  d< 
Translation:  We're  determined  to 
make  it  look  as  if  Clinton  has  capi 
lated  to  the  Chinese  and  is  ign< 
ing  human,  religious,  and  lal 
rights  violations;  the  thef 
nuclear-weapons  techn 
ogy;  and  the  sale  of 
missile  parts  to 
America's  ene 
mies.  Beijing's  | 
fierce  critics  wi 
in  the  Democr^ 
Party,  such  as  Se 
tor  Paui  D.  Wellstori 
of  Minnesota  and  Hous* 
Minority  Leader  Richard 
Gephardt  of  Missouri,  won't 
help,  either. 

Just  how  tough  the  lobbying  job 
on  Capitol  Hill  will  be  became  deal 
on  Apr.  20,  when  Rubin  lectured  1$ 
chief  executives  on  the  need  to  disc 
pline  their  Republican  allies.  With 
business  and  the  White  House  still 
trading  charges  over  who  is  respon 
ble  for  the  defeat  of  fast-track  trad 
negotiating  legislation  in  1997,  wori 
ing  together  won't  be  easy.  And  R( 
publicans — with  a  wink — say  that 
they'll  eventually  embrace  China's  i 
try  into  the  wto  as  a  favor  to  Corp 
rate  America.  Though  not  before  tl 
torture  Clinton.  But  Zhu  is  out  on 
limb,  and  if  Congress  overdoes  the 
criticism,  he  may  be  forced  by  dom 
tic  critics  to  reneg.  Business  must 
make  this  much  clear  to  both  its  & 
allies  and  the  White  House:  This  hi 
toric  deal  is  too  important  to  risk  1< 
ing  to  any  more  partisan  squabbliii; 


Magnusson  covers  trade  and  int 
national  economics  from  Washingt 


<AX.  power  looks 
righter  and  better  with... 

ViewSonic 
on  top! 


When  you  buy  a  Dell  OptiPlex*  Desktop,  you're 
buying  power  and  quality.  So  why  settle  for 
anything  less  when  it  comes  to  your  monitor?  Your 
decision  to  buy  Dell  will  be  brighter  and  better 
when  you  include  a  ViewSonic  monitor.  By 
specifying  ViewSonic,  you'll  ensure  that  you're 
Visual  Computing"''  experience  is  excellent. 

The  new  VP150,  15"  viewable  LCD  ViewPanel"  is  a 
case  in  point.  It  features  a  140°  viewing  angle,  a 
spectacular  true  resolution  of  1,024  x  768,  a  rock 
solid  image  and  amazing  screen  performance.  Put 
the  ViewSonic  VP150  on  top  of  your  priority  list 
and  enjoy  the  best  in  Display  Technology™ 

At  ViewSonic,  we  offer  the  #1  best  selling 
monitors  and  flat  panel  displays  in  the  U.S.A.* 

Buy  with  confidence  from  the  company  that's  won 
over  500  industry  awards.  TCO  '95  certification. 
The  VP1 50's  warranty  covers  3-years  on  parts  and 
labor  and  one  year  on  the  back  light.  An  Express 
Exchange*  service  option  is  also  available. 

For  more  information  on  the  company  that's 
won  over  500  industry  awards  call  ViewSonic 
at  (800)  888-8583,  or  visit  our  website  at: 
www.  ViewSonic,  com/busweek 
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In  the  beginning,  your  computer  network  was  predictable. 


Then  came  a  deluge  of  users,  platforms  and  applications.  And  each  one  brought  a  little  bit  of  chaos  to  the  system. 

There  is  a  solution.  Novell  Directory  Services®. 
At  Novell,  we're  network  specialists.  We  create  order.  With  NDS   software,  employees  are  organized  according  l| 
unique  identities.  By  typing  one  password— on  any  machine,  in  any  location— your  users  can  securely  access  all  their  files  and  applicc 
NDS  is  the  first  directory  to  integrate  with  different  platforms  like  NetWare  ,  NT  and  UNIX,  so  each  department  can  contii 
use  the  system  they  prefer.  And  intelligent  NDS-enabled  applications  can  help  you  correct  problems  like  Y2K,  before  they  become  a  d| 
Chaos  is  not  inevitable.  Novell  Directory  Services  can  stem  the  tide. 

1.800.208.2700  or  www.novell.com/directory 
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Nowadays,  things  go  tougher 
at  Coke.  But  Doug  Ivester 
has  his  eye  on  the  long  term 

The  ceo  of  Coca-Cola  Co.,  M.  Douglas  Ivester,  believes 
in  digging  into  the  details  of  all  his  company's  far-flung 
operations.  When  an  executive  from  Coca-Cola  Femsa, 
Coke's  biggest  Mexican  bottler,  mentioned  his  countiy's 
tens  of  thousands  of  mom-and-pop  retailers  at  a  pre- 
sentation last  year,  Ivester  cut  him  short,  saying:  "So  which 
are  they — moms  or  pops?"  John  Santa  Maria  Otazua,  Femsa's 
chief  operating  officer,  stammered  back:  "I  think  it's  more 
moms  than  pops,  Doug,  but  I'm  not  sure." 

Tins  wasn't  just  a  tough  leader  trying  to  throw  a  manager 
off  balance.  Ivester  was  dead  serious,  a  fact  that  speaks  vol- 
umes about  the  ceo — and  the  state  of  Coke's  business  around 
the  globe.  These  days,  some  of  the  soft-drink  maker's  biggest 
investments  aren't  in  markets  dominated  by  giant  retail 
chains  where  customers  buy  in  bulk.  They're  in  Brazil,  Rus- 
sia, and  Indonesia,  where  the  local  economies  have  been  rav- 
aged and  soda  is  sold  a  few  ounces  at  a  time.  Many  of  the 


Antiers  in  Mexico,  Coke's  second-biggest  market,  turned 
be  single  mothers  and  retirees  who  couldn't  afford 
insurance.  Armed  with  that  intelligence,  Femsa  was 
create  an  incentive  program  that  rewards  shopkeep- 
)  sell  enough  Cokes  with  access  to  group  insurance — 
that  helped  boost  Coke's  sales  volume  in  Mexico 
t  year. 

emphasis  on  nitty-gritty  details  and  creative  solu- 
vintage  Ivester.  And  it's  a  sharp  departure  from  the 
ngth,  patrician  style  of  his  predecessor,  the  legendary 

0  C.  Goizueta.  Now,  18  months  into  his  tenure, 

1  style  and  substance  are  being  tested  in  ways  he  nev- 
:1  have  anticipated.  Although  he  took  over  one  of 
a's  most  admired  companies  after  spending  years 
lg  for  the  role,  the  soft-spoken  ex-accountant  is  steer- 
impany  that  faces  a  world  of  trouble. 

•.  Over  the  past  12  months,  Ivester  has  watched  the 
risis  leave  the  mighty  Coke  machine  sputtering — its 
d  profits  battered  by  the  turmoil  abroad.  In  Brazil  and 
two  of  Coke's  biggest  overseas  markets,  flattened 
■sr  buying  power  left  growth  last  year  almost  nonex- 
n  Russia,  where  Coke  has  invested  more  than  $700 
)ver  the  past  eight  years,  the  collapse  of  the  economy 
the  Coke  system  operating  at  50%  capacity. 
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winner  may  turn  out  to  be  the  earnings  loser.  "The  gloves  are 
off  again,"  says  consultant  Stanley  Makadok,  a  former  Pepsi 
executive. 

For  Atlanta-based  Coca-Cola,  which  rode  the  wave  of 
global  capitalism  further  than  almost  any  other  U.  S.  multi- 
national, the  recent  turbulence  strikes  at  the  core  of  its 
being.  After  years  of  solid  15%  or  better  annual  earnings 
gains,  Coke 
surprised 
Wall  Street 
in  the  third 
quarter  last 

year  with  weak  results.  That  was  followed  by  a  fourth 
quarter  in  which  earnings  plunged  27%  from  1997.  For  the 
year,  Coke  registered  a  1%  drop  in  operating  income,  to 
$4.97  billion  on  $18.8  billion  in  revenues — and  is  likely  to  be 
flat  again  this  year.  To  a  company  that  has  long  been  con- 
sidered one  of  America's  premier  growth  stocks,  that's  akin 
to  falling  off  a  cliff. 

Indeed,  the  reaction  on  Wall  Street  has  been  humbling. 
During  Goizueta's  16-year  reign,  Coke  shares  rose  a  breath- 
taking 3,500%.  But  after  the  bad  news  began  to  pile  up  last 
summer,  Coke's  stock  fell  by  nearly  a  third,  from  88  to  around 
59  in  early  April.  Some  investors  have  questioned  whether 
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Things  are 
not  much  better 
back  at  home.  At  the 
very  moment  he  can  least 
afford  it,  Ivester  is  being  forced 
to  expend  precious  resources  to  fight 
off  a  reinvigorated  PepsiCo  Inc.,  which  is 
aggressively  trying  to  win  back  the  market 
share  it  lost  to  Coke  earlier  this  decade.  Suddenly, 
i  is  fighting  tooth  and  nail  for  every  restaurant  chain, 
ipermarket  display,  and  every  vending  machine  op- 
y  that  comes  up.  That  new  sense  of  purpose  has 
oke  to  make  much  costlier  concessions  to  retain  its 
customers.  Unlike  past  stermishes,  this  Cola  War  is 
jp  to  be  a  war1  of  attrition,  in  which  the  market-share 


Coke's  days  of  outsize  re- 
turns are  gone  forever.  "I  think  it's  up 
to  Coke  to  prove  they  can  get  back  on  the  growth 
track,"  says  Ned  Riley,  chief  investment  officer  for 
BankBoston,  who  started  paring  back  his  Coke  holdings  last 
summer.  Still,  there  are  some  who  believe  the  worst  may  be 
over.  Despite  a  dismal  first  quarter  in  which  operating  profits 
fell  by  9%,  Coke  shares  climbed  in  recent  weeks  to  66. 
ON  THE  OFFENSE.  So  far,  Ivester's  response  to  his  company's 
myriad  problems  has  been  remarkably  consistent.  Rather 
than  pulling  back  as  the  going  got  rough,  Ivester  has  re- 
peatedly doubled  his  bets — spending  lavishly  in  order  to  win 
an  ever-bigger  slice  of  the  global  market.  Overseas,  where 
Coke  derives  more  than  three-quarters  of  its  profits  and 
71%  of  its  growth,  that  has  meant  using  the  downturn  as  a 
chance  to  buy  bottlers,  distribution,  and  even  rival  brands 
cheap.  In  the  U.  S.  it  has  meant  spending  whatever  it  takes  to 
hold  on  to  key  customers  or  sign  up  new  ones. 

Ivester  argues  that  the  investments  will  allow  Coke  to 
emerge  from  this  period  stronger  than  ever.  "My  view  is 
that  in  any  crisis  there's  opportunity,"  he  says.  In  effect,  he  is 
betting  that  the  big  investments  made  today  will  buy  Coke 
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What  do  you  feed 
a  growing  business: 


I've  outgrown 
my  stand-alone  computers. 
Now  what? 

The  Prosignia  NeoServer,  that's  what. 
It's  a  breakthrough  concept  in  small  business  computing: 
a  server  so  easy  to  set  up,  easy  to  live  with  and  easy  to  grow  with, 
it's  in  a  class  by  itself.  Designed  to  start  working  right  out  of  the  carton, 
it  takes  the  hassles  out  of  networked  computing,  for  up  to  25  clients. 
And  the  software  ,  you  need  is  pre-loaded  and  ready  to  run — 

for  sharing  files    ^SnL  and  resources  internally  (Standard  model) 
or  launching  your    r£^^  business  on  the  Internet  (Internet  Plus  model). 


New  Prosignia  NeoServer. 


Shirting  at 


1,399 


I  do  a  lot  of  work  in  the  field.  Got  any  solutions  to  go?  mA 

-'-  ••  IVosigi.i.t  Notch* ><>ks  deliver  .ill  the  portable  power  —  and  aM  the  pi  ke  i4flpfi£ 

V^O*  performance — a  growing  business  needs.  Case  in  point:  the  all-new,  SllmmmJ 
AMD-powered  Prosignia  Notebooks,  with  12.1"  or  14.1"  TFT  displays — the  newest  additions 
the  powerful,  economical  Prosignia  Notebook  lineup,  r,      •     •    -vt     i      i  -rr»r 

F  Prosignia  Notebooks,  starting  at  1,7% 


>.  -.vr  are  Oir.-  iPlus  pn<  es  and  are  subiecl  to  change  and  do  no!  include  applicable  state  and  local  sales  tax  or  shipping  charges  Reseller  prices  may  vary  Desktop  pnang  includes  an  S700  1 7"  monitor  (15.7"  viewable)  Prtxlfl 
the  Compaq  logo  and  Prosignia  are  registered  trademarks  and  Better  answers  is  a  service  mark  of  Compaq  Computer  Corporation  Pentium  is  a  registered  trademark  and  Celeron  is  a  trademark  of  Intel  Corporation  Other  proffl 


>an  I  grow  my  business  without  planting  an  IT  department?        v,  K„() 

•osignia  makes  Compaq  your  IT  department.  With  service  and  support  you  pay  w*^^ 
If  only  when  (and  if)  you  need  it.  Choose  online. backup,  for  secure  data  storage. 
)ftware  tutorials  from  online.library.  Plus  CarePAQ  extended  warranties,  telephone 
pport  and  expert  Compaq  installation  and  integration. 

Compaq  Service  and  Support. 


How  do  I  harvest 
profits  from  the 


Internet? 


Easily.  Because  Prosignia  offers  optional  Internet 
services  to  simplify  your  entry  into  the  online 
world.  Online. commerce  lets  you  open 
an  Internet  storefront  in  as  little  as  24  hours. 
Online.connectivity  gives  you  affordable, 
dependable  Internet  access.  And  online.delivery 
means  fast,  confirmed  delivery  of  critical 
business  documents. 

Compaq  Online  Services. 
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How  do  I  get  my  hands  on  Prosignia? 

Just  about  any  way  you  want,  thanks  ^- ^to  an  idea 
called  customer  choke.  You  can  buy  (or  lease)  Prosignia  direct 
from  Compaq.  Or  from  a  value-added  reseller.  Or — this  is  news — 
at  hundreds  of  local  retailers.  Dig  up  the  details  online  at  www.compaq.com. 
Or  call  1-800-AT-COMPAQ. 

Direct  from  Compaq,  or  your  reseller,  or  a  store  near  you. 
Prosignia.  It's  what  to  feed  a  growing  business. 
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www.compaq.com 
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Buy  or  lease  direct  from 
Compaq  at: 
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market  share  and  growth  opportunities  in  the  future.  It's  a 
risky  bet.  In  the  short  term,  the  spending  spree  has  added  to 
the  pressure  on  Coke's  bottom  line  and  hammered  operating 
margins  down  from  historical  levels  of  26%  and  better  to  21% 
by  the  end  of  last  year.  Even  at  its  current  depressed  stock 
price,  Coke  trades  at  a  price-earnings  ratio  of  45 — a  number 

that  will  surely  decline 
if  Ivester's  strategy 
falls  short.  Already, 
Wall  Street  is  becom- 
ing more  skittish.  Salomon  Smith  Barney  analyst  Jennifer 
Solomon  recently  advised  clients  that  "this  may  be  the  end  of 
giving  Coca-Cola  the  benefit  of  the  doubt." 

The  barrage  of  bad  news  catches  Coke  at  a  ticklish  time. 
Managing  a  downdraft  is  tough  for  anyone,  but  Ivester,  52, 
had  barely  moved  into  the  corner  office  when  the  numbers 


he  Corporation 


hour  days  and  stays  in  contact  with  managers  worl 
through  E-mail,  voice  mail,  and  alphanumeric  pager,  d 
hesitate  to  get  involved  at  street  level,  whether  it's  mc 
ing  a  minor  acquisition  in  Peru  or  a  bottler's  compla 
South  Africa. 

RIGHT  STUFF.  If  Ivester  is  nervous  about  the  challenj 
faces,  he  doesn't  show  it.  The  son  of  a  textile-mill  supei 
he  gave  up  the  partner  track  at  accountants  Ernst  &  ' 
ney  to  join  Coke's  finance  staff  in  1979  and  has  since  w 
in  nearly  every  corner  of  the  Coke  empire.  Under  Goi 
he  executed  many  of  the  tactics  that  have  won  Coke  1 
share  of  the  worldwide  soda  market.  In  1986,  Ivesterf 
neered  the  ingenious  spin-off  of  Coke's  bottling  operatioi 
European  chief  later  in  the  decade,  he  led  the  pusl 
Eastern  Europe  by  driving  a  trunkful  of  Coke  into 
Germany  even  as  the  Berlin  Wall  was  falling.  And  as  h< 


THEY'D  LIKE  TO  SELL  THE  WORLD  A  COKE 

Sales  are  sagging  both  at  home  and  abroad,  where  Coke  derives  nearly  three- 
fourths  of  its  earnings.  Here  are  the  challenges — and  Cokes  solutions: 


SATURATED  U.S.  MARKET 

Americans  already  drink  more 
than  two  helpings  of  soft 
drinks  a  day  on  average.  To 
grab  share,  Coke  Is  striving  to 
make  its  drinks  available 
everywhere  people  gather-from 
the  post  office  to  the  school 
cafeteria. 


ROUGH  WATERS  ABROAD 

Coke  has  bet  on  emerging 
markets  from  Asia  to  South 
America.  But  with  those 
economies  devastated,  getting 
consumers  to  trade  cash  for  a 
soda  pop  is  a  tough  sell.  Coke's 
answer:  cheaper  packaging  and 
smaller  servings. 


RESURGENT  PEPSI 

Coke  still  dominates,  but  I 
nemesis  Pepsi  is  suddenly 
richer  and  more  focused.  I 
fight  back,  Coke  is  taking! 
long  view,  paying  big  buclj 
the  chance  to  bond  with  | 
consumers  through 
exclusive  sales 
deals. 


began  to  fall  apart  last  summer.  On  top  of  that,  he  follows  one 
of  the  most  successful  and  revered  ceos  in  corporate  history. 
For  all  their  mutual  respect  and  long  working  relationship, 
the  two  men  couldn't  have  been  more  different:  Goizueta,  the 
Cuban  aristocrat,  and  Ivester,  the  first  in  his  family  to  attend 
college.  The  cerebral  Goizueta  fancied  himself  the  master 
strategist  who  ruled  at  one  remove.  His  pupil,  who  puts  in  14- 


STYMIED  ACQUISITIONS 

Attempts  to  snare  big  overseas 
brands  such  as  Orangina,  or 
the  foreign  rights  to  Cadbury 
Sehweppes's  soft  drinks  and 
mixers  have  been  blocked  by 
regulators.  But  observers 
expect  Coke  to  eventually 
make  concessions  and 

close  the  deals.  ^  ^^jsa  from  1991  to 

he  introduced  a  plastii 
sion  of  Coke's  contour  bottli 
helped  lift  Coke's  U.  S.  market  | 
two  percentage  points. 
Inside  the  Coke  camp,  few  question  that  I 
has  the  right  stuff  to  take  Big  Red  back  to  its  J 
days.  Coke's  board  has  made  it  clear  that  Ivester  has  its' 
luted  confidence.  "I  can't  think  of  anyone  better  suited  t, 
Coca-Cola  through  its  current  situation,"  says  directoi 
bert  A.  Allen,  president  of  Allen  &  Co.  And  Warren  E' 
fett,  a  director  and  Coke's  largest  shareholder,  with  20' 
lion  shares,  or  8%  of  the  company's  stock,  tells  BU5* 
week:  "Doug  is  as  good  as  they've  ever  had.  If  I  c1 
the  whole  company,  Doug  Ivester  would  still  be  runnii 
Even  as  the  economic  winds  battering  Coke  read 
force,  Ivester  has  remained  unflappable.  In  a  pep  talk  t 
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for  a  Business  Class  fare. 


There's  only  one  airline 
that  offers  yon  the  personal 
comfort  of  First  Class  travel  to 
Asia  at  a  Business  Class  price — 
Northwest  Airlines. 

And  thanks  to  Northwest 
Airlines'  Connect  First""  Asia 
program,  your  opportunity  to  fly 
First  Class  has  never  been  easier. 

Simply  buy  a  World  Business 
ClassSM  fare  to  Asia  and  connect 
through  any  of  our  U.S.  or  Asian 
gateways,  and  you'll  automatically 
be  upgraded  to  First  Class  on 
the  very  same  flight. 

In  addition,  if  your  roundtrip 
flight  connects  through 

Make  traveling  First  Class  with  Northwest  Airlines  your  business. 

Minneapolis/St.  Paul.  Detroit  or 
Memphis,  you'll  earn  up  to  1,000 
WorldPerks'  Bonus  Miles. 

Northwest  Airlines' 
ConnectFirst  Asia.  It's  the  best 
business  deal  you  can  make 
going  to  Asia. 


ftjjk  NORTHWEST 

K        J  AIRLINES 


1   permit  travel  in  First  Class  when  purchasing  Business  Class  for  travel  on  connecting  service  between  the  US  and  Asia  via  the  Paafic  Travel  must  originate 

!  US.  and  ts  not  valid  on  nonstop  flights  Tickets  are  refundable  Seats  are  limited  and  may  not  be  available  on  all  'lights.  Fares  are  subject  to  change  Some 
I  are  sub|ect  to  government  approval  Some  travel  may  be  on  flights  operated  by  Continental  Airlines  or  other  Northwest  Air!  ink/Northwest- designated 

:e  partner  flights  Transpacific  NW  designated  flights  operated  by  Continental  Airlines  mutt  be  booked  in  Business  Class  and  fares  are  not  valtd  with  any  other 

on.  certificate,  discount  or  upgrade  Other  restrictions  may  apply  Fares  are  permitted  for  travel  daily,  and  in  addition,  select  markets  offer  lower  fares  for 
Sun-Thu  Fares  do  not  include  up  to  $50  roundtnp  for  U  S  Transportation  Tax/Customs  and  Immigration  Charges  and  foreign  departure  taxes,  and  Passenger 

y  Charges  from  $l-$3  per  airport  apply,  up  to  a  maximum  of  $12  roundtnp  per  person 

19  Northwest  Airlines.  Inc  Northwest  recycles  enough  paper  products  m  one  year  to  save  16.000  trees  Q 

1-800-447-4747  /  www.nwa.com 
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ployees  in  February,  Ivester  was  resolute  that  the  busi- 
ness hadn't  fundamentally  changed,  noting  that  Coke  had 
weathered  countless  economic  crises  in  its  113  years.  "We're 
dealing  with  human  thirst,"  Ivester  tells  employees  in  his 
gentle  Georgia  accent.  "There's  nothing  about  economic 
change  that  is  going  to  change  people's  thirst." 

Still,  the  global  cri- 
sis has  left  many 
thirsty  people  in  Asia, 
Russia,  and  Latin 
America  unable  to  afford  a  Coke.  In  Brazil,  its  third-largest 
market,  Coke  has  lost  more  than  one-tenth  of  its  54%  market 
share  to  low-cost  local  drinks  produced  by  family-owned  bot- 
tlers exempt  from  that  country's  punitive  soft-drink  taxes. 
And  in  Japan,  Coke's  fourth-largest  market,  sales  have  been 
flattened  both  by  economic  turmoil  and  an  emboldened  Pep- 
si, which  last  year  signed  up  beverage  giant  Suntoiy  as  its 
new  Japanese  distributor. 

In  the  short  run,  Ivester  is  doing  whatever  it  takes  to 
keep  the  syrup  flowing.  To  make  drinks  more  affordable. 
Coke  has  switched  from  plastic 
to  refundable  glass  packaging  and 
introduced  cheaper  6.5-oz.  bottles. 
It  has  scaled  back  ad  campaigns 
in  favor  of  in-store  "instant  win" 
promotions.  In  Poland,  Coke  bun- 
dled free  candy  bars  with  its  half- 
liter  bottles — one  of  several 
moves  that  have  helped  boost 
first-quarter  sales  there  17%.  And 
costs  are  being  cut,  too:  Coke's 
Indonesian  officials,  for  instance, 
relinquished  their  downtown  of- 
fice space  and  moved  into  a  bot- 
tling plant. 

But  Ivester  doesn't  manage 
just  for  the  short  term.  By  in- 
vesting in  new  capacity  around 
the  world,  he's  making  a  bet  that 
the  global  economy  recovers 
swiftly.  On  a  recent  swing 
through  Brazil,  he  announced  that 
despite  the  40%-  devaluation  of 
the  real — or  maybe  because  of 
it — Coke  will  boost  its  investment 
in  Brazil  by  10%,  to  $366  million, 
this  year.  In  October,  he  vowed 
to  plow  more  than  $1  billion  into 
Africa  over  the  next  three  to  five 
years,  doubling  Coke's  invest- 
ment there.  And  in  China,  where 
Coke  volume  grew  20%  last  year, 
Coke  managers  are  taking  the  ul- 
timate long-term  view,  putting 
together  a  100-year  plan  at 
Ivester's  request.  "I  think  we'll 
look  back  and  view  the  coming 
10  years  as  one  of  the  greatest 
periods  of  market-share  gains  in 
the  company's  history,"  says  director  Allen. 

Ivester  insists  in  some  cases  that  prices  now  are  just  too 
low  to  pass  up.  Last  summer,  Coke  offered  $187  million  to 
Britain's  Inchcape  PLC  for  four  bottling  plants  in  Russia.  But 
as  the  economy  continued  to  sour,  Coke  eventually  got  them 
in  October  for  just  $87  million.  Still,  critics  such  as  Schroder 
&  Co.  analyst  Caroline  Levy,  warn  that  it  could  be  15  years 
before  Coke  gets  a  return  on  its  Russian  investments.  "Coke 
is  overcapitalized  relative  to  the  growth  rates  of  many  emerg- 
iconomies  it  operates  in,"  she  says.  Coke  Chief  Financial 


Officer  James  E.  Chesnut  says  investments  in  Russia  wi 
off  much  faster  than  analysts  think. 

Coke  points  to  Mexico  as  an  example  of  the  strength 
long-term  strategy.  Mexican  managers  boosted  market 
in  their  country  from  53%  to  68%  by  investing  in  new  y 
during  the  peso  crisis.  Coke  doesn't  break  out  earnin 
country  but  says  the  market  is  "very  profitable"  and  ttu 
ume  rose  13%  last  year. 

BIGGER  GULPS.  Ivester  isn't  betting  just  on  his  abil: 
get  more  people  around  the  world  to  drink  more  Coke.; 
ing  spent  the  past  decade  building  a  worldwide  bottlin; 
tern,  he  intends  to  use  it  to  deliver  any  beverage  that  ca 
a  big  following.  His  boldest  gambit  yet  is  his  $1.85  billioi 
to  acquire  rights  in  120  markets  outside  the  U.  S.  to  C; 
Dry,  Dr  Pepper,  and  the  rest  of  Cadbury  Schweppes  PLC 
drinks  and  mixers — a  deal  that  would  give  Coke  two; 
percentage  points  of  global  market  share,  and  probably 
than  that  in  time. 

That's  a  big  if.  The  deal  is  facing  stiff  resistance 
regulators  in  such  countries  as  Mexico  and  Australia,  \ 


life! 

drive  « 

REM  REFRESHMENT, 


PUMPING  UP  SALES 

In  Pennsylvania,  a 
hybrid  vending 
machine  and  gas 
dispenser  is  being 
tested,  in  the  drive 
for  new  selling  points 


Coke  already  has  65%  market  share.  "Out  of  sheer  stuj, 
they're  tying  the  rope  around  their  own  necks — it's  lik' 
crosoft,"  says  Enrique  Molina,  chairman  and  ceo  of  l! 
Gemex,  Pepsi's  largest  bottler  in  Mexico.  Some  analyst 
rivals  say  the  problem  stems  as  much  from  Coke's  int 
gence  as  its  size.  In  France,  Coke's  proposed  takeo\ 
the  Orangina  brand  has  been  blocked  by  regulators  1 
months,  though  analysts  believe  Coke  will  make  concei 
and  end  the  impasse  soon.  "Coca-Cola  counted  a  lot  on  it 
and  reputation,  and  in  fact,  things  didn't  turn  out  th< 
they  wanted,"  says  one  Paris  analyst. 

Back  at  home,  where  Coke  derives  one-fifth  of  its  pro 
faces  an  entirely  different  order  of  problems.  Consi 
here  already  drink  more  soft  drinks  than  in  any  other 
try  outside  of  Mexico — 45%  of  it  from  the  Coca-Col 
Combine  that  with  a  reinvigorated  Pepsi  fighting  for 
scrap  of  market  share  (page  151),  and  Coke  is  left  wit 
room  to  maneuver.  Almost  anywhere  it  turns  it  fact 
prospect  of  having  to  sacrifice  profitability  to  increase 

Far  from  shrinking  from  the  challenges,  Ivester  hi 
a  goal  of  increasing  per  capita  U.  S.  consumption 
Coke  products  by  25%  a  year,  to  500  eight-oz.  sellings 
that  does  mean  he  thinks  every  American,  on  ave 
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"WHEN  OUg^fJiSXDMERS  WANTED 
VOICE  MAIL.  WHt;OULDNT  AFFORD  TO 
WASTE  TIME  SPINNING  OUR  WHEELS." 


g^fe    Recently,  customers  of  a  CLEC  in  one  of  our  local  markets  were  clamoring  for  voice  mail 
•*S>     service.  However,  the  CLEC  didn't  have  the  capability.  They  needed  a  voice  mail  network, 
and  they  needed  it  now.  That's  when  they  called  in  GTE  WHOLESALE  MARKETS. 
Experience  told  us  it  would  take  eighteen  months  to  construct  an  entirely  new  voice  mail  network. 
Not  good  enough.  So  we  devised  a  plan  that  would  use  existing  GTE  infrastructure  and  bring  the 
same  service  online  in  just  one  month.  Without  tying  up  huge  amounts  of  capital  in  the  process. 
Is  a  communications  problem  throwing  you  a  curve?  GTE  can  deliver  innovative  solutions  that 
provide  more  capacity,  more  technology,  more  of  what  you  need  to  be  successful.  And  we  can  do  it 
in  a  hurry.  Call  GTE  Wholesale  Markets  at  1-888-483-9594,  or  visit  us  on  the  Internet  at 
www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And,  best  of  all,  we'll  steer  you  in 
the  right  direction  and  help  you  accelerate  toward  your  goals. 
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should  be  drinking  close  to  two  cups  of 
Coke's  products  every  day.  To  get  there, 
he's  looking  for  new  ways  and  new 
places  to  sell  a  thirsty  public  a  Coke — or 
a  Coke  product. 

If  Ivester  has  his  way,  consumers  will 
soon  find  Coke's  red-and-white  machines 
everywhere  from  the  local  post  office  to 
the  school  cafeteria.  Although  they  ac- 
count for  an  estimated  one-tenth  of  Coke's 
systemwide  sales,  vending  machines  carry 
rich  margins,  and  Ivester  thinks  there's 
room  for  a  lot  more.  A  couple  of  years 
ago,  he  asked  execs  at  Coca-Cola  Con- 
solidated— his  second-largest  U.  S.  bot- 
tler— to  try  an  experiment.  He  wanted 
them  to  double  the  number  of  vending 
machines  in  Salisbury,  N.  C,  a  small  city 
that  had  been  budgeted  for  a  modest  4% 
increase  in  capital  spending.  The  result: 
Each  machine  generated  a  30%-to-50% 
annual  return.  Coke  Consolidated  is  now 
adding  25,000  new  vending  machines.  "I'll 
spend  capital  all  day  long  if  it  generates  a 
return  like  that,"  says  Consolidated  CEO 
Frank  Harrison  III.  Now,  Coke  is  testing 
a  hybrid  gas  pump/vending  machine  in 
Pennsylvania  and  is  working  on  a  similar 
stamp/beverage  machines  for  post  offices. 
WATER,  water.  But  not  all  of  Coke's 
U.  S.  marketing  expenditures  are  likely  to  be  that  lucrative. 
With  Pepsi  upping  the  ante,  Coke  must  pay  more  to  keep  its 
most  important  fountain  contracts.  Consider  the  heated  bid- 
ding over  the  10,000-store  chain  of  Burger  King  Corp., 
which  recently  came  up  for  renewal.  Burger  King  pays 
Coke  about  $220  million  a  year  for  40  million  gallons  of 

soda  syrup,  accord- 
ing to  people  close 
to  the  deal.  Under 
the  old  contract, 
they  say,  Coke  gave  back  about  $25  million  of  that  in  rebates 
to  the  food  chain.  After  Pepsi  pitched  Burger  King  for  the 
business,  Coke  ended  up  winning,  but  only  by  doubling  its 
rebate.  Says  consultant  Tom  Pirko,  president  of  Bevmark 
Inc.:  "That  has  to  do  a  real  number  on  Coke's  margins." 


HARD  ACT  TO  FOLLOW 

Ivester's  style  differs  completely 
from  that  of  late  CEO  Goizueta. 
Like  Goizueta,  however,  he  has 
the  board's  total  confidence 
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oug  Ivester  isn't 
the  first  Coke  CEO 
to  face  big  challenges. 
His  predecessor, 
Roberto  Goizueta,  also 
became  a  "Man  on  the 
Spot"  after  his  ill- 
fated  1985  decision 
to  replace  Coke's  tra- 
ditional secret  formula 
with  a  sweeter  New 
Coke.  But  just  like 
Ivester  today,  Goizueta  took  the  long  view.  He  quickly 
cut  his  New  Coke  losses,  ended  Coke's  foray  into  film- 
making, and  refocused  on  the  core  brand.  A  reinvigorat- 
ed  Coke  went  on  to  become  an  earnings  phenomenon. 


Worse,  the  Burger  King  rebates  w 
ly  jack  up  the  price  for  many  of 
remaining  contracts. 

Increasingly,  Coke  is  also  ha^ 
pay  top  dollar  to  sign  smaller,  less 
tional  deals.  In  April,  a  Coke 
agreed  to  pay  $28.5  million  over  te 
for  sales  rights  across  a  single  M 
school  district,  twice  what  Pepsi  t 
Coke  thinks  the  hefty  fee,  which 
out  to  an  annual  $28  per  studer 
pay  off,  since  soda  loyalties  are  oi 
tablished  in  the  teen  years.  Meanvs 
the  supermarket  aisles,  where  n 
are  a  paltry  3%,  Coke's  attempts  i 
prices  have  hurt  sales. 

Still,  with  the  average  Ameri 
ready  swilling  more  than  800  sen 
soda  a  year,  skeptics  wonder  hov 
growth  can  be  wrung  out  of  th 
The  flagship  brands,  Coke  Clasi 
Diet  Coke,  are  still  growing  rough 
year,  but  they  may  be  approach 
limit.  In  recent  years,  consumers'  i 
for  colas  overall  has  flattened — a 
has  actually  lost  ground  to  bottl 
ter.  That's  why  Coke  has  added  a 
new  products  in  the  U.  S. — fron 
soft  drinks,  such  as  citrus-flavored 
to  juices,  teas,  and  now  water. 
Yet  even  as  he  moves  to  capture  a  larger  share  o 
side  markets,  Ivester  emphatically  rejects  the  notii 
Coke  has  hit  a  permanent  plateau  in  the  U.  S.  He  s; 
pundits  have  predicted  the  passing  of  colas  ever  si 
1930s.  During  lunch  in  his  executive  dining  room, 
jumps  up  and  quickly  returns  with  a  color-coded  U. 
comparing  consumption  per  capita  for  each  city  or 
with  that  of  another  country.  The  per-person  consumji 
Coke  in  Lubbock,  Tex.,  for  instance,  is  no  higher 
Chile;  Knoxville,  Tenn.,  the  same  as  Mexico.  And  co: 
in  Phoenix  and  Los  Angeles — two  of  the  lowest  in  sol 
consumption — drink  no  more  Coke  than  people  in  Hi 
"Why  am  I  so  optimistic  about  the  future?  Look  I 
map,"  he  says. 

Ivester  insists  that  Ms  strategy  includes  nothing  ti 
mentor,  Goizueta,  wouldn't  have  done.  But  although  I 
may  have  held  to  his  original  vow  of  "no  left  turns,  rl 
turns"  after  Goizueta's  death  from  cancer  in  late  19911 
have  been  some  subtle  changes  in  the  Coke  culture  anl 
"DOWN  TO  EARTH."  While  Goizueta  kept  constant  wl 
Coke's  stock  and  the  analysts  who  followed  it — sometiil 
tiquing  their  reports  with  handwritten  notes — Ivester  pi 
energies  instead  into  Coke's  customers,  no  matter  hovl 
J.  L.  "Sonny"  Williams,  president  of  Minyard  Food  Sll 
Coppell,  Tex.,  still  recalls  how  Ivester  sent  a  red  wag< 
the  birth  of  his  first  child  last  year,  and  then  took  time 
a  recent  stop  in  the  Lone  Star  State  to  chat  over  barbe 
tour  one  of  Minyard's  85  stores.  "It  was  nice  to  see  a  C 
was  so  down  to  earth,"  recalls  Williams,  who  says  he' 
met  anyone  from  Pepsi  headquarters.  Says  Ivester:  "If 
cus  on  the  customer's,  the  business  will  prosper,  and  if  t! 
ness  prospers,  the  stock  will  eventually  be  priced  righ 
Ivester  has  also  begun  the  delicate  task  of  shifting 
corporate  culture,  which  had  developed  a  reputation  i 
quarters  for  arrogance  and  stodginess.  To  speed  the  d| 
making  process,  Ivester  has  cut  several  layers  out  of  Col 
ganizational  hierarchy.  Under  Goizueta  he  began  scfl 
Coke's  grueling  December-  planning  marathons  with  mi 
in  favor  of  real-time  budgeting — giving  his  field  genera' 


/  gifts,  find  merchandise,  and 
to  recover  items  travelers  left 
vhile  on  trips.  But  they  often 
1  to  tackle  tougher  assignments, 
rrill  client  saw  a  hotel  in  a 
nought  it  would  be  the  perfect 
mark  her  wedding  anniversaiy, 
d  Merrill  to  find  it.  A  concierge 
nted  the  video,  got  the  name 
ic  hotel  in  Zihuatanejo,  Mexico, 
e  all  the  travel  arrangements. 

The  market  for  high- 


end  card  services  is  growing  rapidly. 
MasterCard  International  Inc.  has  been 
pushing  its  frills-laden  World  Master- 
Card. With  annual  fees  ranging  from 
$50  to  $125,  the  card  targets  $100,000- 
plus  households. 

AmEx  won't  disclose  its  Platinum 
card  base,  but  industry  observers  figure 
there  are  about  350,000  members.  Mer- 
rill has  signed  up  185,000  Visa  Signature 
accounts  since  last  October,  and,  with 
1.9  million  people  holding  cma  accounts, 
its  rosters  are  likely  to  swell  past 
AmEx'  soon — especially  with  Mer- 
rill's recent  big  push. 


$2,000  ticket.  Even  more  appealing, 
Merrill  lets  you  design  your  own  re- 
wards. Want  a  different  type  of  cam- 
corder than  the  catalog  lists  for  your 
62,500  points?  It's  negotiable. 

But  with  its  hard-won  clout  with 
restaurants  and  resorts,  AmEx  offers 
a  clutch  of  compelling  flourishes,  too. 
While  Merrill  offers  free  upgrades  at 
the  Ritz-Carlton  and  Le  Meridien  hotels, 
AmEx  offers  them  at  300  hotels  and 
several  cruise  lines.  American  Express 
guarantees  a  table  each  night  for  card 
members  at  more  than  200  hot 
restaurants,  ranging  from 
Aquavit  in  New  York  to 
Scaramouche  in  Toronto. 
What's  more,  Merrill 
can't  quite  match 
AmEx'  compan- 
ion-travel of- 
fer, where 


)to  $2,500  a  day 


tes,  fly  any  airline,  create  your 


eferrals,  gift  advice,  event 


s  for  travel,  sports,  dining, 
shows 


gers  handle  details  of  warranty 


d  items  repaired  or  replaced 
to  90  days 


ii  /acuation,  $1  million  max  for 
i  side  dispatch 


<j  guarantee,  preferred-traveler 


"It  can  be  profitable  to 
serve  well-heeled  clients  if  you 
do  it  right,"  says  David  Robertson, 
president  of  The  Nilson  Report,  a  card- 
industry  newsletter.  He  says  the  mar- 
gins are  heftier  on  these  tony  cards. 
Key  reasons:  The  high-end  folks  use 
their  cards  more  often  than  regular 
cardholders,  but  few  use  such  pricey 
services  as  medical  evacuation  and  pro- 
grams that  guarantee  the  lowest  prices 
on  merchandise  purchases. 
NEGOTIABLE  REWARDS.  So  which  card  is 
best?  That  depends  on  how  you  want  to 
use  it.  "A  good  deal  for  you  may  not  be 
for  somebody  else,"  says  Robert  B. 
McKinley,  president  of  CardWeb.com 
Inc.,  an  outfit  that  monitors  card  news 
for  the  industry.  Merrill's  user-friendly 
Web  site,  with  its  glossy  rewards-pro- 
gram pages  and  its  growing  merchant 
links,  is  certainly  a  plus. 

Merrill  offers  a  few  other  clear  edges. 
Its  biggest  bragging  point  is  a  travel 
benefit  that  allows  clients  to  use  reward 
points  for  a  flight  on  any  airline  at  any 
time,  with  no  blackout  periods  and  no 
advance  purchase  or  Saturday  stay  re- 
quirements. "Merrill  Lynch  just  goes 
out  and  buys  the  ticket  for  me,"  says 
Richard  A.  Albertelli  of  Wilton,  Conn. 
For  25,000  reward  points,  Merrill  gives 
a  $500  ticket,  while  100,000  merit  a 


clients  who  buy  a  full-fare  first-  or  busi- 
ness-class international  ticket  on  15  par- 
ticipating carriers  get  to  take  a  com- 
panion for  free,  a  nifty  benefit  for  the 
spouse  who  aches  to  tag  along  on  that 
business  trip  to  Bangkok. 

In  spots  where  the  competitors  have 
matched  each  other  benefit  for  benefit, 
AmEx  seems  a  bit  more  generous.  Both 
cards,  for  instance,  offer  "purchase  se- 
curity" programs  in  which  cardholders 
are  protected  against  theft  or  accidental 
damage  to  merchandise  for  90  days.  But 
while  Men-ill  will  repair  or  replace  items 
for  up  to  just  $500,  AmEx'  coverage 
stretches  up  to  $10,000. 

The  bad  part  about  both  cards  is 
that,  alas,  customers  face  stiff  costs  if 
they  don't  pay  their  bills  promptly.  Op- 
tions for  delaying  payment  can  be 
pricey  either  in  high  interest  rates  or 
with  terms  that  tie  up  such  collateral 
as  stock.  That,  however,  is  no  big  deal 
for  many  of  the  cardholders.  They're 
people  who  could  otherwise  simply 
write  a  check  to  cover  their  sometimes 
lavish  bills — but  who  think  that  it's 
much  more  fun  flashing  that  gleaming 
sliver  of  plastic  platinum. 

By  Joseph  Weber 
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THE  AMEX  IS  STARTING 
TO  FEEL  THE  HEAT 

A  new  lawsuit  alleges  price-fixing  in  its  options  market 


On  Mar.  16,  1998,  Edward  R.  Man- 
fredonia  wrote  a  10-page  letter  to 
Frank  G.  Zarb,  chief  executive  of 
the  National  Association  of  Securities 
Dealers.  Word  was  just  out  that  the 
NASD  was  planning  to  merge  with  the 
American  Stock  Exchange.  Manfredo- 
nia, a  trader  turned  whistle-blower, 
wanted  Zarb  to  know  about 
what  he  alleged  was  a  pat- 
tern of  illegal  activity  at  the 
Amex.  The  outcome:  Noth- 
ing. No  one  at  the  nasd  con- 
tacted him. 

Well,  Zarb  and  other  reg- 
ulators are  starting  to  pay 
more  attention  to  allegations 
about  the  Amex.  In  a  state- 
ment on  Apr.  16,  the  Amex' 
new  overlord  pledged  to 
"follow  up  all  claims  of  im- 
proper activity  in  any  of  our 
marketplaces."  The  reason 
for  the  sudden  change  in  at- 
titude was  simple:  Zarb  was 
reacting  to  a  business  week 
Cover  Story  that  hit  news- 
stands that  day.  The  article 
reported  allegations  of  wide- 
spread misconduct  at  the 
Amex,  including  improper 
trading,  price-fixing  in  the 
options  market — and  lax  en- 
forcement by  the  Amex. 
business  week  also  found 
that  the  Securities  &  Ex- 
change Commission  and  law 
enforcement  failed  to  inves- 
tigate Manfredonia's  allega- 
tions, important  aspects  of  which  were 
substantiated  by  business  week. 

The  Amex  may  have  no  choice  but  to 
finally  confront  its  problems — if  only  be- 
cause the  lawsuits  have  begun.  On  Apr. 
16,  two  of  the  Amex'  largest  specialist 
firms — Spear,  Leeds  &  Kellogg  and 
Susquehanna  Investment  Group  Inc. — 
were  named  in  a  class  action  alleging 
options  price-fixing.  The  suit  was  filed  in 
Federal  District  Court  in  Manhattan  by 
the  four  lead  law  firms  in  an  antitinst 
case  alleging  price  collusion  by  Nasdaq 
market-makers.  That  case  has  resulted 
in  $1  billion  in  settlements. 


The  Amex  case  alleges  that  Spear, 
Susquehanna,  and  other  unnamed  de- 
fendants violated  the  federal  antitrust 
laws  through  a  "conspiracy  to  raise,  fix, 
and  maintain"  the  bid-ask  spreads  of 
Amex  options  at  artificially  high  levels. 
"They  have  combined  to  create  a  two- 
tier  market,  apparently,  and  are  operat- 


more  difficult  to  implement  at  th 
outciy"  system  used  by  the  othe 
options  trading  center,  the 
Board  Options  Exchange. 

In  the  end,  all  the  allegatio 
rounding  the  Amex  will  have  to 
ed  out  by  the  sec,  which  for  y< 
demonstrated  a  hands-off  attiti 
Mai".  26,  the  sec  sent  a  letter  to 
options  exchanges,  asking  for 
tion  on  options  pricing  and 
spreads,  as  well  as  documents  r< 
possible  collusion  by  market-i 
The  sec  request,  however,  was 
formal  inquiry,"  not  an  investig 
NO  CONTACT.  If  the  sec  acts  on 
pricing,  it  will  be  a  changed  a{ 
Officials  of  the  new  NASDAQ-Am 
ket  Group — including  Amex  CI 
Richard  F.  Syron — say  that  the 
long  expressed  satisfaction  w 
Amex1  record  as  a  regulator.  C 
to  a  report  in  The  Wall  Street  j 
officials  deny  that  any  broader 
gation  of  the  Amex  has  begun, 
persons  with  firsthand  know! 
Amex  floor  scandals  say  that  th 
never  been  contacted  by  the  se 

For  that  matter,  Amex  whist 
er  Manfredonia  says  he  did  n 
get  replies  to  most  of  his  lettc 
only  outcome  of  his  letters  was 
suit  by  a  former  Spear  Leeds  m 
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Mr  Frank  Zarb 

Chairman 

NASDAQ 

1735  K  Street 

Washington.  D  C  20UU° 


16  March  1998 


Deac  Mr  Zarb 

This  is  the  second  letter  concerning  ci 


CHANGE  OF  ATTITUDE:  NASD  chief 
Zarb  is  now  all  ears  to  allegations 
of  wrongdoing  at  th  e  Amex 


ing  it  for  their  benefit  and  to  the  detri- 
ment of  the  general  trading  public," 
says  Robert  A.  Skirnick,  one  of  the 
lawyers  bringing  the  suit.  Spear  de- 
clined comment,  and  Susquehanna's  gen- 
eral counsel  did  not  return  phone  calls. 

Zarb's  statement  did  not  directly  ad- 
dress dual-pricing  and  said  that  the  "op- 
tions pricing  matter  is  an  industrywide 
issue."  However,  as  described  by  Amex 
sources,  the  alleged  Amex  price-fixing 
stems  from  the  trading  system  at  the 
exchange — with  market-makers  offer- 
ing narrower  spreads  than  specialists 
who  set  the  prices.  Thus  it  would  be 


iriminal  activity  at  the  AMEX. 

magn,t"d?<han,thosendthatevi 
wish  v~' 

director,  Pasquale  Schettino,  \>.)j 
been  accused  by  the  Amex  of  1 
list  of  improper  acts.  Schettino  q 
nied  wrongdoing.  Late  in  1995, 
no  sued  Manfredonia  for  libel  be 
some  letters  Manfredonia  had  v 
But    Schettino    has    had  > 
thoughts  about  his  libel  suit  o 


past  few  days.  On  Apr.  20,  he 
agreed  to  dismiss  the  suit.  It 
Manfredonia,  the  end  of  a  legaj 
mare.  But  for  the  Amex  and 
powerful  Aims,  the  bad  dreams)! 
only  just  beginning. 

By  Gary  Weiss  in  M 


itroducing  Voice  Mail  Notification  from  SkyTel. 

:onstantly  checking  voice  mail  an  annoying  waste  of  time?  That's  why  whenever  you  receive  a  voice  mail,  SkyTel  notifies  you  right  on  your  pager.  And 
A  is  the  only  paging  service  with  Caller  ID,  which  tells  you  whom  the  message  is  from  and  if  it's  urgent.  SkyTel  can  even  notify  you  if  you  have  a 
ige  on  your  home  or  business  phone.  So  now  you  can  choose  which  messages  are  worth  calling  in  for  and  which  ones  can  wait.  With  SkyTel,  you're  in 
ol  of  your  voice  mail.  Which  means  the  days  of  checking...  and  checking...  and  checking...  are  gone.  So  get  SkyTel.  And  get  the  message,  guaranteed. 

all  now  and  get  SkyReply"  free  for  a  year'  so  you  can  respond  to  messages  right  from  your  pager. 


Now  available  at  most  i!3pot  locations. 

Call  1-800759-6295  or  visit  www.skytel.com 

'Limited-time  offer  fot  new  activations  only.  Some  restrictions  moy  apply.  ©1 999  SkyTel.  SkyTel  Communications  Inc.  is  a  NASDAQ  company,  SKYT 


55%  BETTER.  INVOICES  ARE 
PAID  30%  FASTER.  CUSTOMERS' 
RECALL  IS  80%  GREATER. 
NOW  THAT  AIN'T  KIDS'  STUFF. 

KEEP  THE  CONVERSATION  GOING. 
SHARE  THE  KNOWLEDGE. 

THEW(f?ffiM^T  COMPANY 

XEROX 


Inside  Wall  Street 


BY  GENE  G.  Ml  ARC  I AL 

TDS:  WAITING  FOR 
THE  PHONE  TO  RING? 

Amid  the  flurry  of  telecom  mergers, 
investor  Mario  Gabelli  thinks  Tele- 
phone &  Data  Systems  (tds)  will  be  his 
next  big  winner.  Now  trading  at  57,  the 
stock  has  been  on  the  rise  and  is  near 
its  52-week  high  of  60.  But  Gabelli,  who 
has  a  12.6%  stake,  argues  that  tds  is 
still  undervalued,  based  on  its  assets 
and  strong  cash  flow.  He  puts  the  in- 
trinsic, or  private  market,  value  of  its 

THE  SERVICE  PROVIDER  MAY  RE 
SET  TO  ENTERTAIN  RIDS 
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GABELLI:  TDS 

is  buyout  bait 

assets  at  102  a  share.  So  he  figures  tds 
will  attract  a  buyer,  either  for  some  of 
its  assets  or  for  the  entire  company. 

Some  analysts  say  the  Carlson  family, 
led  by  tds  Chairman  Leroy  Carlson  Sr., 
which  controls  53%  of  the  voting  stock, 
seems  to  have  had  a  change  of  heart — in 
favor  of  entertaining  bids.  They  think 
Gabelli's  persistence  in  egging  manage- 
ment on  to  enhance  shareholder  value  is 
bearing  fruit.  But  even  without  a  deal, 
tds  could  double  in  a  year,  says  Gabelli. 
In  the  cuirent  environment,  where  the 
big  players  are  paying  premiums  for 
telecom  assets,  "tds  is  in  a  win-win  sit- 
uation" on  its  fundamentals  and  is  an  in- 
expensive asset  play,  he  says. 

Dmitry  Khaykin,  an  analyst  at  Gabel- 
li &  Co.,  thinks  tds  could  generate  more 
than  $1.1  billion  in  cumulative  aftertax 
'•ash  flow  over  the  next  five  year's.  Serv- 
ing about  3  million  customers  in  35 

tes,  tds  provides  local  and  long-dis- 
tance phone  service  plus  cellular  and 
personal-communications  services,  tds 
-^1%  of  U.  S.  Cellular,  which  pro- 
vides cell-phone  service  to  2.2  million 
users,  and  82.3%  of  Aerial  Communica- 
tions, a  paging  outfit. 


tds  plans  to  spin  off  its  stake  in  Aer- 
ial to  tds  shareholders.  But  Gabelli 
thinks  Aerial  could  end  up  being  sold 
outright.  Aerial,  trading  at  7,  could  fetch 
12  a  share  in  a  buyout,  he  says.  U.S. 
Cellular,  now  at  45,  is  worth  52  per  tds 
share.  While  tds  spokesman  David  Ep- 
stein won't  comment  on  conjecture  that 
tds  may  be  a  buyout  target,  he  says, 
"We  regard  Gabelli  as  an  extremely  as- 
tute analyst." 

THIS  UTILITY 
NEEDS  A  JOLT 

Shares  of  tnp  Enterprises  (tnp),  the 
parent  of  Texas-New  Mexico  Power 
Co.,  have  headed  downhill  since  they 
hit  38  in  late  December.  The  stock  has 
slid  to  28  because  of  disappointing  earn- 
ings, so  analysts  aren't  so  hot  on  it.  But 
some  big  investors  remain  bullish. 

Money  manager  Doris  Kelly- Watkins 
of  Evergreen  Asset  Management,  a  unit 
of  First  Union  Bank,  likes  the  underly- 
ing fundamentals,  such  as  its  "fine  man- 
agement" and  the  "strong  growth  terri- 
tory" that  the  utility  serves.  And,  she 
says,  tnp  is  an  attractive  takeover  can- 
didate. (Evergreen  owns  nearly  5%  of 
the  stock.)  Kelly-Watkins  says  she  isn't 
aware  of  any  imminent  deal,  but  adds: 
"I  wouldn't  be  surprised  if  one  sur- 
faced." She  notes  that  tnp  'lacks  the 
critical  mass  to  compete  in  the  current 
competitive  environment."  She  may  be 
on  the  right  track:  One  industry  pro  in- 
sists that  tnp  is  in 

talks  with  suitors,      A  DEAL  COULD 
and  he  expects  a    JUICE  THINGS  UP 

deal  shortly.  JS 

Mark  Luftig  of 
W.  H.  Reaves,  a 
New  York  invest- 
ment firm  that  in- 
vests mainly  in 
utilities,  is  also 
high  on  tnp:  He 
expects  earnings  to 
grow  nicely  and 
also  thinks  tnp  is 
an  attractive  tar- 
get. Any  large 
utility  in  Texas 
might  well  acquire 
tnp,  which  he  values  at  35  in  a  buyout. 

Chairman  and  ceo  Kevern  Joyce  says 
tnp  is  "well  on  track  on  its  growth 
plan,"  but  wouldn't  comment  on  specu- 
lation about  buyout  talks. 

Analyst  Javier  Rivela-Rodriguez  of 
Redwood  Securities  Group  expects 
tnp  will  earn  $2.68  a  share  in  1999 
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THE  SEC 
ARE  IN  TH 


and  $3.02  in  2000,  up  fron 
$2.64. 


ARDENT  AND  PRI 
MAY  PROSPER 

Back  when  technology  and  c 
stocks  were  riding  high, 
Software  (ardt)  headed  south, 
from  26  hi  early  February  to  1 
March.  The  drop  was  due  to 
that  Ardent's  acquisition  of  Pri 
tions,  a  developer  of  data-man 
software  tools,  might  be  in  trot 
worry  is  unjustified,  say  som< 
pros.  Ardent,  a  data-managem 
pany,  has  since  edged  up  to  19 
The  deal,  held  up  by  the  Seci 
Exchange  Com- 
mission over  the 
question  of  ac- 
counting treat- 
ment, is  expected 
to  close  on  Apr. 
28.  The  sec  last 
fall  started  a  high- 
profile  campaign 
against  the  use  of 
pooling-of-interests 
accounting,  which 
can  inflate  a  com- 
pany's profits. 
Pooling  permits 
an  acquiror  to 
take  excessive  one- 
time write-offs  to 
avoid  repeated  hits  to  future  i 
The  deal  may  have  to  rely  on 
rules  to  account  for  the  transa 
No  matter,  says  Richard  B; 
analyst  at  Pennsylvania  IV 
Group.  Despite  the  no-poolinj 
Prism  should  increase  Arden 
ings,  he  says.  Ardent,  whic 
record  of  slashing  costs,  will  pi 
in  the  black,  he  adds.  Prism  1< 
million  in  1998  on  sales  of  $52.1 
He  sees  the  combined  compa 
ing  $1  a  share  and  revenues 
million  this  year.  Ardent  Chair 
ceo  Peter  Gyenes  confirms  ths 
will  add  to  Ardent's  earnings 
this  year.  "Our  goal  is  to  grow 
25%  to  35%  a  year,"  he  says. 
Joseph  Remelli  of  Duggan  &  A 
says  Ardent  is  "worth  50  a  sha 
on  the  price  of  its  peers,  whk 
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growing  as  fast  as  Ardent." 


For  more  coverage  of  the  mal 
visit  our  Web  site  at  businesswi 


Who  helped 

Delphi 
Automotive 

:  .  , 

Systems 
gear  up 
to  go  public? 


the  answer  is 


Deloitte  & 
louche 


Deloitte  S  Touche  LLP  and  Deloitte  Consulting  LLC.  Deloitte  &  Touche  refers 
to  Deloitte  8  Touche  LLP,  Deloitte  Consulting  LLC  and  related  entities. 

uuuuvu.us.deloitte.com 


What  makes  Teligent  different 
from  other  phone  companies? 

For  starters. 


Locat/Long  Distance 


High-speed  Internet 


The  big  phone  companies  have  not  exactly  made  a  lot  of  friends  at  small  and  ml 
businesses.  After  all,  they  don't  give  smaller  companies  the  massive  communications  poi 
big  companies  get.  Nor  do  they  give  them  the  preferential  treatment,  or  the  substantial  cost 
That's  why  we  created  Teligent.  From  our  small  antenna  on  the  roof  of  your  office  building,  t 
SmartWave™  technology  gives  you  many  of  the  advantages  of  a  fiber-optic  connection.  Hkji 
!  local  and  long  distance  phone  service.  Internet  access  up  to  100  times  faster  than  ? 
connection.  Even  enough  bandwidth  to  handle  full-motion  videoconferencing.  Plus,  ou 
billing  system,  e«maginefM  offers  you  an  unparalleled  ability  to  view  and  analyze  your  bill, 
the  Web.  All  this  is  yours  for  one  flat  monthly  charge  —  up  to  30%  less  than  you're  currentf 
Contact  us.  We  think  it  will  be  love  at  first  sight.  For  more  information,  visit  www.teligent.c 

©1999  Tfilinent  Inc.  ' 
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COMPUTERS 


CAN  COMPAQ 
CATCH  UP? 

Hiring  a  new  CEO  is  only  the  first  hurdle  in  a  long  race 


The  $8.4  billion  deal  to  acquire 
troubled  computer  maker  Digi- 
tal Equipment  Corp.  in  January 
1998  was  a  denning  moment  for 
Compaq  Computer  Corp.  and 
ceo  Eckhard  Pfeiffer.  With  Digital, 
Compaq  hit  high-tech's  big  leagues,  com- 
peting in  every  sector  of  the  computer 
industry  from  whizzy  consumer  prod- 
ucts to  complex  corporate  systems. 
Crowed  Pfeiffer:  "We  want  to  do  it  all, 
and  we  want  to  do  it  now."  At  the  time, 
a  giddy  Compaq  Chairman  Benjamin 
M.  Rosen  heaped  praise  on  his  ceo:  "He 
has  a  tremendous  strategic  sense,  an 
ability  to  execute,  and  an  ability  to  lead. 
Eckhard  Pfeiffer  is  unquestionably  one 
of  the  industry's  most  talented  execu- 
tives. Just  look  at  his  record." 

On  Apr.  18,  Rosen  still  had  praise  for 
Pfeiffer,  only  it  came  in  a  press  release 
announcing  that  the  Compaq  board  was 
giving  Pfeiffer  the  boot.  It  was  the  sec- 
ond Compaq  shocker  in  as  many  weeks. 
On  Apr.  9,  the  company  warned  ana- 
lysts that  first-quarter  earnings  would 
be  half  what  they  had  expected,  the  re- 
sult of  slowing  PC  sales  and  price  com- 
petition. Now,  Rosen  and  two  directors 
are  moving  to  Houston  to  take  over  op- 
erations until  a  new  CEO  is  found. 

Compaq,  it  turns  out,  hasn't  been  able 
to  do  it  all.  Pfeiffer's  biggest  initiatives 
haven't  jelled.  His  four-year-old  effort 
to  emulate  archrival  Dell  Computer 
Corp.'s  build-to-order  manufacturing  sys- 


tem is  hopelessly  behind  schedule. 
Meanwhile,  his  plan  to  use  Digital  to 
put  Compaq  on  an  equal  footing  with 
stalwarts  IBM  and  Hewlett-Packard  has 
been  bogged  down  by  troubles  melding 
the  two  organizations,  product  delays, 
and  an  incoherent  strategy. 

Now,  Rosen,  who  in  1991  ousted  then- 
CEO  and  co-founder  Joseph  R.  "Rod" 
Canion  to  give  Pfeiffer  the  top  job,  will 
be  acting  ceo.  "He 

said  he's  moving  QUICK  CHANGE 

to  Houston  and  chairman 

wished  he  could  be 
golfing    instead,"   KOSen  IS 
says      Microsoft   m0Vlng  to 
Chairman  William 
H.  Gates  III,  who   HOUSton  to 

spoke  to  Rosen  takeover 

the  day  after  the 
announcement.  "Ben  felt  he  had  to  do 
this  once  before,  and  I  think  that  most 
people  would  say  it  probably  made  all 
the  difference  in  the  world." 

It  had  better  work  wonders  this  time, 
too.  Compaq's  troubles  go  deeper  than 
one  quarter's  results.  The  company  is 
straggling  to  fix  a  distribution  strategy 
that  relies  mostly  on  resellers,  while 
Dell  is  winning  big  corporate  customers 
through  direct  sales.  At  the  same  time, 
Compaq  faces  market-share  stagnation 
or  slides  in  many  of  the  product  seg- 
ments it  competes  in — from  notebook 
PCs  to  workstations  to  large-scale  com- 
puter servers.  Says  Gateway  Inc.  ceo 


Theodore  W.  Waitt:  "They  weren 
on  a  push  to  just  be  big.  This  in 
that  bigger  isn't  always  better."c 
Rosen  has  a  far  different  ta'; 
says  Compaq's  strategy  is  soum 
cution,  he  says,  has  been  the  h 
"We  need  to  execute  better  anc 
faster  decisions.  By  doing  a  littl 
with  what  we  have,  we  caM 
accelerated    growth,"    says  li 
"There's  value  in  size,  but  it's  |t 
end."  That's  a  curious  assessmer 
Pfeiffer  has  been  known  for  tip-i( 
edition.  And  Rosen  refuses  tl 
much  explanation  on  how  things 
wrong.  "We  set  a  more  aggressri 


A  Tough 
Call,  but 
the  Right 
One 


Having  the  board  chairman  and  ceo  be  differ- 
ent people  is  a  touchstone  of  good  corporate 
governance.  Compaq  Computer  Corp.,  where 
Benjamin  M.  Rosen  has  served  as  chairman 
for  16  years,  is  a  case  study  in  how  effective  a 
board  can  be.  Some  critics  contend  the  board 
should  have  ousted  CEO  Eckhard  Pfeiffer  soon- 
er, but  less  than  three  months  ago,  Compaq 
stock  was  trading  at  near-record  highs. 

But  few  directors  have  more  carefully  con- 
sidered their  responsibilities  than  those  at 


Compaq.  Fewer  still  are  as  engaged  in 
to  set  strategy  in  an  atmosphere  known : 
candor.  When  the  board  fired  ceo  Joseph 
Canion  in  1991,  some  say  it  acted  prema 
That  move  delivered  results  for  investor 
This  decision  provides  an  important  le 
No  board,  no  matter  how  independent, 
prevent  investor  losses.  But  the  best  boa 
act  swiftly  to  prevent  a  crisis  from  eng 
company.  Led  by  Rosen,  Compaq's  boa 
done  that  again.  By  John  A 
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WHAT  NEEDS  DOING 

GET  REAL  ABOUT  THE  PC  INDUSTRY  With  rev- 
enue growth  in  the  PC  industry  under  5%  and 
margins  shrinking,  Compaq  needs  to  get  realis- 
tic. Stop  promising  30%-plus  revenue  growth 
and  deliver  consistent  results. 

TAKE  THE  HIGH  ROAD  Buying  Digital  was  sup- 
posed to  let  Compaq  bring  PC-like  efficiencies 
to  Big  Iron.  Compaq  has  cut  costs,  but  it  has 
yet  to  come  up  with  a  soup-to-nuts  product 
strategy  to  lure  corporate  customers  away  from 
IBM,  HP,  and  Sun. 

BE  SERIOUS  ABOUT  SERVICES  One  reason  IBM's 
services  business  is  growing  over  20%  is  its 
expertise.  Compaq  needs  to  add  consulting 
experts  in  fast-growth  markets  like  telecommuni- 
cations and  health  care. 

BE  MORE  DIRECT  With  almost  all  of  its  PCs  still 
sold  through  stores  or  distributors,  Compaq  has 
to  push  direct  sales  more  aggressively.  By  cut- 
ting distributors,  Compaq  should  lift  direct  sales 
to  25%  to  30%  of  its  total,  reflecting  the  per- 
centage of  industrywide  PCs  sold  direct  or 
online  today. 

GET  WITH  THE  NET  IBM  and  Sun  Microsystems 
are  seen  as  E-commerce  leaders  thanks  to 
strong  products  and  a  clear  marketing  message. 
Compaq's  Net  strategy  is  confusing,  short  on  the 
software  tools  for  online  commerce  and  too 
focused  on  selling  boxes  instead  of  solutions. 


j  appropriate,"  is  all  he'll  say. 
losen,  a  66-year-old  venture  cap- 
ist  guide  Compaq  through  tur- 
nes  while  searching  for  a  CEO. 
fret  that  the  search  could  take 
six  months — an  entire  product 
;he  PC  business.  Worse,  it's  an 
)n  the  Net.  Every  day  without 
ader  gives  rivals  such  as  Dell, 
Dsystems,  and  IBM  time  to  stake 
Net  ground  and  lock  up  corpo- 
)mers.  "We're  not  waiting  for  a 
rive,"  insists  Rosen.  "The  three 
nd  to  reenergize  this  company." 
Can  the  troika  do  it?  Rosen's 
a  venture  capitalist  is  superb, 
sionary,  who  saw  the  potential 
Development  Corp.  and  Corn- 
tie's  never  run  a  $30-plus  billion 
day  to  day.  Frank  P.  Doyle, 
ner  Digital  board  member  who 
i&d  role  in  the  acquisition  of 
lelped  Jack  Welch  make  Gen- 
eric Co.  one  of  the  fastest-mov- 
s  in  the  industry.  And  Robert 
e  III,  60,  a  former  Dallas  real 
xec,  has  been  on  Compaq's 
iger  than  anyone  but  Rosen, 
■ee  executives  are  sharing  one 
Houston  headquarters.  But  the 


job  ahead  is  a  tricky  one,  and  the  close 
quarters  don't  mean  decisions  will  be 
made  any  quicker.  Says  Credit  Suisse 
First  Boston's  Michael  K.  Kwatinetz: 
"It's  not  that  they're  unqualified,  but 
troikas  don't  run  companies.  Every 
month  it  takes  them  to  hire  someone 
is  another  month  of  advantage  for  Dell." 

When  the  new  ceo  arrives,  he's  like- 
ly to  face  a  learning  curve.  Why?  With 
the  flow  of  high-tech  talent  away  from 
today's  behemoths  to  tomorrow's  gold- 
mine Net  startups,  search  firm  Heidrick 
&  Straggles  Inc.  is  under  orders  to  look 
outside  of  techdom.  That's  not  neces- 
sarily bad,  since  few  industry  insiders 
have  had  experience  managing  an  or- 
ganization as  complex  as  Compaq.  But  it 
could  mean  one  more  delay  in  the  com- 
pany's effort  to  get  back  on  the  fast 
track.  Says  Carl  Howe,  research  direc- 
tor at  Forrester  Research  Inc.:  "Ousting 
the  ceo  condemns  them  to  refocusing 
their  business  for  at  least  six  months." 

The  Digital  merger  was  supposed  to 
make  all  the  difference.  By  taking  Com- 
paq into  higher-margin  markets  and 
turning  the  company  into  a  full-service 
supplier  of  complex  corporate  informa- 
tion systems,  Digital  was  suppose  to  lift 


Compaq  above  the  dangers  of  the  PC 
price  wars.  But  integrating  Digital — 
and  Tandem  Computers  Inc.,  a  $3  billion 
acquisition  Pfeiffer  made  in  1996 — has 
proved  onerous.  Compaq  has  three  con- 
sulting firms  working  on  the  digestion  of 
Digital  alone.  "Compaq  is  like  a  snake 
that  swallowed  a  rabbit,"  says  Nick 
Earle,  chief  marketing  officer  for  hp's 
enterprise  computing  unit.  "You  go  to 
sleep  for  a  long  time  when  you  do  that." 

While  ( 'umpaq  slumbers,  rivals  arc 
making  headway.  Sun,  hp,  and  IBM  are 
locking  up  big  corporate  deals  to  help 
build  the  E-commerce  infrastructures 
expected  to  be  so  crucial  in  the  21st 
century.  Now,  Compaq  seems  caught  in 
a  no-man's  land — between  a  fiercely 
competitive  core  PC  business,  and  the 
promise  of  big,  rich  computer  and  ser- 
vice sales  that  are  still  out  of  reach. 
Says  one  rival  ceo:  "I  don't  know  what 
they  stand  for  anymore." 

Indeed,  Compaq  is  practically  mia  on 
the  Internet,  the  biggest  change  to  hit 
the  industry  in  two  decades.  "It  no 
longer  is  the  computer  industry  that 
people  have  to  deal  with.  It's  the  Inter- 
net economy,"  says  James  F.  Moore, 
president  of  consultancy  GeoPartner  Re- 
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search  Inc.  Compaq  says  it  sells  a  third 
of  all  the  PC  servers  on  which  Web  sites 
reside,  but  those  are  typically  straight 
"box"  sales — not  the  big  corporate  deals, 
which  include  juicy  service  contracts  to 
help  cushion  thin  hardware  profits. 

That  is  painfully  clear  in  Compaq's 
handling  of  its  AltaVista  Web  search  en- 
gine, acquired  in  the  Digital  deal.  Ana- 
lysts scratch  their  heads  over  why  Com- 
paq waited  until  January — a  year  after 
the  Digital  merger  was  announced — to 
map  out  plans  to  spin  it  off  into  a  sepa- 
rate company.  That  move  should  have 
been  done  sooner,  before  rival  portals 
such  as  Yahoo!  had  built  such  a  huge 
lead.  Admits  Rosen:  "We  only  knew 
what  we  had  in  AltaVista  when  every- 
one wanted  to  buy  it  from  us." 
BELOW  EXPECTATIONS.  Such  missteps 
can't  encourage  jitteiy  investors.  Nearly 
twice  as  large  as  Dell,  Compaq  has 
roughly  40%  of  its  market  cap.  The 
Houston  company's  shares  have  fallen 
about  50%  from  their  52-week  high,  set- 
tling in  around  24.  On  Apr.  21,  Compaq 
announced  that  first-quarter  sales  grew 
66%  over  1998,  but  earnings  were  half  of 
Wall  Street's  expectations,  at  $281 
million.  Because  of  PC  pricing  pressure 
and  problems  in  its  high-end  systems 
divisions,  gross  margins  fell  to  24.7r/f, 


COMPAQ  HITS  ANOTHER  POTHOLE 


down  from  26.4%  in  the  quarter  before. 

To  be  sure,  Compaq  has  plenty  of 
strong  businesses.  The  company  says  it 
met  its  goals  for  services  in  the  quarter 
with  $1.6  billion  in  sales.  Compaq  had 
the  best-selling  PC  in  the  sub-$600  price 
band,  beating  out  market  leader  ema- 
chines.  And  sales  of  storage  systems 
continue  to  grow.  "We  have  all  the 
pieces  [to  be  a  successful  rival  to  IBM 
and  other  heavyweights].  We  haven't 
articulated  the  plan  well,  but  it's  coming- 
together  very  fast,"  says  Rosen. 

But  Compaq  hasn't  been  able  to  keep 
up  the  pace  across  the  board.  Consider 
NT  workstations,  the  high-powered  com- 
puters favored  by  the  techie  set.  In 
1997,  sales  skyrocketed  672%  to  $525 
million.  But  last  year,  these  revenues 
grew  just  8%,  to  $569  million,  at  a  time 
when  workstation  sales  for  the  industry 
shot  up  67%.  Last  year,  Compaq's  mar- 
ket share  skidded  from  22%  to  14%,  ac- 
cording to  market  researcher  Interna- 
tional Data  Corp. 

Part  of  the  problem:  Digital's  work- 
stations turned  out  not  to  be  the  choice 
of  techies.  "Compaq  thought  Digital 
would  help,  but  they  found  Digital  didn't 
have  a  lot  of  expertise  there,  either.  It 
used  to,  but  lost  it  through  years  of 
downsizing,"  says  Tom  Copeland  of  idc. 


The  Digital  deal  has  yet  to  pa 
dends  in  the  other  key  areas,  p : 
larly  large  computer  systems.  S  | 
Compaq's  high-end  Unix  servers,  < 
are  used  to  running  big  corporat 
were  flat  in  the  fourth  quarter  fr 
year  before,  at  $1.4  billion. 

At  the  same  time,  Rosen  has 
Compaq's  core  PC  business  back  on<. 
He  can't  make  a  radical  jump  tci 
approach  of  selling  all  its  PCs  dr 
customers.  That  could  cause  distri 
such  as  Ingram  and  Tech  Data  to  i 
and  push  rival  products.  Insteac 
lysts  say  Rosen  should  cut  back 
number  of  major  distributors 
around  20  today  to  just  a  handfu 
way,  the  remaining  ones  get  mor  i 
ness  and  they're  more  loyal  to  C<i 
Rosen  insists  Compaq  is  commit 
selling  however  the  customer  wr 
buy.  "Our  top  priority  is  to  get 
much  closer  to  the  customer,"  he  i 
If  Rosen  wants  to  sell  more  PCj 
the  Net,  he'll  have  to  address  Co:  ; 
inability  to  build  machines  to  orde: 
years  after  announcing  plans  tc 
units  as  orders  came  in,  the  j 
company  hasn't  ap- 


▲  DOLLARS 

OCTOBER,  1991  Compaq,  beset  by 
low-cost  clones,  posts  first-ever  quar- 
terly loss.  Board  ousts  the  CEO, 
founder  Rod  Canion,  and  promotes 
Eckhard  Pfeiffer, 


who  ran  European 
operations. 


SEPTEMBER, 

1992  Pfeiffer 
slashes  PC  prices 
by  as  much  as 
one-half. 


FEBRUARY, 
1994  Pfeiffer 
crows  that  Compaq  will  make  all  its 
PCs  "build  on  order"  by  1996.  At 
the  time,  Compaq  is  able  to  build 
less  than  5%  of  its  machines  to 
order. 

AUGUST,  1995  Compaq  becomes 
No.l  in  overall  PC  sales. 


AUGUST,  1997  Compaq  acquires 
Tandem  in  a  $3  billion  deal. 

JANUARY,  1998  Compaq  announces 
$8.4  billion  deal  to  buy  computer 
maker  Digital  Equipment. 

MARCH,  1998  Compaq  discloses 
that  it  expects  first-quarter  earnings 
will  be  lower  than  expected.  Over 
the  holiday  season,  Compaq  ships 
too  many  PCs  to  resellers,  causing 
inventory  levels  to  swell.  The  com- 
pany's stock  falls  8%,  to  257/e. 

NOVEMBER,  1998  Compaq  says 
ProSignia  desktop  PCs  will  be  sold 
only  over  the  company's  Web  site, 
causing  friction  with  resellers. 

MARCH,  1999  With  sales  lower 
than  expected,  Compaq  reverses 
decision  to  sell  ProSignia  line  exclu- 
sively via  the  Web. 

APRIL,  1999  Compaq  announces 


COMPAQ  STOCK  PRICE 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


that  first-quarter  earnings  will  be 
half  what  analysts  expect.  Comp 
stock  tanks  20%,  falling  to  24M-. 

APRIL,  1999  Chairman  Rosen  t!i 
out  Pfeiffer.  Rosen,  with  directo 
Enloe  and  Doyle,  step  in  while  i 
search  for  new  CEO  is  conducte 


The  best  thing  about  the  future 
is  that  it  only  comes  one  day  at  a  time. 

-Abraham  Lincoln 


If  the  future  came  tomorrow,  would  you  be  ready  '  For  over  70  years,  we've  helped 
families  create  the  future.  With  retirement  services,  life  insurance,  and  consumer  loans. 
American  General  Financial  Group.  50,000  men  and  women.  Over  $100  billion  in  assets 
helping  over  12  million  people  live  the  life  they  imagined. 

Live  the  life  you've  imagined. 


American 
I  General 

I  Financial  Group 


an  General  Corporation,  www.agfg.com  or  1(800)  AGC-1111 


Information  Technology 


proaehed  Dell-like  efficiencies.  Dell  can  go 
from  order  to  delivery  in  3.1  clays,  wlule 
Compaq  takes  at  least  12.  says  Donald- 
son. Lulkin  &  Jenrette  Inc.'s  Kevin  A. 
McCarthy.  He  says  Compaq  still  builds  to 
forecasts  from  retailers.  That's  only  a 
hall-step  better  than  the  old  way  of  build- 
ing to  Compaq's  own  forecast. 

As  of  mid-1998,  the  half-step  seemed 
to  work  and  inventories  shrank.  But 
Compaq  never  made  the  operational 
changes  to  quickly  fill  resellers'  orders, 
leaving  many  of  them  in  the  lurch  for 
products  at  the  end  of  199S.  say  ana- 
lysts. Moreover,  Compaq  had  planned 
to  get  to  build-to-order  by  letting  re- 


sellers assemble  Compaq  PCs  at  their 
own  warehouses.  But  Compaq  backed 
off — after  many  resellers  spent  millions 
to  get  ready  to  respond  to  customers 
more  quickly.  Says  dlj's  McCarthy:  "All 
this  stuff  about  an  optimized  distribution 
model  was  supposed  to  happen  two 
years  ago.  But  it's  still  not  optimized — 
not  even  close." 

Compaq's  ballyhooed  efforts  to  begin 
selling  online  didn't  help.  Last  Septem- 
ber. Compaq  announced  that  the  Prosig- 
nia  line  for  small  businesses  would  be 
available  only  on  its  Web  site.  But  when 
sales  softened  and  resellers  balked  at 
being  cut  off.  Compaq  reversed  course. 


Says  Gateway's  Waitt:  "It's  har| 
you  rely  on  resellers  and  then 
compete  with  them.  That  cr<| 
problem.  For  us.  life  is  just  siml 

The  last  time  Rosen  ousted! 
he  helped  set  a  new  course  for 
tire  PC  business:  toward  less  ex 
machines.  This  time,  he  may  1 
remake  Compaq  once  again.  "W 
don't  know  what  lies  ahead.  We' 
ing  at  every  issue."  he  says.  'V 
finds  could  reshape  Compa 
maybe  the  rest  of  the  industry. 

By  Peter  Burrows  in  San 
Calif.,  with  Ira  Sager  in  Xew  Yi 
Michael  Moeller  in  Chicago 


COMMENTARY 


By  John  A.  Bvrne 


HIGH-TECH  HONCHOS  NEEDN'T  COME  FROM  HIGH  TECH 


A few  years  ago.  when  head- 
hunter  Gerard  R.  Roche  ini- 
tially presented  rjr  Nabisco 
ceo  Louis  V.  Gerstner  Jr.  to 
IBM's  board  as  a  candidate  for 
the  top  job.  the  reaction  was  one 
of  disbelief.  "You've  got  to  be 
kidding."  quipped  one  director. 
"You  want  to  put  a  cookie  sales- 
man into  a  computer  company?" 

Time  has  shown  that  hiring 
Gerstner  was  a  wise  and  bold 
decision.  That's  worth  remem- 
bering as  Hewlett-Packard  Co. 
and  Compaq  Computer  Corp. 
look  for  new  leaders.  Not  sur- 
prisingly, says  Roche  of  Heidrick  yj^jj  not  engineering  degrees 

&  Straggles,  which  is  assisting 
Compaq  in  its  search  for  a  new 


Inci 
in  iL 
:h, 


Drive,  passion,  and  brains  are 


CEO.  "we  are  trying  to  find  another 
cookie  salesman  like  Lou  Gerstner." 

Indeed.  Compaq  and  hp  may  have 
little  choice  but  to  look  outside  the 
industry.  If  few  truly  credible  high- 
tech execs  leap  to  mind  for  the  top 
jobs  at  hp  and  Compaq,  it's  partly 
because  there  aren't  that  many  out 
there.  The  demand  for  talent  is  now 
outstripping  the  supply  of  people 
able  to  lead  the  large,  often  complex 
companies  of  the  new  economy. 

Even  stalwarts  once  thought  to  be 
the  high-tech  academies  of  manage- 
ment— at&t.  IBM.  Xerox,  and  now 
hp — have  failed  to  develop  top-notch 
leaders  from  their  own  organizations. 
"These  companies  were  doing  the 
best  job  at  leadership  development 
yeai*s  ago."  says  Edward  Lawlor.  a 
management  professor  at  the  Uni- 
versitv  of  Southern  California.  "The 


world  has  changed  so  fast  that  the 
skills  and  competencies  they  built 
then  aren't  right  for  now." 

Today,  promising  startups  with  big 
equity  packages  are  enticing  many  of 
the  best  from  America's  top  tech 
companies.  Not  long  ago,  it  would 
have  been  unthinkable  for  the  presi- 
dent of  ATiT  to  depart:  for  a  startup 
as  Alex  J.  Mandl  did  three  years  ago 
when  he  went  to  Teligent  with  a  $20 
million  signing  bonus. 

Xo  less  crucial,  the  shift  toward 
an  Internet  economy  has  even  non- 
tech  companies  searching  for  tech 
leaders.  As  computers  and  the  Inter- 
net have  become  crucial  to  competi- 
tiveness, more  corporations,  from 
AlliedSignal  Inc.  to  American  Ex- 
press Co.,  view  themselves  as  cut- 
ting-edge outfits.  That  creates  insa- 
tiable demand  for  people  with 


technical  expertise.  "The  cha 
lenge  is,  how  do  you  put  togi 
er  the  mind  of  a  Jerry  Yang 
the  soul  of  a  Lou  Gerstner?" 
asks  James  F.  Moore.  chairm|_ 
of  GeoPartners  Research  Inc 
Perhaps,  you  don't.  In  an 
vidua],  you  often  can't  get 
creative  sparks  of  a  Yahoo!  c£ 
founder  with  the  managerial 
knowhow  of  an  IBM  ceo.  Whi 
you  want  is  a  leader  who  urn 
stands  how  businesses  are  bf 
transformed  by  the  Xet  econ 
even  if  he  or  she  isn't  steepe 
the  bits  and  bytes  of  that  tn 
formation.  You  want  a  persoi 
who  has  an  open  and  passion 
mind  and  a  willingness  to  em 
brace  change.  In  short,  you  want 
people  with  the  attributes  that  h, 
long  denned  leadership:  drive,  inl 
gence.  and  vision. 

That's  one  way  to  solve  the  le 
ership  vacuum  in  computerdom. ! 
candidates,  hp  and  Compaq  direc 
should  cast  their  eyes  at  the  ex( 
tional  executives  at  the  best  mat 
aged  organizations,  from  General 
Electric  Co.  to  Procter  &  Gamb 
Robert  X'ardelli.  of  ge's  power  sj 
terns  business,  and  Jeffrey  Imme 
of  ge's  medical  systems  unit,  are 
among  a  stable  of  potential  succe 
sors  to  GE  Chairman  John  F.  Wei 
Jr.  They  also  should  be  on  the  si 
lists  at  HP  and  Compaq  where  th 
CEO  solution  might  very  well  favi 
"cookie  salesman." 
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/elopments  to  Watch 


BY  ELLEN  LICKING 


EVEREST  TO 
\  TEST  OF 
EDICINE 

23,   A  15-MEMBER 

mountaineer-physi- 
»m  Yale  University 
I  to  Mt.  Everest's 
ip,  17,500  feet  above 
,  to  study  how  the 
sponds  in  such  a 
■ironment.  Through- 
xperiment,  the  team 
inked  with  doctors 
ne  through  a  eom- 
>ns  network  that  can 
voice,  video,  and  nu- 
ata  from  base  camp 
to  Yale  in  real  time. 
1  extreme  test  of 
sine — the  use  of  a 
deo  and  communica- 
mology  to  transmit 
;ed  medical  images 


over  high-speed  networks  for 
assessment  by  doctors  else- 
where. In  the  past,  shuttling 
such  images  was  inefficient 
and  yielded  low-quality  re- 
sults. Now,  five  different 
providers — including  Totally 
Remote  Communications  and 
Lucent  Technologies  Inc. — 
have  teamed  up  to  transmit 


'4  ro> 

INTO  THIN  AIR:  Satellites  will  bounce  data 


the  info  three-quarters  of  the 
way  around  the  world  in  less 
than  half  a  second.  Millenni- 
um Healthcare  Solutions  Inc. 
of  Raritan,  N.J.,  is  coordi- 
nating the  project. 

The  expedition's  success 
could  have  an  impact  closer 
to  home,  says  James  J.  Tuchi, 
Millennium's  ceo.  Telemedi- 
cine  has  the 
potential  to 
help  the  chron- 
ically ill  as  well 
as  people  in  re- 
mote locations. 
"If  this  can  be 
done  from  the 
top  of  the 
world.  thou- 
sands of  miles 
away,  then  it 
can  be  done 
anywhere," 
says  Tuchi.  □ 


mOSHOCK  THERAPY  FOR  CANCER-CAUSING  POLLUTION 

OROETHYLENE  SOUNDS  NASTY,  AND  IT  IS — THERE'S  EVIDENCE  IT  MAY  INCREASE 

idence  of  cancer.  Still,  it's  widely  used  in  the  dry  cleaning,  plastics,  and  rubber 
ies.  In  years  past,  it  often  leaked  out  or  got  dumped  on  the  ground  around 
ial  sites,  gradually  building  up  to  hazardous  levels  in  the  soil, 
i  Energy  Dept.  plant  in  Paducah,  Ky.,  for  example,  triehloroethylene  contamina- 
the  soil  reached  levels  of  300  parts  per  million  (ppm).  Energy  planned  to  reduce 
centration  to  at  least  5  ppm.  Using  traditional  methods — excavating  and  inciner- 
le  contaminated  soil — this  could  cost  $200  and  up  per  cubic  yard.  But  a  "shock 
"  developed  by  Monsanto,  General  Electric,  and  DuPont  did  much  better,  slash- 
hloroethylene  to  as  little  as  0.2  ppm,  and  for  a  fraction  of  the  cost.  The  new 
;nt  costs  only  $45  to  $80  per  cubic  yard. 

Iminister  the  shock  therapy,  metal  rods  are  driven  into  deep  holes  packed  with 
"tides  and  clay.  When  the  rods  are  charged  with  electricity,  contaminated  water 
the  triehloroethylene  toward  the  rods,  where  the  iron  filings  break  down  the 
il  and  produce  nontoxic  residues.  Otis  Port 


ANEWSUPERDRUG 
TO  TAKE  ON 
THESUPERBUGS 

VARIATIONS  ON  JUST  NINE 

basic  chemicals  have  given 
rise  to  more  than  100  antibi- 
otics. But  these  days,  with  the 
rise  of  micro-organisms 
impervious  to  every  class  of 
antibiotic,  that  may  not  be 
enough.  New  superdrugs  are 
needed  to  fight  off  the  super- 
bugs.  Cubist  Pharmaceuti- 
cals Inc.,  a  biotech  company  in 
Cambridge,  Mass.,  thinks  it 
has  one.  The  company  just 
started  the  first  of  two  pivotal 
clinical  trials  on  an  antibiotic- 
it  calls  daptomycin.  The  drag 
appears  effective  against  a 
broad  range  of  bacteria  resis- 
tant to  other  antibiotics. 

Daptomycin,  which  Cubist 
acquired  from  Eli  Lilly  &  Co. 
in  1997,  works  by  binding  to 
a  bacterium's  cell  wall  and 
triggering  the  organism's  de- 
struction. The  ding  is  so  po- 
tent that  a  single  dose  suf- 
fices to  reduce  microbes  in 
the  bloodstream  by  a  factor 
of  1,000  in  just  2  hours.  Sci- 
entists at  Cubist  say  dapto- 
mycin's  killing  power  makes 
it  tough  for  bacteria  to  sur- 
vive long  enough  to  develop 
resistance  to  it.  The  company 
is  currently  using  an  intra- 
venous version  of  the  drug  to 
treat  skin  and  soft-tissue  in- 
fections, as  well  as  infections 
of  the  blood.  They  hope  to 
market  it  by  mid-2001. 


IALTED  MILK 
HAVE  A  WAY 
IGHT  

E  1950S,  SCIENTISTS 
wn  that  tiny  parti- 
d  metal  nanoshells 
ct  light's  properties, 
recently,  it  wasn't 
o  make  them  with 
recision  to  do  the 
Naomi  J.  Halas  and 
)f  engineers  from 
ersity  have  devised 
nake  nanoshells  of 
;ize  and  function. 


SIZE  DOES  MATTER:  Larger  nanoshells  will  reflect  light 


Their  particles — ranging  from 
50  to  1,000  nanometers  in  di- 
ameter— can  manipulate  visi- 
ble and  infrared  light.  Small- 
er particles  absorb  light, 
while  larger  ones  scatter  it. 
Metal  nanoshells  consist  of 


an  insulating  core  coated  with 
a  shell  of  conductive  metal. 
"They  look  like  tiny  malted- 
milk  balls,"  says  Halas. 
Which  wavelengths  of  light 
the  particles  absorb  or  scat- 
ter depends  on  their  compo- 


sition, particularly  the  shell. 

These  high-tech  "malt 
balls"  have  a  variety  of  in- 
dustrial applications.  De- 
pending on  size  and  composi- 
tion, the  miniballs  may  prove 
useful  in  biomedical  sensors 
and  electronic  devices — they 
even  might  boost  the  effi- 
ciency of  glass  fibers  that 
eairy  telecommunications  sig- 
nals. And  in  paint,  they  could 
prolong  a  car's  showroom 
look  by  deflecting  the  sun's 
damaging  ultraviolet  rays. 
Rice  has  filed  for  patents  on 
the  technology. 


(the  network 
expertise  you  get  with 
Lucent  Technologies 
NetCare) 


Nobody  knows  networks  1 
we  do.  And  with  Lucent 
Technologies  NetCare',  all  th. 
knowledge  is  yours.  We  can  p 
your  network  (data  &  voice, 
wireline,  wireless,  etc.).  We  c 
build  it  for  you.  Quick.  (We  g( 
one  service  provider 


vork  up  and  running  m  just 
it  weeks.)  We  can  manage 
r  network  (we're  currently 
ning  200+  around  the 
■Id),  and  we  can  maintain  it 
your  network  is  always  on). 
Ml  in  all,  NetCare  can  do  it  all 
much  or  as  little  as  you  need). 


NetCare  has  one  of  the 
largest  services  forces  m 
the  world,  offering  24  x  7  x365 
support  (backed  by  the  brightest 
brains  in  the  business, 
Bell  Labs). 

We  focus  on  your  network, 
which  lets  you  focus  on  other 


We  make  the 
things  that  make 
communications  work. 


things  (like  maximizing  profits, 
taking  care  of  customers,  etc.). 

No  one  else  has  the 
expertise  we  have.  (No  one  else 
even  comes  close.)  Call  us. 
Whatever  your  needs  may  be, 
NetCare  will  fit  them. 
To  the  letter. 
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Phones  that  surf  the  Web 
are  back  after  a  false  start 
and  aimed  at  new  markets 


AT&T  has  been  crushing  rivals  like  Sprint  Corp.  in 
the  wireless  phone  market  ever  since  it  introduced  its 
Digital  One  Rate  service  with  free  roaming  and  no 
long-distance  fees  last  year.  But  deep  in  their  corpo  - 
rate  offices  in  Westwood,  Kan..  Sprint  executives 
are  plotting  their  revenge.  As  early  as  next  month.  Sprint 
plans  to  unveil  whizzy  new  wireless  phones  from  Samsung 
Co.  and  upstart  Innovative  Global  Solution  that  will  let 
customers  tap  into  the  vast  power  of  the  World  Wide  Web. 
Sprint  is  hush-hush  about  details,  but  its  executives  clearly 
think  they've  got  a  blockbuster  on  their  hands.  "When  you 
have  something  as  special  as  this,  it's  worth  being  secretive 

about  it,"  says  An- 
drew Sukawaty,  ceo 
of  Sprint  pes.  the 
company's  wireless 
operation. 

As  excited  as  Sprint  is,  these  phones  will  be  but  a  small 
preview  of  an  all-new  em  in  wireless  communications.  In  the 
next  few  months,  phone  makers  will  unleash  handsets  that 
can  swap  E-mail,  snatch  data  off  the  Internet,  deliver  your 
favorite  songs,  and,  oh  yeah,  handle  those  old-fashioned 
conversations.  It's  the  long-awaited  coming  of  wireless  com- 
munications so  sophisticated — and  so  stable — that  they  can 
handily  zap  data  to  anyone,  anywhere.  "We're  going  to  see 
an  explosion  in  wireless  data,"  says  Dennis  F.  Strigl,  ceo  of 
Bell  Atlantic  Corp.'s  mobile  unit. 

But  don't  expect  the  same  kind  of  Net 
connection  you  get  on  a  computer — at  least 
not  yet.  The  information  these  phones  will 
deliver  is  mostly  text  without  all  the  fancy 
graphics  and  colors  on  the  Web.  But  as 
v,  iivless-data  speeds  increase  100-fold  with 
advent  of  so-called  Third  Generation 

hnology,  Net  phone  capabilities  will  soar. 


Special  Report 


TELECOMMUNICATIONS 


Already,  at  the  Yokosuka  Research  Park  outside  of  1 
wireless  carrier  NTT  DoCoMo  is  using  the  technoloj 
demonstrate  how  to  view  video  clips  on  mobile  ph 
Two  or  three  veal's  out.  Third  Generation  equipment  w 
widely  available.  Then,  for  example,  a  real  estate  broke 
simply  phone  prospective  home  buyers  photos  of  h 
for  sale.  "One  day,  you  will  watch  your  favorite  soap 
in  the  ear  on  your  way  home,"  says  Sven-Chiister  Ni 
Ericsson's  chief  executive. 

To  get  a  glimpse  of  what  lies  ahead  in  the  U.  S., 
Europe  and  Asia.  In  South  Korea.  Samsung's  phones  le 
tomers  check  out  train  schedules  and  news  headlines. 
Telecom  sells  a  service  that  sends  an  E-mail  messag( 
customer's  phone  if,  for  example,  Manchester  United 
a  goal.  The  customer  can  then  touch  a  button  to  hear  i 
dio  replay.  And  in  Finland,  school  children  have  be 
so  adept  at  zapping  messages  to  each  other  that  tea 
confiscate  them  phones  before  exams  so  they  don't 
(page  176). 

With  such  capabilities.  Net  phones  are  headed  for 
market  status.  Of  today's  64  million  U.  S.  mobile-phon< 
tomers,  15%  use  them  for  data,  according  to  mark( 
searcher  International  Data  Coip.  That's  expected  to  ex 
to  70%  of  108  million  customers  by  2002.  idc  hasn't 
mated  how  many  wireless  data  users  there  will  be 
wide,  but  if  the  same  percentages  hold  globally,  those 
wireless  phones  to  get  data  will  increase  tenfold  ove 
next  four  years,  to  385  million  people.  "The  potent 
just  huge."  says  Robert  Fox,  head  of  the  worldwide  te 
practice  at  consultant  Mercer  Management  Consultinj 
FAMILIAR  PROMISES.  Look  for  the  transition  to  shal 
telecom  markets  around  the  world.  Companies  that  mc 
wireless  data  quickly,  such  as  Sonera  Ltd.  in  Finlan< 
Sprint  in  the  U.  S.,  will  boost  their  revenues,  custome 
alty,  and  market  share.  Already,  Sonera.  Finland's  Is 
phone  company,  gets  5%  of  its  wireles: 
enue — or  $47  million— from  data  sen- 
Skeptical  that  Net  phones  are  reac 
prime  time?  No  one  could  blame 
Rewind  to  1996.  and  some  of  the  bi 
names  in  the  business  were  making  a 

■  adam  RFniAK  same  Prorruses-  AT&T       Nokia,  in  pa 

JMrMIN  KtU|MLo  L/_5?_     lar,  were  pumping  up  the  idea  of 

phones"  that  could  pull  stock  quote; 
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What  Internet 
Phones  Will  Do 

jUtk  Get  the  news 

ffesill  You  can  have 

articles  from 
key  newspapers  sent  to 
your  phone — say,  reviews 
of  the  latest  movies  or 
last  night's  score  for 
your  favorite  baseball 
team. 

Play  the  market 

liUSI  You  can  be 
^■P*   notified  if  the 
stock  prices  of  selected 
companies  move  5% 
or  more  in  a  day. 
Then  make  a  buy  or 
a  sale. 

/f*g±   Date  Book 

l|l  Use  your 
^fip^'  phone  to  check 
the  calendar  you 
keep  posted  on 
the  Web. 


®Get  a  chuckle 
Need  a  morale 
boost?  Call  the 
joke  Web  site.  For  50(2, 
an  E-mail  joke  zips 
to  your  phone.  Sample: 
So  what  do  you  get 
if  you  send  the 
Godfather  to  law 
school?  An  offer  you 
can't  understand. 


©Change  your  ring 
i  Browse  a  Web 
site  to  get  a 
new  song  to  replace  the 
ring  on  your  phone. 
Choose  anything  from 
Mozart  to  the  Rolling 
Stones. 


I 


headlines  off  the  Web.  Even  with 
such  firepower  behind  them,  the 
phones  flopped,  with  only  tens 
of  thousands  sold.  For  starters, 
the  handsets  were 
bulky  and,  at  up  to 
$1,000,  expensive. 
The    rates  were 
pricey,   too:  AT&T 
charged  a  minimum 
of  $40  a  month  for 
its  PocketNet  service.  "They've 
been  a  disaster,"  says  Andrew 
Seybold,  editor-in-chief  of  the 
newsletter  Outlook,  which  cov- 
ers mobile  computing. 

This  time,  it  should  be  dif- 
ferent. The  new  batch  of  Net 
phones  are  far  superior,  at&t's 
approach  was  to  use  one  tech- 
nology for  voice  and  another 
for   data,   so   the  phones 
weighed  a  hefty  nine  ounces 
and  had  to  be  crowbarred 
into  a  jacket  pocket.  The  i 
new  handsets  are  a  mere 
five  or  six  ounces  and  look 
like  the  latest,  sleekest  mo- 
bile  phones.  "First  and  fore- 
most, we've  stressed  that  it  has 
to  be  a  veiy  good  phone,"  says 
William  Y.  Son,  ceo  of  Innova- 
tive Global  Solution,  based  in  La 
Jolla,  Calif. 

And  you  won't  need  to  be  a 
pinstripe  warrior  on  an  expense 
account  to  phone  the 
Net,  either.  When 
AT&T  introduced  its 
PocketNet  service, 
it  charged  one  rate 
for  voice  calls  and 
a  different  rate  for 
data  calls.  To  add  tc 
the  confusion,  you  pai< 
for  the  data  service  based  on  the  number  of  bits  you  sent 
or  received — not  the  number  of  minutes  you  used.  Sprint 
won't  disclose  its  pricing  plans,  but  analysts  think  it  wall 
charge  the  same  flat  per-minute  rate  for  data  calls  that  it 
collects  for  voice  calls.  With  simplicity  and  more  competi- 
tors, "we  anticipate  prices  are  going  to  come  down,"  says 
senior  analyst  Julie  Rietman  of  IDC. 

The  biggest  reason  these  new  phones  will  succeed  is  the 
allure  of  the  Net  itself.  Wireless  companies  are  looking  for 

.new  competitive 
weapons — and  the 
I  booming  popularity 
J  of  the  Web  could 
make  it  a  killer.  As 

the  number  of  cybersurfers  worldwide  soars  to  143  million 
this  year  from  82  million  in  1097,  more  people  care  about 
having  access  to  E-mail  and  the  Net. 

It  helps  that  Net  companies  are  just  as  eager  to  tap  into 
the  mobile-phone  market.  That's  crucial  because  Web  pages 
have  to  be  modified  before  wireless  customers  can  down- 
load them  onto  tiny  phone  screens.  Today,  Web  site  oper- 
ators are  busy  stripping  out  the  graphics  and  reworking 


ROAD  WARRIORS, 
CHOOSE  YOUR  WEAPON 

«  NOKIA  9110  This  updated  ver 
sion  of  Nokia's  little-pur- 
chased 9000  is  slimmer 
and,  at  nine  ounces,  lighter 
than  its  predecessor.  It 
costs  $800,  and  it's  avail- 
able in  Europe — but  not  in  the  U.S. 

►  NEOPOINT  Look  for  this  hot  new- 
comer from  upstart  Innovative  Global 
Solution  to  take  rivals  by  surprise.  It's 
a  phone,  an  electronic  organizer, 
and  a  reasonably  fast  Web  browser  rolled 
into  one.  And  it  weighs  just  6.4  ounces 
jj  and  costs  less  than  $300. 

<  SAMSUNG  INTERNET  PHONE  The 

m  Korean  manufacturer  is  selling  the  phone  in 
f  its  home  market  and  plans  to  debut  a  ver- 
i sion  in  the  U.S.  this  summer.  It  boasts  E- 
Mjj mail,  messaging,  and  Web  browsing,  but  it 
111  may  be  too  bulky  to  make  a  global  splash. 

►  MOTOROLA  1000PLUS  The 

longtime  leader  in  wireless  phones 
plans  to  ship  its  first  Web-capable 
phone  by  the  end  of  summer.  But  you 
can  only  use  it  if  you're  a  Nextel  cus- 
tomer. Motorola  plans  to  ship  Net 
phones  for  a  broader  range  of  customers 
by  yearend. 


►  ERICSSON  R380  The 

Swedish  company's  new  Net  phone 
has  potential.  Besides  Web  brows- 
ing and  E-mail,  it  includes  an  organiz- 
r  and  a  speakerphone  and  can  recognize 
handwriting.  Still,  it's  about  the  same  size  as 
Ericsson's  average  cellular  phone. 


content  into  simple  text  that  I 
be  read  in  a  small  space,  tj 
cally  with  a  standard  call 
Wireless  Application  Protocol! 
wap.  "The  mobile-phone  marl 
is  one  of  our  most  import! 
markets,"  says  Ellen  Siminl 
vice-president  for  business  I 
velopment  and  strategic  plannjj 
at  Internet  portal  Yahoo!  Incl 
Wireless  phones  won't  be  I 
only  way  to  stay  connected! 
the    road.    3Com    Corp.  I 
teamed  up  with  BellSouth  Ccl 
to  develop  a  version  of  its  pol 
lar  Palm  organizer,  the  Palm  \I 
that   incorporates  BellSoutl 
two-way  messaging  capabilitl 
Users  will  be  able  to  chJ 
quotes  and  trade  stocks  onlj 
buy  airline  tickets,  and  get  sia 
seeing  tips  over  the  Web.  "I 
really  look  for  that  to  makci 
big  splash,"  says  analyst  Ml 
Hoffman  of  market  researclj 
Dataquest  Inc. 
STILL  EARLY.  Mobile-phone  _ 
ers  are  betting  Net  services 
help  their  bottom  lines,  too. 
offering  data,  companies  can 
prove    loyalty    and  lo\ 
"churn"  rates — the  numbei 
customers  who  leave  carri 
each  year.  For  example 
French  wireless  player  cal 
SFR  dropped  its  churn  to 
from  25%  after  introduc 
data  services.  That's  no  sn 
thing:  Wireless  carriers  have 
average  churn  of  about  30% 
year,  and  it  costs  $300  to  wi: 
new  customer.  A  company  wit 
million  customers  is  paying  I 
million  each  year  to  replace 
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subscribers  it's  losing.  Droppl 
the  churn  rate  to  8%  saves  $66  million  each  year. 

Still,  for  all  the  new,  cool  stuff  that  Web  phones  will  I 
fer,  these  are  just  the  early  days  of  wireless  data.  The  si 
vices  that  carriers  are  rolling  out  this  year  typically  tral 
mit  data  at  poky  speeds  of  14.4  kilobits  per  second — oi 
one  half  or  one  quarter  the  speed  that  most  people  a 
from  their  PC  modems.  That's  not  bad  for  now,  but  it's  I 
from  enough  to  look  at  eye-catching  Web  sites,  much  1(1 
video  clips. 

For  that,  phone  companies  need  to  push  the  pedal  to  1 
metal.  The  first  stage  of  improvement  will  be  to  pui 
data  speeds  up  to  56  or  even  128  kbps.  Most  of  this  equ, 
ment  has  been  developed  by  the  likes  of  Ericsson  a 
Lucent  Technologies  Inc.,  but  it's  not  widely  deployed  j 
because  it's  expensive  and  there  are  too  few  phones  to  ts 
advantage  of  it.  By  2001,  most  U.  S.  wireless  players  exp< 
they'll  be  zipping  data  along  at  56  kbps. 

Wireless  data  will  truly  hit  demon  speeds,  though,  wh 
something  called  3G,  or  the  Third  Generation,  arriv 
Analog  was  the  first,  digital  voice  was  the  second — data  t 
third.  How  will  3G  supercharge  the  delivery  of  wirelt 
data?  Instead  of  using  a  25  kilohertz  radio  channel  as  a  t] 


lere's  a  Smarter  Way  to  Unlock  Your  Enterprise  System  Data 


SAS  Solutions  Hold  the  Key. 


)\\   You've  invested  millions  in  your  ERP  system. 
'  ^  Looking  for  a  way  to  turn  all  that  data  into 
information. ..and  true  competitive  advan- 
tage? You're  ready  to  expand  your 
business.  Seeking  a  reliable  way 
to  evaluate  profits,  monitor 
costs,  and  manage  budgets? 
re  anxious  to  satisfy  customer  needs  and  stake- 
ler  demands.  Waiting  for  one  consistent  version  of 
truth — from  every  corner  of  your  enterprise? 


♦  Free  up  your  ERP  data  to  free  up  your  business 

♦  Enhance  profitability  through  data  mining 

♦  Unleash  the  business  potential  of  R/3,  other  ERP 
systems,  or  other  data  sources — using  integrated 
SAS  capabilities  for  CRM,  balanced  scorecard, 
quality  improvement,  and  more. 

SAS  software  solutions  leverage  strategic  partnerships 
and  are  Year  2000  compliant  and  platform  independent. 


software  solutions  —  from  the  world's  leader  in 
sion  support — let  you  get  down  to  business  with 
AG's  R/3. ..or  any  other  data. 


Visit  us  at  www.sas.com/erppayoff  for  more  information 
and  to  request  our  free  guide:  Maximizing  Return  on  Your 
SAP  AG  R/3  Investment.  Or  give  us  a  call  at  919-677-8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 


SAS  Institute  Inc. 


id  all  other  SAS  Institute  Inc  product  or  service  names  are  registered  trademarks  or  trademarks  ot  SAS  [nsl 
irand  and  product  names  are  trademarks  of  their  respective  companies  Copyright  ©  1999  by  SAS  Institute 


Inc  in  the  USA  and  other  countries  ®  indicates  USA  registralic 

20692  BUS 


sas.com/erppayoff    E-mail:  bw@sas.com  919.677.8200 


hat  people  in  business  nee 
to  run  at  their  best: 

the  right  relationship. 

The  chase  corporate  challen 


May  5  New  York  City  #1 

May  27  Albany,  NY 

June  3  Rochester,  NY 

June  16  Frankfurt,  Germany 

June  23  New  York  City  #2 

June  24  Buffalo,  NY 

June  29  Boston,  MA 

'Licensing  Agreement 
Dates  are  subject  to  change 


1999  Race  Schedule 

July  1   Newark,  N| 

July  8  Binghamton,  NY 

July  14  &  15   London,  England 

July  20  Stamford.  CT 

July  22  Mornstown.  NJ 

July  27  Long  Island,  NY 

July  28  New  York  City  #3 


Aug.  3  Syracuse.  NY 

Aug.  5  Chicago,  IL 

Aug.  11  San  Francisco.  CA 

Aug.  17  Paramus,  N| 

Sep.  16  Atlanta,  GA* 

Oct.  2  Championship, 

New  York  City 


Last  year  more  than  170,000  men  and  women  representi 
nearly  6,000  companies  competed  in  the  22nd  running  ort 
3.5  mile  Chase  Corporate  Challenge"  road  racing  series. 
This  year,  runners  from  businesses  of  every  size,  from  alw 
the  world,  will  again  compete  in  men's,  women's  and  coe 
divisions,  representing  their  companies  proudly. 
For  entry  information  write  or  fax:  Chase  Corporate  ChalUg 
173  Speedwell  Avenue,  Suite  138,  Morristown,  NJ  0796C 
Fax:  (973)  898-7305.  Website:  www.chase.com 
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THE    RIGHT   RELATIONSHIP    IS  EVERYTHIlS, 


www  nytimes  i 


AmericanAirlines 


BusinessWeek 


Tl  Fr ANY  &  CO. 


saucai 


Students  start  business. 
Business  makes  profit. 
Students  use  profits  to  teach  children 
about  the  free  market  system. 

(Its  enough  to  give  a  capitalist  goose  bumps. 


The  students  were  from  Pittsburg  State 
University,  Pittsburg,  Kansas.  They  didn't 
start  one  business,  but  successfully  ran 
six  businesses.  And  the  profits  they  made 
funded  53  educational  programs  they 
developed  and  actively  taught  throughout 
their  community. 

The  students  were  SIFE  team 
members.  SIFE  (Students  In  Free 
Enterprise)  sponsors  student  teams  on 
more  than  500  college  campuses.  SIFE 
provides  students  with  what  they  can't 
get  in  a  classroom  —  real  life  experience, 
working,  living  and  breaming  as  entrepreneurs. 

Judith  Borck,  President  and  CEO 
of  Country  Home  Bakers,  says:  "SIFE  has 
renewed  my  faith  in  young  people.  They 
accomplish  so  much  in  a  short  time  and, 
more  importandy,  they  mike  a  real 
difference  in  their  communities." 

Len  Roberts,  President  of  Tandy 


Corporation/RadioShack,  says:  "SIFE 
creates  good  salesmanship  and  teaches 
the  students  how  to  lead  —  something 
that  is  not  taught  anywhere." 

Bob  Martin,  President  and 
CEO  of  Wal-Mart  International  says: 
"SIFE  provides  one  of  the  cornerstones 
for  the  future  of  free  enterprise.  When 
I  look  at  these  students,  I  see  their 
excitement,  entrepreneurial  spirit  in 
action  —  and  it's  inspiring." 

Through  SIFE,  college  students 
learn  to  lead  by  helping  others  succeed 
But  for  SIFE  to  grow,  your  time  and 
expertise  as  business  leaders  are  needed 
We  urge  you  to  call  the  number  below  and 
get  involved  as  a  SIFE  competition  judge, 
donor  or  guest  speaker. 
The  experience  is 
guaranteed  to  give 
you  goose  bumps. 


SIFE 


STUDENTS  IN  FREE  ENTERPRISE  ® 


"Helping  people  achieve  their  dreams  through  free  enterprise  education"  Call  I-800-677_SIFE. 

Active  Sponsors:  Black  &  Decker,  CNB,  GE,  P  &  C,  Reynolds  Metals,  Dirt  Devil,  Chrysler  Fund,  The  McGraw-Hill  Cos.,  plus  J00  more  of  America  s  leading  companies 


Building  Partnerships  Between 
Business  and  Conservation 


Two  Honored  for  Outstanding  Achievements 


Michael  Beck,  Director  of  San  Diego's 
Endangered  Habitats  League,  is  the  winner  of 
our  1999  Alexander  Calder  Conservation 
Award.  His  Natural  Communities  Conservation 
Plan  will  set  aside  172,000  acres  of  coastal 
habitat,  protecting  80  rare,  threatened  and 
endangered  animal  and  plant  species.  The  plan 
also  enables  appropriate  development  over  a 
surrounding  378,000  acres  Michael  has  so  ably 
demonstrated  that  through  hard  work  and  com- 
promise, economic  and  environmental  progress 
can  be  achieved  together 


Kim  Waltmire,  a  second-grade  teacher  at  jack 
Jackter  Elementary  School  in  Colchester,  CT,  is 
the  winner  of  our  1 999  Gene  Cartledge  Award 
for  Excellence  in  Environmental  Education. 

Eight  years  ago  Kim  created  a  program  that 
brings  together  her  students  and  senior  citizens 
to  study  important  environmental  issues.  In 
1998,  participants  studied  environmental  issues 
on  Long  Island  Sound,  and  learned  how  a  clean 
environment  is  vital  to  a  healthy  economy. 
We  salute  Kim  for  her  outstanding  commitment 
to  teaching. 


Union  Camp 


THE  CONSERVATION  FUND 


Union  Camp  Corporation  and  The  Conservation  Fund  are  proud  to  recognize  the  special  people  who  help  stiike  a  balance 
between  the  interests  of  the  economy  and  conservation.  We  do  so  through  two  annual  awards  -  The  Alexander  Calde 
Conservation  Award  and  the  Gen>  •Cartledg<  Award  for  Excellence  in  Environmental  Education. 


Our  1 999  winners  each  received  a  $10,000  grant  from  Union  Camp  at  a  ceremony  held  in  their  honor  in  Washington  D.C 
For  additional  information  call  (703)  683  29'  '6  or  (973)  628-2482,  or  visit  our  web  site  at  www.  unioncamp.com 


U.S.  26% 


BRITAIN  22% 


FRANCE  19% 


►  PERCENT 


voice  call  does,  a  3G  data  call  could 
b  eight  25  kilohertz  channels  at 
e — increasing  speeds  eightfold, 
at's  more,  it  could  move  data  in 
srefficient  bits — or  "packets" — in- 
id  of  traditional  circuits.  The  result 
be  a  hundredfold  increase  in  data 
sds,  to  as  much  as  2  megabits  per 
>nd.  "You  can  probably  get  any  song 
,  has  ever  been  recorded  anywhere 
istory,  and  you  can  listen  to  it  any- 
e,"  says  Dave  M.  Poticny,  vice-pres- 
lt  of  wireless  infrastructure  strate- 
it  Lucent. 

)on't  rush  out  to  get  your  3G  phone 
yet.  Japan  will  probably  be  the  first  nation  to  have  the 
inology  widely  available — some  say  as  early  as  2001 
*e  178).  That's  largely  because  its  existing  wireless 
mrks  already  are  overloaded  with  voice  traffic.  Europe 
follow  in  2002  or  so,  and  the  U.  S.  probably  will  bring 
:he  rear.  American  earners  by  and  large  installed  sec- 
-generation  wireless  equipment  most  recently  and  aren't 
ious  for  a  pricey  new  round  of  investments. 
TS  DILEMMA.  Such  a  dramatic  change  in  wireless  tech- 
)gy  could  create  upheaval  in  the  telecom  industry, 
ile  voice  is  a  commodity  that  allows  for  little  differen- 
ion,  data  is  tremendously  varied.  Just  think  if  one 
ne  company  lets  you  get  only  Web  pages  on  your 
ne  while  a  competitor  provides  Web  pages.  E-mail,  no- 
ation  if  stocks  you  selected  moved  10%,  and  the  ability 
rade  those  stocks  from  your  phone.  That's  a  no-brainer. 
!  bottom  line:  The  carriers  that  quickly  incorporate 
i  services  in  easy-to-use  ways  will  come  out  on  top.  Em- 
sizing  E-mail  and  Net  access  helped  Sweden's  Telia 
ease  wireless  revenues  18%,  to  $880  million,  in  1998. 
'he  big  loser  in  the  U.  S.  market  could  be  at&t.  Its  Dig- 
One  Rate  has  been  a  huge  hit,  attracting  more  than  a 
ion  new  customers  so  far.  But  its  wireless-data  strate- 
iooks  problematic,  at&t  is  planning  to  combine  its  ex- 
lg  voice  technology  with  a  separate  technology  called 
alar  digital  packet  data  (cdpd)  to  handle  data  calls, 
mming  two  technologies  into  a  phone  risks  making  it 
ly — exactly  the  problem  with  at&t's  first  PocketNet 
nes.  What's  more,  few  phone  makers  are  interested  in 
dng  cdpd  phones  because  they're  not  sure  the  tech- 
gy  has  wide  appeal,  at&t  says  Mitsubishi  is  planning  to 
rer  a  cdpd  phone  by  the  fourth  quarter,  although  it  cau- 
s  the  date  is  not  definite.  "We're  working  with  phone 
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ON  THE  GO-PARIS    manufacturers  to  come  out 
,   c  with  another  LphoneJ  next 

Europe  is  well  ahead  ol  year/.  says  Daniei  Hesse,  chief 

the  U.S.  in  telephone      executive  of  at&t  Wireless 

technology  Services. 

Here's  the  dilemma  for 
at&t:  Its  existing  voice  technology — something  called  time 
division  multiple  access,  or  tdma — can  handle  data  traffic. 
But  putting  data  over  tdma  would  require  at&t  to  install 
new  equipment  in  virtually  all  of  its  10,000  cell  sites  across 
the  U.  S.  The  company  is  reluctant  to  do  that,  since  it 
spent  millions  of  dollars  in  the  mid-1990s  to  install  cdpd 
equipment  nationwide.  Moving  to  tdma  for  data  would 
cost  the  company  tens  of  millions  more. 

AT&T  argues  that  there's  little  point  to  the  expense.  It 
says  it  plans  to  be  one  of  the  first  U.  S.  companies  to  de- 
ploy 3G  technology.  It  plans  on  rolling  out  the  equipment  in 
2001  with  broad  availability  by  2002.  "We  don't  want  to  be 
distracted  doing  an  interim  solution  that  will  become  ob- 
solete when  we  go  to  3G,"  says  Kendra 
VanderMeulen,  at&t's  senior  vice-pres- 
ident for  wireless  products.  The  risk  is 
that  the  company  could  be  left  without 
a  competitive  Web  phone  for  three 
years,  "at&t  is  in  real  trouble  if  data 
takes  off  on  wireless,"  warns  consultant 
Seybold. 

Other  phone  companies  think  that 
they  need  an  immediate  solution.  Like 
at&t,  Bell  Atlantic  has  a  cdpd  net- 
work and  a  separate  wireless  voice 
network.  However,  it  has  chosen  to 
upgrade  its  voice  network  to  handle 
data  rather  than  use  cdpd  for  the  mass 
market,  "[cdpd]  is  the  tank,  and  it  is  never  going  to  be  a 
race  car,"  says  Richard  J.  Lynch,  chief  technology  officer  at 
Bell  Atlantic's  mobile  operation.  Bell  Atlantic  will  continue 
to  use  cdpd  for  industry-specific  tasks  like  transmitting  li- 
cense-plate information  to  police  squad  cars. 

Who  will  benefit  from  AT&T's  problems?  Sprint  looks 
the  most  likely.  Although  it  still  has  coverage  problems  in 
parts  of  the  U.  S.,  Sprint  has  the  advantage  of  using  one 
wireless  technology  at  one  radio  frequency.  That  makes  it 
easier  to  roll  out  new  data  technologies — and  with  the 
planned  rollout  of  Net  phones  this  summer,  Sprint  is  push- 
ing the  advantage  aggressively.  "We're  on  a  development 
path  that  we  think  is  a  generation  ahead,"  says  Sukawaty, 
who  plans  to  install  3G  gear  as  soon  as  customers  de- 
mand it. 

Other  companies  are  hoping  to  use  the  promise  of  Net 
phones  to  improve  then-  competitive  position,  too.  Bell  At- 
lantic is  so  serious  about  giving  subscribers  access  to  the 
Web  that  by  the  end  of  this  year,  it  expects  that  all  of 
the  new  mobile 
phones  it  orders 
will  include  Web 
browsers.  MCI 
WorldCom  Inc., 
which  has  no  wireless  presence  today,  could  become  a  fac- 
tor if  its  current  negotiations  to  acquire  wireless  player 
Nextel  Communications  Inc.  are  completed.  Motorola  Inc. 
is  planning  to  roll  out  a  new  Nextel  phone  this  summer 
that  includes  Web  browsing. 

So  get  ready  to  phone  the  Internet.  With  wireless  com- 
panies scrambling  for  an  edge,  Web  phones  are  bound  to  be 
real  this  time. 

By  Peter  Elstrom  in  New  York,  with  bureau  reports 
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Finland  leads  the  wireless  charge 

At  the  Lintumepsan  Middle  School,  six  miles  outside  of 
Helsinki,  kids  as  young  as  10  are  showing  up  with 
mobile  phones.  They're  supposed  to  turn  them  off 
during  class  hours,  but  some  of  them  always  forget. 
"It's  horrible  when  phones  ring  during  class,"  says  Tarja 
Mattila,  who  teaches  eighth-graders  Gernian.  What's  worse, 
the  children  have  their  phones  rigged  to  ring  with  a  few 
bars  from  songs  by  Guns  N'  Roses  and  the  Leningrad 
Cowboys — which  only  adds  to  the  annoyance. 

Why  do  all  these  children  pack  phones?  In  the  past 
five  years,  mobile  phones  have  worked  their  way  into  the 
fabric  of  Finnish  society,  taking  their  place  alongside  the 

sauna.  Some  58% 
of  all  Finns  own  a 
mobile  phone — the 
highest  penetra- 
tion in  the  world. 
That  doesn't  mean  this  market  is  saturated.  Phone  com- 
panies here  expect  Finns  to  continue  snatching  up  mo- 
bile phones  until,  five  years  from  now,  the  machines  out- 
number the  country's  5  million  people. 

All  these  phones  promise  a  lot  more  than  chatter.  Al- 
ready, Finns  are  racing  into  data  transmission,  sending 
millions  of  short  missives  to  each  other.  Spouses  trade 
one-sentence  messages,  say,  telling  each  other  when  and 
where  to  drop  off  their  kids.  High  school  students  speed- 
type  messages  with  such  ease  that  teachers,  worried  about 
cheating,  confiscate  the  devices  before  tests. 

Still,  these  current  forms  of  wireless  data  will  soon  be 
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NO  TALKING . . 

...  on  the 
cell  phone 
during  class 

viewed  as  primitive — lit 
more  than  the  Digital  A 
equivalent  of  Morse  co 
Within  two  years,  Finla^ 
along  with  Japan,  will 
leading  the  charge  into 
so-called  Third  Generat 
of  mobile  telephony  tl 
will  zip  data  along  20 
40  times  faster  than 
day's  standard  modems 
Tiny  Finland  will  pla; 
critical  role  in  shaping  t 
wireless  future.  From 
billion    cell-phone  ki 
Nokia  to  startups  on 
border  of  Lapland, 
country's  phone  indusl 
is  gearing  up  for  the  n 
data  age.  Nokia  is  rolli 
out  a  $750  Internet  phone  this  spring,  and  the  governm< 
has  already  awarded  licenses  to  Finnish  phone  compan 
Sonera  and  Radiolinja,  along  with  Swedish  rival  Telia, 
set  up  Third  Generation  networks. 
"IN  DENIAL"  In  Finland,  the  early,  easy-to-use  data  servi 
are  starting  to  take  hold.  Mobile-phone  subscribers  < 
request  their  bank  balances,  weather  updates,  traffic 
ports,  even  the  latest  headlines  from  Cable  News  N 
work,  through  short-message  services.  Kids  dial  up  a  nu 
ber  where,  for  the  equivalent  of  40(2,  they  receive  1 
latest  Finnish  jokes. 

Finns  even  craft  their  own  sounds  to  signal  an  incom 
call.  Waiting  for  the  start  of  a  James  Brown  concert 
Helsinki  in  early  April,  several  Finnish  professionals 
out  their  phones  and  compare  rings.  One  Nokia  mana} 
has  programmed  his  to  ring  with  the  voice  of  his  cl 
singing.  A  jazz  pianist  has  a  phone  that  whistles  like  a  N 
Yorker  hailing  a  cab.  A  newspaper  editor  has  downloac 
the  theme  from  Star  Wars.  Asked  if  they  know  people  w 
don't  have  cell  phones,  they  sit  back  and  think.  Finally,  I 
Rantala,  the  musician,  says:  "I  know  four  people  who  dc 
have  them.  They're  in  denial." 

These  days,  young  Finns  moving  into  apartments  rar 
bother  to  install  wired  phones,  and  businesses  are  n 
ditching  wired  phones  altogether.  Anygraaf,  a  12-perc 
graphics  company  outside  Helsinki,  just  tossed  out 
desk  phones  last  month  in  favor  of  a  mobile  netw( 
and  dozens  of  Nokia  6150  phones.  Employees  reach  ej 
other  by  dialing  a  three-digit  extension  whether  the  p 
son  called  is  in  the  next  cubicle  or  in  the  U.  S.  In  tir 
says  Chairman  Hannele  Tahvola,  the  mobile  netwc 
should  be  linked  to  the  company's  computer  system 
that  the  mobile  phones  will  be  able  to  pick  up  E-mail  £ 
corporate  data. 

Now,  Nokia  and  the  other  phone  manufacturers 
coming  out  with  the  first  set  of  Internet  phones.  They 
planning  zippier  models,  with  high-definition  color  scree 
to  be  sold  by  the  end  of  this  year.  Much  work  still  has 
be  done.  But  at  the  dawn  of  the  mobile  era,  the  cell  phoi 
in  Finland  are  ringing  happy  tunes. 

By  Stephen  Baker  in  Helsh 
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HERE'S  SOMEONE  YOU 
REALLY  SHOULD  MEET. 


Direct  Solutions 
Provider. 


Q  TOSHIBA 


Solution 


That  someone  is  your  CDW  account  manager,  a  Direct  Solutions  Provider  assigned  to  you  personally.  He'll  use 
his  expertise  to  help  you  select  the  right  top-name  brands  in  PCs,  peripherals  and  software  -  brands  like  Compaq, 
IBM,  Toshiba,  Hewlett-Packard,  Cisco  and  Microsoft  -  and  build  a  custom-configured  solution  that's  right  for  your 
business.  Finally,  a  one-stop  resource  for  everything  you  need,  including  great  savings  in  time  and  money.  It's 
exactly  what  you  should  expect  from  a  billion-dollar,  FORTUNE9  1000  company.  So  call  888-239-7278 
or  visit  www.cdw.com  to  meet  your  personal  account  manager.  And  begin  a  rewarding  new  relationship. 


Computing  Solutions 
Built  for  Business™ 

888-239-7278  www.cdw.com 


Special  Report 


TELECOMMUNICATIONS 


These  are  heady  times  in  the  corporate  labs  lining 
Yokosuka  Research  Park,  Japan's  Telecom  Hill,  lo- 
cated 30  miles  southwest  of  Tokyo.  With  less  than  a 
year  to  go  before  Japan  introduces  the  world's  first 
Third  Generation,  or  3G,  cellular  services,  hundreds  of  en- 
gineers are  racing  to  develop  wireless  phones  and  equip- 
ment that  promise  a  sea  change  in  mobile  communications. 
A  glimpse  of  the  future  is  already  on  display  at  the  lab- 
oratories of  ntt  DoCoMo,  Japan's  largest  mobile-services 
provider:  lightweight  handsets  capable  of  videoconfer- 
encing, easy  Web 
cruising,  and  light- 
ning-speed data 
transmission.  "We 
are  ready  to  cre- 
ate a  new  world,"  says  Kota  Kinoshita,  senior  vice-presi- 
dent of  DoCoMo. 

In  this  new  world,  Japanese  makers  of  wireless  phones 
and  network  equipment  could  reverse  the  missteps  of  the 
past  and  become  key  players  in  the  global  marketplace. 
Why?  The  standard  that  DoCoMo  and  other  Japanese 
players  are  developing — something  called  wideband  code  di- 
vision multiple  access  (w-CDMA) — will  be  used  in  Europe, 
Australia,  and  other  key  regions 
of  the  world.  DoCoMo  plans  to 
initiate  w-cdma  services  in 
Japan  by  next  March,  and  op- 
erators in  Europe  are  expected 
to  follow  in  2001  and  2002. 
"Since  Japan  will  be  the  first 
to  adopt  3G,  its  companies 
should  have  the  first-to-market 
advantage  internationally,"  says 
analyst  Andrew  Haskins  of 
hsbc  Securities  in  Tokyo. 

Japan's  leading  wireless  com- 
panies have  high  hopes  for 
expansion  abroad.  Consider 
Matsushita  Communication  In- 
dustrial (MCI),  Japan's  largest 
handset  maker,  with  35%  of  the 
domestic  market.  MCI  is  plan- 
ning to  boost  its  share  of  world- 
wide wireless  phones  to  15%  in 
2000,  up  from  9%  today  To  do 
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JAPAN'S  POWER  PLAYERS 


INDUSTRIAL  (MCI) 


The  star  oi  Matsushita  Electric  Group  aims 
to  boost  its  share  of  the  global  wireless  phone 
market  to  15%  in  2000  from  9%  now. 


A  strong  player  in  Japan,  with  40%  of  the 
network-equipment  market,  NEC  has  little  share 
abroad.  It  hopes  to  change  that  through  a  joint 
venture  it  has  formed  with  Germany's  Siemens. 


In  Japan,  Fujitsu  sells  13%  of  wireless  phones 
and  16%  of  wireless  gear.  But  it  has  no  presence 
in  win  le    products  overseas.  To  tap  international 
market' ,  the  company  plan;  to  offer  cellular 
operators  services  such  as  systems  integration. 


that,  it's  increasing  production 
of  handsets  in  the  current  Eu- 
ropean digital  standard,  Glob- 
al System  for  Mobile  Commu- 
nications (GSM),  from  5  million 
in  1998  to  9  million  this  year. 
That  will  help  establish  the  company's  rand  name  for 
even  greater  expansion  with  3G.  "This  wy,  we'll  be  posi- 
tioned to  move  in  Europe,"  says  Ryuji  bri,  head  of  re- 
search and  development  at  mci. 

NEC  Corp.,  a  leading  computer  and  comiunications  mak- 
er in  Japan,  also  has  global  ambitions.  ,  too,  plans  to 
establish  a  foothold  in  the  gsm  market  befre  marketing  3G 
products.  In  March,  it  formed  an  alliancevith  Germany's 
Siemens  to  develop  and  market  wireless  tuipment  in  Eu- 
rope and  other  regions.  Under  the  pact,  iemens  gets  ac- 
cess to  NEC's  3G  technology  in  exchange  or  providing  it 
with  gsm  knowhow. 

Japan,  with  its  47  million  cellular  subscners.  is  hardly  a 
wireless  outback.  The  countiy  boasts  thevorld's  smallest 
and  lightest  phones  at  less  than  3  ounct.  Yet  Japanese 
companies  have  failed  to  ti-anslate  their  tecl  ological  prowess 
into  global  market  share  because  Japan's  }.  vemment  regu- 
lators, detei-mii  1  to  protect  the 
domestic  marlt  from  foreign 
players,  appro  ad  homegrown 
standards.  "It  olated  us  from 
the  global  maiet,"  says  Akio 
Moridera,  a  senr  vice-president 
in  charge  of  nuile  communica- 
tions at  Fujitu  Ltd.  Today, 
Japanese  comp  lies  account  for 
less  than  20%  ( the  world's  cel- 
lular-phone busiess. 

That  could  uange  with  3G. 
In  coming  wees,  eight  compa- 
nies will  be  chom  as  equipment 
suppliers  to  DooMo,  including 
mci,  nec,  and  Fujitsu.  Maybe 
the  third  time  n11  be  the  charm 
for  Japanese  mkers  of  commu- 
nications gear. 

By  Irene  MKunii  in  Tokyo, 
with  Stephen  Bker  in  Hanover, 
Genua  in/ 
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sXWorldCom  On  i  Services  have  taken  all  t>f  the  i  i-k  oul  ol  data  transmission.  Gone  are  the 
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These  are  heady  times  in  the  corporate  labs  lining 
Yokosuka  Research  Park,  Japan's  Telecom  Hill,  lo- 
cated 30  miles  southwest  of  Tokyo.  With  less  than  a 
year  to  go  before  Japan  introduces  the  world's  first 
Third  Generation,  or  3G,  cellular  services,  hundreds  of  en- 
gineers are  racing  to  develop  wireless  phones  and  equip- 
ment that  promise  a  sea  change  in  mobile  communications. 
A  glimpse  of  the  future  is  already  on  display  at  the  lab- 
oratories of  ntt  DoCoMo,  Japan's  largest  mobile-services 
provider:  lightweight  handsets  capable  of  videoconfer- 
encing, easy  Web 
cruising,  and  light- 
ning-speed data 
transmission.  "We 
are  ready  to  cre- 
ate a  new  world,"  says  Kota  Kinoshita,  senior  vice-presi- 
dent of  DoCoMo. 

In  this  new  world,  Japanese  makers  of  wireless  phones 
and  network  equipment  could  reverse  the  missteps  of  the 
past  and  become  key  players  in  t  he  global  marketplace. 
Why?  The  standard  that  DoCoMo  and  other  Japanese 
players  are  developing — something  called  wideband  code  di 
vision  multiple  access  (w-cdma) 
Australia,  and  other  key  regions 
of  the  world.  DoCoMo  plans  to 
initiate  W-CDMA  services  in 
Japan  by  next  March,  and  op- 
erators in  Europe  are  expected 
to  follow  in  2001  and  2002. 
"Since  Japan  will  be  the  first 
to  adopt  3G,  its  companies 
should  have  the  first-to-market 
advantage  internationally,"  says 
analyst  Andrew  Haskins  of 
HSBC  Securities  in  Tokyo. 

Japan's  leading  wireless  com- 
panies have  high  hopes  for 
expansion  abroad.  Consider 
Matsushita  Communication  In- 
dustrial (MCI),  Japan's  largest 
handset  maker,  with  35%  of  the 
domestic  market.  MCI  is  plan- 
ning to  boost  its  share  of  world- 
wide wireless  phones  to  15%  in 
2000,  up  from  9%  today.  To  do 
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MATSUSHITA  COMMUNICATION  INDUSTRIAL  (MCI) 


The  star  of  Matsushita  Electric  Group  aims 
to  boost  its  share  of  the  global  wireless  phone 
market  to  15%  in  2000  from  9%  now. 


A  strong  player  in  Japan,  with  40%  of  the 
network-equipment  market,  NEC  has  little  share 
abroad.  It  hopes  to  change  that  through  a  joint 
venture  it  has  formed  with  Germany's  Siemens. 


FUJITSU 


In  Japan,  Fujitsu  sells  13%  of  wireless  phones 
and  16%  of  wireless  gear.  But  it  has  no  presence 
in  wireless  products  overseas.  To  tap  international 
markets,  the  company  plans  to  offer  cellular 
operators  services  such  as  systems  integration. 


that,  it's  increasing  production 
of  handsets  in  the  current  Eu- 
ropean digital  standard,  Glob- 
al System  for  Mobile  Commu- 
nications (GSM),  from  5  million 
in  1998  to  9  million  this  year. 
That  will  help  establish  the  company's  brand  name  foi 
even  greater  expansion  with  3G.  "This  way,  we'll  be  posi- 
tioned to  move  in  Europe,"  says  Ryuji  Hon,  head  of  re- 
search and  development  at  mci. 

NEC  Corp.,  a  leading  computer  and  communications  mak- 
er in  Japan,  also  has  global  ambitions.  It,  too,  plans  tc 
establish  a  foothold  in  the  GSM  market  before  marketing  3G 
products.  In  March,  it  formed  an  alliance  with  Germany's 
Siemens  to  develop  and  market  wireless  equipment  in  Eu- 
rope and  other  regions.  Under  the  pact,  Siemens  gets  ac- 
cess to  NEC's  3G  technology  in  exchange  for  providing  ii 
with  gsm  knowhow. 

Japan,  with  its  47  million  cellular  subscribers,  is  hardly  < 
wireless  outback.  The  country  boasts  the  world's  smalles) 
and  lightest  phones  at  less  than  3  ounces.  Yet  Japanese 
companies  have  failed  to  translate  then-  technological  prowess 
into  global  market  share  because  Japan's  government  regu 
lators,  determined  to  protect  th< 
domestic  market  from  foreigi 
players,  approved  homegrowi 
standards.  "It  isolated  us  fron 
the  global  market,"  says  Aki< 
Moridera,  a  senior  vice-presiden 
in  charge  of  mobile  communica 
tions  at  Fujitsu  Ltd.  Todaj 
Japanese  companies  account  fo: 
less  than  20%  of  the  world's  eel 
lular-phone  business. 

That  could  change  with  3G 
In  coming  weeks,  eight  compa 
nies  will  be  chosen  as  equipmen 
suppliers  to  DoCoMo,  includinj 
MCI,  NEC,  and  Fujitsu.  Mayb< 
the  third  time  will  be  the  chain 
for  Japanese  makers  of  commu 
nications  gear. 

By  Irene  M.  Kunii  in  Tokyo 
with  Stephen  Baker  in  Hanovei 
Germany 
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ONE  NETWORK 
END-TO-END 
NO  HANDOFFS 


!  seamless  global  network. 


MCI  WORLDCOM, 

WorldCom  On-Net  Services  have  taken  all  of  the  risk  out  of  data  transmission.  Cone  are  the 
of  handoffs  to  other  carriers  and  wondering  who's  got  your  data.  With  on-nel  services  your 
simply  goes  from  point  A  to  point  B.  Jusl  one  seamless  global  network,  owned  and  operated  by 

company*  MCI  WorldCom**'  How  do  we  do  this?  By  linking  the  I  S.  and  Europe  with  the  mosl 

meed  underwater  cable  ever  constructed.  And  b\  owning  local  facilities  in  more  than  eighty 
markets,  as  well  as  several  markets  in  Europe.  Whether  your  needs  are  local,  national  or 

■national,  you  deal  with  one  dedicated  accounl  team  for  everything.  Pretty  straightforward,  isn  t 
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Science  &  Technology 


MEDICINE 


OF  MICE  AND  MEN 
—AND  CANCER 

Chemicals  that  promise  to  choke  off  the  blood  supply  to  tumors  are  now  in  human  trials 


A year  after  a  frenzy  of  media  hype 
seemed  to  promise — and  then  to 
inle  out — a  spectacular  cancer  cure, 
progress  is  quietly  being  made  in  the 
search  for  treatments  that  starve  tumore 
by  cutting  off  their  blood  supply.  Some 
20  compounds  that  halt  the  growth  of 
new  blood  vessels,  a  process  called  an- 
giogenesis,  are  now 
in  human  trials,  and 
at  this  spring's  can- 
cer meetings,  re- 
searchers are  re- 
porting promising 
results. 

Claims  that  an- 
giogenesis  blockers 
could  be  a  magic 
bullet  that  would 
cure  cancer  swept 
the  world  last  May 
after  a  front-page 
story  in  The  New  York  Times  reported 
on  two  potent  compounds  first  publi- 
cized in  1997.  Angiostatin  and  endo- 
statin,  discovered  in  the  lab  of  Dr.  M. 
Judah  Folkman  of  Children's  Hospital 
in  Boston  and  licensed  to  EntreMed  Inc. 
of  Rockville,  Md.,  stopped  malignant  tu- 
mors in  their  tracks — 
in  mice.  Talk  of  a  hu- 
man cure,  however,  was 
wildly  premature. 

Since  then,  angio- 
statin and  endostatin 
have  been  on  a  roller- 
coaster  ride.  A  research 
team  at  the  National 
Cancer  Institute  (nci) 
reported  last  November 
that  it  could  not  dupli- 
cate Folkman's  success 
in  mice.  Then,  in  Feb- 
ruary,  it  reported  it  had. 
The  same  month,  Bris- 
tol-Myers Squibb  Co., 
which  is  funding  part  of 
EntreMed's  research, 
dropped  its  support  of 
angiostatin,  saying  the 
drag  was  too  difficult  to 
manufacture.  Endostatin 
has  proven  more  suc- 
cessful: At  the  mid-April 


annual  meeting  of  the  American  Associ- 
ation for  Cancer  Research  (aacr)  in 
Philadelphia,  EntreMed  said  that  it  has 
produced  enough  of  the  drug  to  move 
ahead  with  human  trials  later  this  year. 

The  better  news  for  cancer  patients, 
however,  is  that  angiostatin  and  endo- 
statin are  only  one  piece  of  what  is  now 


UNTREATED:  Cancerous  mouse  lungs   I  TREATED:  Endostatin  stopped  spread 


one  of  the  most  active  areas  of  cancer 
research.  There  are  dozens  of  angio- 
genesis  inhibitors  in  development,  all 
with  different  mechanisms  of  action. 
Several  broad-acting  agents  are  in  the 
final  stage  of  clinical  trials,  while  more 
focused  drugs,  aimed  at  blocking  one 


Angiogenesis  Inhibitors  In  Clinical  Trials 


COMPANY 

DRUG 

TRIAL  STAGE 

BRITISH  BIOTECH 

Marimastat 

Phase  III  against  pancreas,  lung,  and 
breast  cancers 

AGOURON 

AG3340 

Phase  III  against  lung  and  prostate  cancer 

AETERNA 

Neovastat 

Phase  III  against  lung  cancer 

GENENTECH 

anti-VEGF 
antibody 

Phase  ll/lll  against  lung,  breast,  prostate, 
colorectal,  and  renal  cancers 

TAP 

PHARMACEUTICALS 

TNP-470 

Phase  II  against  advanced  solid  tumors, 
phase  1  against  solid  tumors  in  children, 
lymphomas,  and  acute  leukemia 

SUGEN 

SU5416 

Phase  \/\\  against  colorectal  cancer,  advanced 
malignancies,  and  Kaposi's  sarcoma 

NOVARTIS 

PTK787/ZK 

Phase  1  against  advanced  cancers, 
glioblastoma,  and  Kaposi's  sarcoma 

ENTREMED 

Endostatin 

Phase  1  solid  tumor  study  to  start  in  late  1999 

lRn  RII^IMCQ^  \A/FFK 


Notes:  Phase  I  =  Small-scale  human  trials  for  safety 
Phase  II  =  Preliminary  trials  on  efficacy 

Phase  III  =  Large-scale,  controlled  trials,  last  phase  prior  to  approval  request 
DATA:  NATIONAL  CANCER  INSTITUTE 


or  more  of  the  15  chemical  sij 
known  to  activate  blood-vessel  grc 
are  in  different  stages  of  human  tei 
Sugen  Inc.  of  South  San  Fran 
Calif.,  for  example,  is  planning  adv; 
clinical  trials  for  SU5416,  which  b 
vascular  endothelial  growth 
(vegf),  a  key  chemical  for  trigg< 
blood-vessel  gi 
common  to 
80%  of  solid 
mors.  Anti-VE( 
one  of  the  mor 
portant  angio; 
sis  inhibitors 
cause  it  has  s 
broad  action, 
Isaiah  J.  Fid 
leading  cance 
searcher  at 
University  of 
as-M.  D.  And 
Cancer  Center  in  Houston.  Ze 
Genentech,  and  Novaitis  are  also 
ing  on  vegf  blockers. 
EARLY  PEEK.  Sugen  plans  to  anm 
results  in  May  of  an  early-stage  h 
trial  of  its  drug  against  Kaposi's  sar 
an  AlDS-related  cancer.  In  an  early 
at  the  results  ; 
AACR  meeting, 
McMahon,  vice 
dent  for  drug  disc 
reported  that  ther 
"a  very  nice  respi 
The  drug,  he  sa 
fast-acting  and  1 
long-lasting  effect 
Folkman,  who 
signed  all  rights 
giostatin  and  endc 
to  Children's  Ho 
is   heartened  bj 
competition  to  hi^ 
discoveries,  in  pa 
cause   it  proves 
renowned  sciei 
own  theories, 
point  is  that  the  ] 
pie  of  angiogenes 
been  well-establi 
he  says.  "The  pr 
now  is  how  to  ma 
ding."  To  Folkma 


By  powering 
the  Net,  we're  bringing  newborn 
companies  into  the  world  every  day.  As  you  may 
have  noticed,  their  stock  prices  are  kicking  and  screaming. 

While  a  baby  might  have  a  mother's  eyes  or  a  father's  nose, 
over  half  of  the  world's  leading  Internet  businesses  come  into 
this  world  with  a  Sun  Microsystems  brain.  From  online  bookstores 
to  brokerage  firms  to  news  sources  to  portals.  Consider  it  a  matter 
of  good  breeding.  After  all,  75%  of  Internet  backbone  traffic  already 
runs  on  our  Net-based  technologies,  not  to  mention  15  of  the  top  20  ISPs. 
That's  because  we  help  build  e-commerce  solutions  that  work.  Whether 
it's  our  high-performance  systems,  universal  lava"  software  platform, 
or  robust  Solaris"  operating  environment,  Sun  powers  business  in 
the  Network  Economy.  We  even  have  all  the  services  that  help 
keep  your  systems  up  and  running.  In  the  end,  the  most 


compelling  reason  can  easily  be  found  any  day  on 
your  nearest  stock  page.  Perhaps  we  should  be 
passing  out  cigars.  THE  NETWORK  IS 


We're  the  dot  in  .com." 


THE  COMPUTER." 


microsystems 


'9  Sun  Microsystems.  Inc  All  rights  reserved  Sun.  Sun  Microsystems,  the  Sun  Logo.  Java,  the  Java  Cottee  Cup  Logo.  Solans,  The  Network  Is  The  Computet  and  We  re  The  Dot  In  Com  are  trademarks  or  registered  Irademarks  ot  Sun  Mictosyslems.  Inc  In  the  U  S  and  othet  countnes  www.sun.cofn 
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BIG  BACKERS:  Neeleman's  investors  include  the  likes  of  George  Soros 


ENTREPRENEURS 


BRINGING  NEW  AIR 
TO  NEW  YORK 

David  Neeleman  is  set  to  pilot  his  second  discount  airli 


good  news  is  that  there  are  plenty  of 
other  candidates  as  intriguing  as  the 
ones  discovered  in  his  own  lab. 

Indeed,  Folkman's  discovery  has  led 
to  a  sea  change  in  cancer  research.  Sci- 
entists increasingly  try  to  block  a  can- 
cer's deadly  effects  on  the  body,  rather 
than  kill  the  tumor  itself.  "Let's  face  it, 
the  majority  of  cancer  patients  die  from 
metastases  [spreading  tumors],  not  pri- 
mary tumors,"  says  Anderson's  Fidler — 
and  the  higher  the  density  of  blood  ves- 
sels around  a  tumor,  the  better  its 
ability  to  spread.  That's  because  tumors 
can  use  the  blood  vessels  as  conduits 
for  their  malignant  cells.  Researchers 
caution  that  anti-angiogenesis  agents 
are  unlikely  to  eradicate  the  initial  tu- 
mor, but  they  are  hopeful  that  it  can 
be  stopped  in  its  tracks. 

It  is  tins  hope  that  has  sent  molecular 
biologists  on  a  painstaking  search  for 
the  molecular  triggers  that  cancerous 
cells  use  to  spur  blood-vessel  growth — 
a  complex  dance  of  chemical  signals  be- 
tween tumor  cells  and  the  endothelial 
cells  that  line  blood  vessels.  "There  are 
many  different  steps  and  places  and 
ways  one  can  interfere  with  the  sys- 
tem," says  James  Pluda,  the  nci's  senior 
clinical  investigator  overseeing  angio- 
genesis  inhibitors.  "The  compounds  now 
in  trials  represent  a  wide  variety  of 
mechanisms,  but  there  could  be  others." 
NATURAL  BRAKES.  Folkman  first  theo- 
rized in  the  early  1970s  that  tumors 
cannot  grow  without  inducing  the 
growth  of  new  blood  vessels.  But  it  is 
only  in  the  past  five  years  that  scien- 
tists have  isolated  the  cellular  mecha- 
nisms that  control  the  process.  Angio- 
statin  and  endostatin  stirred  up 
particular  excitement  because  they  are 
the  body's  own  natural  brakes  on 
blood-vessel  formation.  But  because 
these  proteins  are  large  molecules,  they 
are  hard  to  synthesize. 

Folkman  is  intrigued  by  a  new  dis- 
covery that  may  get  around  that  prob- 
lem. Researchers  at  Duke  University 
have  identified  the  receptor  on  the  en- 
dothelial cells  to  which  angiostatin 
binds.  A  small  molecule  could  be  syn- 
thesized, says  Folkman,  that  would  be 
just  as  accurate  in  honing  in  on  the 
.  iceptor. 

After  last  year's  white-hot  focus  on 
i-angiogenesis,  researchers  in  the 
are  extremely  cautious  about 
-ing  much,  if  anything.  It  could 
several  years  before  a  drug 
wins      proval,  and  even  then  re- 
searches say  the  treatments  will  like- 
ly  be   given   in   combination  with 
chemotherapy.  So  no  one  will  use  the 
d  word  "cure" — but  cautious  Opti- 
Might be  appropriate. 
By  Catherine  Arnst  in  Philadelphia, 
fohn  Carey  in  Washington 
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David  G.  Neeleman  was  just  19 
when  he  discovered  he  had  a 
knack  for  a  certain  land  of  sales- 
manship. As  a  young  Mormon  sent 
to  poor  Brazilian  villages  during  a  two- 
year  missionary  stint,  Neeleman  excelled 
at  converting  the  locals  to  his  faith.  "It 
was  really  the  first  time  I  felt  like  I  had 
some  talent,"  recalls  Neeleman,  now  39. 

These  days,  Neeleman  is  putting  that 
talent  to  work  on  a  mission  of  an  en- 
tirely different  order.  The  former  presi- 
dent of  Moms  Air  Corp.  is  preaching 
the  virtues  of  his  latest  discount  air- 
line, which  he  hopes  will  soon  be  flying 
out  of  John  F.  Kennedy  International 


Airport.  Promising  a  1990s  versii 
People  Express  in  its  glory  days,  J> 
man  has  won  over  powerful  inves 
including  George  Soros  and  Chase 
ital  Partners.  He  has  raised  a  r< 
$128  million  to  launch  the  earner, 
porarily  named  New  Air. 

It's  the  biggest  gamble  of  Neelei 
career.  By  early  next  year,  he  air 
fly  from  jfk  to  such  places  as  Atl 
Buffalo,  and  Minneapolis,  adding 
10  cities  a  year.  With  fares  50%  or 
below  the  majors,  Neeleman  fig 
plenty  of  demand  will  exist  in  the 
York  market.  Indeed,  in  the  pas 
years,  pricey  short-haul  fares  crii 


How  can  I  compete, 


when  they're  ten  times  larger  than  us? 


Now  you  can  get  a  competitive  edge  with  Polycom's®  ViewStation"  SR 

High-quality,  affordable  videoconferencing  lets  you  instantly 
interact  with  business  associates  anywhere  in  the  world.  And 
make  crucial  decisions  faster  and  more  naturally,  as  if  you 
were  all  in  the  same  room. 

Polycom's  new  ViewStation  SP  makes  videoconferencing,  and 
all  the  efficiency  that  comes  with  it,  available  to  any  size 
business.  In  no  time,  you  can  equip  just  about  any  room  that's 
suitable  for  a  meeting  with  high-quality  videoconferencing  — 
and  for  much  less  than  you  might  expect. 


How  much  more  efficient  and  productive  could 
ViewStation  SP  make  you?  Call  today  to  arrange 
for  your  personal,  free  ViewStation  demonstration 
Hassle-free  videoconferencing,  starting  at  just 
$3,999,  is  now  as  easy  as  using  a  phone. 

Call  1-800-262-1212,  or  visit  www.polycom.com 
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Can  New  Air  succeed  in  the  hypercompetitive  market 
where  People  Express  and  others  have  failed? 


growth  at  New  York  airports  while  traf- 
fic was  rising  dramatically  nationwide. 

Can  Neeleman  succeed  in  the  hyper- 
competitive New  York  market  where 
People  Express  and  others  have  failed? 
Investors,  who  like  New  Air's  project- 
ed low-cost  structure  and  Neeleman's 
track  record  at  Morris,  are  convinced. 
"Management's  numbers  really  do  add 
up,"  says  Neal  Moszkowski,  a  partner 
at  Soros  Private  Equity  Partners. 

Still,  Neeleman  could  have  a  bumpy 
ride  ahead.  Although  he  is  on  the  verge 
of  signing  a  deal  for  82 
new  Airbus  planes, 
Neeleman  has  yet  to 
win  crucial  exemptions 
from  federal  flight  re- 
strictions at  JFK.  And 
he  will  have  to  per- 
suade travelers  to  ven- 
ture out  to  JFK  rather 
than  the  more  conve- 
nient LaGuardia.  That 
may  be  why,  for  now, 


DAVID  NEELEMAN 

BORN  1959,  Sao  Paulo, 
Brazil. 

EDUCATION  Dropped  out  of 
University  of  Utah  to  start  a 
travel  agency. 

BIGGEST  PERSONAL 
CHALLENGE  Dealing  with 


34-year-old.  But  the  deal,  which  includ- 
ed a  five-year  noncompete  agreement, 
also  left  Neeleman  on  the  aviation  side- 
lines. Although  he  initially  joined  South- 
west's  executive  planning  committee, 
Neeleman's  relations  with  the  airline 
soured  after  just  five  months.  Used  to 
being  the  boss,  he  chafed  at  having  to 
work  inside  Southwest's  bureaucracy. 
In  retrospect,  Neeleman  says,  "it  was  as 
much  my  fault  as  anyone's."  He  recalls 
tactlessly  blurting  out  whatever  he  was 
thinking  in  meetings  and  barging  into 
others'  offices.  South- 
west executives  de- 
clined to  comment. 

Since  parting  ways 
with  Southwest,  Neele- 
man has  come  to  be- 
lieve that  part  of  his 
problem  at  Southwest 
was  caused  by  atten- 
tion deficit  disorder.  Al- 
though Neeleman  has 
never  been  officiallv  di- 


his  attention  deficit  disorder. 

rivals    dont    appear    agnosed  with  ADD,  a 

younger  brother  has 
the  condition  and 
Neeleman  is  convinced 
he,  too,  has  all  the 
symptoms.  At  Moms, 
it  wasn't  unusual  for 
him  to  abruptly  leave 
a  meeting  in  progress, 
consumed  by  a  sudden 
need  to  check  out  some 
detail  of  flight  opera- 
tions. At  home,  he  once 
abandoned  his  barbe- 
cue to  buy  a  new 
watch,  leaving  the  meal 


much  worried.  "I  can't 
imagine  he'll  elicit  much 
of  a  response,"  from 
competitors,  says  one 
airline  executive. 

Although  little 
known  on  the  East 
Coast,  Neeleman  was 
instrumental  in  build- 
ing up  Morris  Air,  a 
Utah-based  carrier  that 
Southwest  Airlines  Co. 
purchased  for  $129  mil- 
lion in  late  1993.  South- 
west rarely  acquires 


WHAT  HE  LIKES  ABOUT 
AIRLINE  INDUSTRY 

"There's  such  a  great  oppor- 
tunity for  improvement." 

WORST  BUSINESS 
EXPERIENCE  Bankruptcy  of 
his  travel  agency  in  1983. 

BEST  DEAL  Selling  Morris 
Air  to  Southwest  Airlines  for 
$129  million  in  1993. 

PHILOSOPHY  I'm  real 
conservative.  It  all  stems 
from  the  fear  of  failure. 


other    carriers,    but   '   to  burn. 


No.  9  due  in  May. 


indants' 


Neeleman  had  meticu- 
lously modeled  virtual- 
ly every  aspect  of  Mor- 
ris on  Southwest,  right 
down  to  the  plastic 
boarding  passes  and  flight 
casual  outfits. 

"MY  FAULT."  By  the  time  i 
snatched  up  Morris,  it  was  oi, 
few  airlines  that  could  match  .  h- 
west's  legendary  low-cost  structure.  And 
Morris  was  careful  to  steer  clear  of 
.vest,  just  as  Neeleman  plans  to  do 
■  New  York  market,  where  South- 
recently  launched  service  from  Is- 
lip — some  40  miles  from  Manhattan. 

leman  cleared  $20  million  from 
ilorris  sale,  making  him  a  wealthy 


FAMILY  Married,  8  chil- 
dren— 6  girls  and  2  boys 
ranging  in  age  from  2  to  17 


Investors  aren't  wor- 
ried about  Neeleman's 
self-diagnosed  condition. 
Says  Michael  P.  Lazarus 
of  Weston  Presidio  Cap- 
ital: "If  he  has  it,  he  covers  it  well."  Be- 
sides, he  notes,  "People  want  to  follow 
David.  He  has  passion  and  energy  and 
attitude."  Indeed,  Neeleman  has  lured 
his  marketing  staff  from  Virgin  Atlantic 
Airways.  New  Air  President  David  J. 
who  comes  from  Continental  Air- 
turned  down  a  competing  offer 
fl  >elta  Air  Lines.  John  D.  Owen  left 
th  .Mirer's  job  at  Southwest  to  be- 
coi  te  Neeleman's  finance  chief.  Says 
Owen:  -'He  has  the  Midas  touch." 

Just  ask  June  M.  Monis,  the  founder 


of  Morris  Air.  She  persuaded  Neel 
to  join  her  travel  agency  in  1984 
Neeleman's  own  small  but  aggre 
agency  ran  into  problems.  Soon,  f> 
man  moved  Monis  into  the  charter 
ness,  flying  from  Salt  Lake  Ci 
places  like  Los  Angeles  and  Cancu 
exuberant  salesman.  Neeleman  a 
stand  on  desks  and  do  pirouettes  o: 
form  cartwheels  down  the  hall  or 
ticularly  good  days.  Friends  say 
even  try  to  sell  honeymoon  packaj 
newiyweds  at  weddings  he  attend 

In  1992,  Neeleman  helped  turn  m 
into  a  regularly  scheduled  airline  a 
was  fined  $100,000  for  violating  cl 
rules.  He  quickly  set  up  electronic 
eting.  And  to  boost  productivity  ai 
duce  turnover,  Neeleman  let  reser 
agents  work  from  their  homes.  Th 
cessful  startup,  with  a  fleet  of  22  E 
737  jets,  was  set  to  go  public  just  1 
Southwest  made  an  offer. 
GUSTO.  After  his  brief  stint  at  £ 
west,  Neeleman  kept  his  hand  i 
airline  business  by  advising  Wt 
Airlines  Ltd.,  a  profitable  Canadia 
count  startup.  He  also  became  ce 
majority  owner  of  Open  Skies  In< 
reservation  company  created  from 
ris'  ticketless  system.  Open  Skies, 
sold  to  Hewlett-Packard,  has  ha 
such  accounts  as  British  Airway 
and  Virgin  Express. 

But  those  ventures  were  just  h 
patterns  for  Neeleman.  Now  he's 
in  the  U.  S.  airline  business  with 
Under  federal  rules  favoring  sta 
he's  seeking  75  takeoff  and  landing 
at  jfk.  His  timing  is  good.  Wit 
public  railing  against  the  big  ah 
poor  service  and  high  fares,  Ne1 
has  already  won  the  backing  of 
political  heavyweights  as  Se 
Charles  E.  Schumer  (D-N.Y). 

Neeleman  is  unlikely  to  get  a 
asking  for,  but  a  decision  on  the 
could  come  by  September.  In  the 
time,  he's  uprooting  his  pregnant 
Yicki,  and  their  eight  children  froi 
Lake  City  for  a  new  home  in 
Canaan,  Conn.  He  knows  the  od< 
against  him.  "People  who  invest  i 
ation  are  the  biggest  suckers  i 
world,"  says  Neeleman.  But  his  : 
will  be  different,  he  insists.  And 
$128  million  from  George  Soro 
company,  Neeleman  clearly  has 
verted  plenty  of  believers  to  his  ■ 
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COMMENTARY 

By  Aaron  Bernstein 


SWEATSHOP  REFORM: 
HOW  TO  SOLVE  THE  STANDOFF 


Sweatshops  are  the  hot  topic  on  college 
campuses  these  days.  In  recent  months, 
students  have  been  demanding  assurances 
that  clothing  with  their  universities'  logos  be 
made  under  humane  conditions.  Some  50  uni- 
versities have  responded  by  agreeing  to  join 
the  Fair  Labor  Assn.  (fla).  a  sweatshop-moni- 
toring group  founded  last  fall  by  a  Presidential 
task  force  of  apparel  makers  and  human  rights 
organizations. 

But  the  students  want 
more.  On  Apr.  15,  United 
Students  Against  Sweat- 
shops (usas),  representing 
students  at  some  100  col- 
leges, demanded  that  uni- 
versities quit  the  fla  and 
create  a  more  rigorous 
monitoring  plan.  They 
want  companies  to  pub- 
licly disclose  the  location  of  then'  foreign  facto- 
ries so  human  rights  and  labor  groups  can  inde- 
pendently verify  any  monitoring.  And  they 
want  employers  to  pay  a  so-called  living  wage 
that  meets  workers'  basic  needs  in  different 
countries.  The  fla  would  do  neither,  though  it's 
still  debating  the  wage  issue.  "Universities 
must  hold  themselves  to  higher  standards  by 
rejecting  the  fla*s  weak  code."  says  University 


Protesters 
demanded  that 
Princeton 
subscribe  to  a 
strict  monitoring 
plan 


DUELING  CODES 
OF  CONDUCT 

FLA  (Fair  Labor  Associa- 
tion) Set  up  by  Nike.  Liz 
Claiborne,  two  other  ap- 
parel makers,  and  human 
rights  groups  to  monitor  a 
sample  of  a  company's 
factories. 

CEP  A  system  sponsored 
by  Avon.  Toys  'R'  Us,  and 
the  Council  on  Economic 
Priorities  to  monitor  indi- 
vidual factories.  Includes 
living-wage  standard. 

AAMA  (American  Apparel 
Manufacturers  Assn.)  An 
induf+ry  trade  group, 
plans  to  monitor  individ- 
ual factories  but  has 
least  stringent  rules. 


of  Michigan  sopho- 
more Peter  Romer- 
Friedman. 

The  students 
make  valid  points. 
Even  some  apparel 
executives  privately 
concede  that  some 
disclosure  may  be 
needed  to  keep  com- 
panies honest.  A  liv- 
ing wage  is  probably 
a  workable  idea,  too. 
In  fact,  companies 
such  as  Xike  use  a 
version  of  it  to  help  set  wages 
in  some  countries. 

But  no  monitoring  effort 
will  work  unless  it's  embraced 
by  a  critical  mass  of  the  U.  S. 
apparel  industry.  So  far,  just 
four  companies  have  joined 
the  fla:  Xike,  Reebok,  Liz 
Claiborne,  and  Phillips-Van 
Heusen.  Other  companies  on 


the  presidential  task  force  bowed  out  because  they 
found  the  fla's  goals  too  onerous.  Since  last  fall,  theB 
surviving  four  and  the  'White  House  have  been  unabl 
to  recruit  other  apparel  makers  or  major  retailers.  N 
are  companies  crying  to  join  a  second  effort — featurii 
living-wage  standard — launched  last  year  by  Avon  Pj 
ucts.  Toys  'R'  Us.  and  the  Council  on  Economic  Prio: 
ties  (CEP),  a  New  York  public-interest  group.  Instead 
most  manufacturers  and  even  some  retailers,  includii" 
Wal-Mart  Stores  Inc..  are  devising  a  less  stringent  e 
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through  the  American  Apparel  Manufacturers  Assn. 

By  undermining  the  FLA,  students  are  inadvertently  fos- 
tering the  weakest  approach.  Instead,  they  should  try  to 
get  the  apparel  industry  to  join  the  fla,  not  leave  it.  Stu- 
dents should  also  pursue  retailers,  who  control  pricing 
power  in  the  industry.  "It's  important  that  we  have  higher 
labor  standards,  but  everyone  has  to  adopt  them,  including 
retailers,  or  those  of  us 
who  stick  our  necks  out 
will  be  out  of  business," 
says  Phillips- Van  Heusen 
CEO  Bruce  J.  KMsky. 

The  debate  over  sweat- 
shop codes  of  conduct 
shows  just  how  tricky  it 
is  to  put  a  floor  under 
global  labor  standards, 
even  in  a  single  industry. 
The  apparel  business  in- 
volves hundreds  of  thou- 
sands of  factories  in  wide- 
ly disparate  economies. 
Exposes  have  alerted 
U.  S.  consumers  to  abus- 
es, yet  consumers'  desire 
for  bargain  goods  means 
companies  still  face  fierce 
competitive  pressures. 
And  it's  unclear  what  the 
economic  toll  would  be  if 
anti-sweatshop  efforts  lift 
prices. 

JOB  LOSS.  One  possible 
result:  Consumers  might 
buy  less  clothing,  poten- 
tially reducing  employ- 
ment. A  living  wage,  the 
most  costly  demand,  pos- 
es the  greatest  risk.  "The 
worry  is  that  a  living 
wage  might  cause  some 
workers  to  lose  their 
jobs,"  says  Dani  Rodrik, 
an  economist  at  Harvard 
University.  Still,  slowly 
raising  labor  standards 
around  the  globe  would 
benefit  most  workers  now 
toiling  in  sweatshops.  Giv- 
en the  uncertainties,  the 


aama,  whose  members  include  Sara  Lee,  Jockey  Interni 
tional,  and  vf,  chose  the  weakest  standard.  It  calls  for 
companies  to  pay  the  legal  minimum  wage,  which  in 
some  countries  is  so  low  as  to  be  meaningless. 

The  monitoring  systems  diverge  even  more.  The  CEP 
and  the  aama  both  take  a  factory-based  approach.  Each 
group  is  setting  up  an  association  to  accredit  monitors, 

most  likely  auditing 
firms.  Companies,  eithe: 
manufacturers  or  retail- 


CHEAP  THREADS 


WHAT'S  A  LIVING  WAGE? 

Here's  one  way  the  Council  on  Economic  Priorities  suggests 
defining  a  wage  that  meets  basic  needs  in  different  countries: 

1.  Establish  the  local  cost  of  a  basic  food  basket  needed 
to  provide  2,100  calories  per  day  per  person. 

2.  Determine  the  share  of  local  household  income  spent 


U.S.  consumers  still 
crave  bargain  clothe: 
despite  many  media 
alerts  on  sweatshops 

ers,  can  then  submit 
their  factories  or  their 
suppliers  for  audit.  Ea< 
factory  that  passes  is 
certified  to  be  in  comp] 
ance  with  the  group's  1 
bor  code — so  they  can 
tell  the  public  they're 
"sweatshop-free." 

The  fla  system,  by 
contrast,  focuses  on  an 
entire  company.  Garm< 
makers  or  retailers  mi 
set  up  internal  monito: 
ing  systems  to  ensure 
that  then-  factories  or 


on  food.  Divide  into  1  to  get  total  budget  multiplier.  .  .. 

 ?  °  _r_   those  of  suppliers  are 


3.  Multiply  that  by  food  spending  to  get  the  total  per 
person  budget  for  living  expenses. 

4.  Multiply  by  half  the  average  number  of  household 
members  in  the  area.  (Use  a  higher  share  if  there  are  many 
single-parent  households.) 

5.  Add  at  least  10%  for  discretionary  income. 

EXAMPLE  Assume  the  basic  food  basket  costs  $15  a 
week,  there  are  5.6  people  per  household,  and  families 
spend  40%  of  their  income  on  food.  A  living  wage  would 
be  $15  x  (l-r.4)  x  2.8  (half  of  5.6  people)  +  10%  = 
$115.50  a  week. 

DATA:  COUNCIL  ON  ECONOMIC  PRIORITIES  ACCREDITATION  AGENCY 


best  approach  is  to  set  up 
a  common  monitoring  system,  such  as  the  fla's,  that  tack- 
les the  most  egregious  abuses  first.  Then  the  bar  could 
gradually  be  lifted  to  include  ideas  like  a  living  wage. 

Each  of  the  three  antisweatshop  efforts  takes  a  some- 
what different  path  to  higher  labor  standards.  All  have  a 
code  of  conduct  for  issues  such  as  health  and  safety,  child 
labor,  and  overtime.  The  cep's  is  the  most  stringent — it 
calls  for  a  living  wage.  Companies  on  the  fla  task  force 
refused  to  follow  suit,  which  was  one  reason  U.  S.  unions 
quit  the  group  last  fall.  Ultimately,  the  fla  agreed  that 
companies  must  match  the  local  industry  prevailing 
wage.  The  group  also  agreed  to  discuss  the  living-wage 
idea  again  later,  and  the  White  House  commissioned  the 
Labor  Dept.  to  do  a  preliminary  study.  Meanwhile,  the 


compliance  with  the  Fl 
labor  standards.  Outsii 
monitors  will  randoml; 
audit  30%  of  a  compar 
factories  in  the  first 
three  years  and  10% 
subsequent  years.  The 
fla  will  certify  those 
that  pass  as  in  compli- 
ance with  the  code. 

Each  approach  has 
strengths  and  weakne 
es.  Company-based  m 
toring  requires  U.  S.  ( 
ecutives  to  police  thei 
own  factories  or  those  of  suppliers.  This  is  probably  t 
best  way  to  achieve  real  change  because  it  forces  con 
nies  to  take  a  direct  hand  in  solving  the  problem.  Am 
under  the  fla  plan,  monitoring  results  will  be  disclosi 
to  the  public  every  year,  giving  companies  an  incenth 
for  true  reform.  Still,  random  spot  checks  by  outside 
monitors  could  leave  many  abuses  undiscovered. 

Factory-based  monitoring  better  suits  commodity 
ufacturers  and  retailers,  which  use  hundreds  or  even 
thousands  of  suppliers  and  change  many  of  them  eacl 
year.  Demanding  that  entire  supply  chains  be  certifie 
"sweat-free"  would  rope  many  more  factories  into  the 
system.  But  neither  the  cep  nor  the  aama  has  set 
timetables  for  requiring  companies  to  certify  any  por 
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Leaders  of  low-wage  countries  argue  that  a  strict  wag 
standard  would  price  them  out  of  global  markets 


of  their  vast  web  of  contractors.  And  outside  groups 
would  not  see  monitors'  findings,  as  with  the  fla's  plan. 
"The  fla  has  the  only  plan  that  provides  public  account- 
ability by  companies."  says  Michael  Posner,  head  of  the 
Lawyers  Committee  for  Human  Rights  and  a  member  of 
the  fla  task  force. 

Whatever  oversight  system  is  used,  the  underlying 
economic  issue  is  whether  tough  standards  such  as  a  liv- 
ing wage  do  more  harm  than  good.  The  same  applies  to 
labor  rules  in  trade  pacts.  Malaysian  Prime  Minister  Ma- 
hathir Mohamad  and  other  leaders  of  low-wage  countries 
have  long  argued  that  such  standards  would  price  them 
out  of  global  markets.  Low-wage  countries  would  lose  in- 
vestment and  jobs,  they  say.  hurting  the  local  economy 


lanta-based  apparel  consultant.  "The  people  really  mal 
ing  the  money  are  U.  S.  retailers,"  says  Raoul  Verret, 
vice-chairman  of  Werner  International  Inc..  a  New  Yo 
apparel-management  consultant. 

Harvard's  Rodrik  has  found  similar  results.  A  new 
study  of  wages  and  productivity  in  138  countries  show 
that  "at  least  part  of  the  cost  of  higher  labor  standarc 
would  come  out  of  profits,  though  a  low-wage  country 
competitiveness  could  suffer,  too,"  says  Rodrik. 

Of  course,  no  one  can  define  a  living  wage  down  to  t 
penny.  But  the  idea  can  be  used  to  check  for  gross  labc 
abuses.  One  way  is  to  use  a  method  similar  to  the  way 
U.  S.  defines  poverty,  which  is  to  assemble  a  market  ba 
ket  of  food  needed  for  a  basic  daily  diet  (table,  page  181 
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"Wages  and  benefits 

DATA  KURT  SALMON  ASSOCIA 

and  the  workers  the  standards  are  intended  to  help. 

The  issue  is  particularly  acute  in  apparel,  a  cutthroat 
business  where  relentless  competition  has  driven  produc- 
tion to  ever  cheaper  sources  of  labor.  In  the  past  decade, 
U.  S.  apparel  imports  have  soared  to  61%  of  the  S101  bil- 
lion wholesale  apparel  market,  up  from  47%  in  1987 
(charts).  Most  of  the  rise  has  come  from  U.  S.  manufac- 
turers exporting  partly  finished  clothing  to  Mexico  and 
the  Caribbean  for  the  most  labor-intensive  sewing,  and 
then  importing  it  back  to  the  U.  S.  for  sale.  At  the  same 
time,  production  has  moved  from  middle-wage  countries 
such  as  Taiwan  to  low-wage  ones  such  as  Costa  Rica. 
LOW  RISE.  Certainly,  U.  S.  consumers  pay  less  for  clothes 
today  as  a  result.  The  U.  S.  Consumer  Price  Index  for 
apparel  has  risen  at  half  the  pace  of  the  overall  cpi  since 
1982,  the  lowest  rise  in  any  major  item  except  energy. 

But  there's  also  evidence  that  U.  S.  retailers  and  ap- 
parel makers  share  in  the  bounty.  In  most  advanced 
economies,  wages  track  productivity  over  the  long  term. 
But  U.  S.  apparel  imports  have  shifted  to  countries 
where  workers  have  little  bargaining  power  or  are  often 
squelched  by  authoritarian  governments — precisely  the 
countries  most  likely  to  breed  sweatshops. 

One  indication  is  the  huge  discrepancies  between  pro- 
ductivity and  wages.  In  Mexico,  for  example,  apparel 
workers  are  70%  as  productive  as  their  U.  S.  counter- 
parts, yet  they  earn  just  10%  as  much  per  hour,  accord- 
ing to  surveys  by  Kurt  Salmon  Associates  Inc.,  an  At- 


PUBUC.  COSTA  RICA  JAMAICA.  GUATEMALA. 
ONESIA,  THAILAND.  MALAYSIA.  SINGAPORE 

Nike  used  such  an  approach  to  respond  to  the  economi 
collapse  in  Indonesia,  where  the  company  raised  wages 
its  80,000  footwear  workers  by  more  than  30%  in  the  j 
year.  "We  don't  see  the  wage  issue  as  off  the  table"  in 
fla  discussions  about  codes  of  conduct,  says  Maria  Eit 
Nike's  rice-president  for  corporate  responsibility. 

At  this  point,  private-sector  codes  of  conduct  hold 
most  potential  for  curbing  sweatshops.  Labor  standai 
in  trade  pacts  such  as  nafta  are  weak  and  aren't  we 
enforced.  And  tougher  rales  adopted  by  the  Intemat 
Labor  Organization  years  ago  have  been  largely  igno 

Nor  is  the  market  likely  to  solve  the  problem  on  it 
own.  Eventually,  companies  may  be  able  to  charge  hi 
er  prices  for  sweatshop-free  clothes,  just  as  they  do  I 
environmentally  friendly  products.  But  today,  "it's  na 
to  think  the  public  will  pay  more  because  someone  si 
their  product  is  made  with  the  right  labor  conditions 
says  Reebok  Interaational  Ltd.  ceo  Paul  Fireman.  "1 
up  to  the  manufacturers  to  take  responsibility' 

Retailers,  too,  could  play  a  huge  role  in  setting  new 
rales  for  global  suppliers.  As  pail  of  an  aama  pilot  pr( 
gram,  Wal-Mart  has  asked  a  contractor  to  undergo  a  f 
ry  audit — one  of  the  first  among  big  U.  S.  retail  chains 
Real  progress  toward  rarbing  labor  abuses  will  be  ma 
only  if  many  more  companies  agree  to  a  set  of  rrunimi; 
standards.  That  should  be  the  students'  first  goal. 

Bernstein  covers  labor  issues  from  Washington. 
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U  up-to-the-minute  information.  So  you  can  get  products  to  market  faster, 
rove  customer  satisfaction  and  save  money.  Go  to  lotus.com/superhumansoftware 

R5»  SUPER. HUMAN. SOFTWARE 


Personal  Business 


EDITED  BY  AMY  DUNKIN 


CATERING  TO 

THE  NEAR-WEALTHY 


If  the  bull  market,  stock 
options,  an  inheritance,  or 
plain  old  thrift  has  trans- 
formed you  from  an  average 
investor  into  a  millionaire,  you 
probably  need  to  do  more 
with  your  money  than  just 
stick  it  in  mutual  funds.  In- 
credible as  it  seems,  however, 
$1  million  no  longer  gives  you 
entree  into 
many  of  the 
most  exclu- 
sive trust 
companies  and  private  banks 
that  cater  to  the  very  rich. 
But  you  needn't  despair.  Fi- 
nancial-services firms  that  tar- 
get the  mass  market — and  a 
few  upper-crust  banks — are 
introducing  customized  prod- 
ucts designed  to  appeal  to  the 
"near-wealthy" — those  with 
nest  eggs  of' $500,000  to  $1 
million  who  for  the  first  time 
may  be  faced  with  a  need  for 
help. 

Those  ranks  are  growing 
fast.  Spectrem  Group,  a  San 
Francisco  consulting  firm,  es- 
timates there  are  now  2.9 
million  U.  S.  households  with 
net  worths  of  $1  million  or 
more,  excluding  primary  res- 
idences. That's  double  the  fig- 
ure for  1990.  An  additional 
14.5  million  households  have 
net  worths  of  $500,000  to  $1 
million.  To  seme  these  savers, 
large  fund  companies,  includ- 
ing Fidelity  Investments  and 
Vanguard,  have  set  up  trust 
departments,  estate-planning 
services,  and  divisions  to 
manage  individually  tailored 
accounts. 

Even  J.  P.  Morgan's  private 
bank  is  moving  in  on  the 
business.  It  recently  sent  a 
mailing  to  potential  clients  in 
the  New  York  area,  in  part 
to  spread  the  word  that  $1 
million  can  be  enough  to  gain 
admittance.  At  U.S.  Trust, 
meanwhile,  a  special  unit  ac- 
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cepts  mutual  fund  accounts 
as  low  as  $250,000,  compared 
with  the  $1  million  needed 
for  one  of  the  bank's  individ- 
ually managed  portfolios. 
"Everyone  is  going  where  the 
money  is,"  says  Jamie 
Moldafsky,  senior  vice-presi- 
dent at  discount  broker 
Charles  Schwab,  whose  Sig- 
nature Ser- 


NVESTING 


SERVICE 


vices  gives 
perks  to  cus- 
tomers with 
accounts  of  at  least  $100,000. 
The  extras  include  Wall 
Street  research  and  confer- 
ence calls  and  online  discus- 
sions with  chief  executives, 
including  Intel's  Chairman 
Andrew  Grove. 
SWISS  MODEL.  In  pursuing 
the  near-wealthy,  many  com- 
panies want  to  emulate  the 
old-fashioned  Swiss  private 
bank,  says  Kurt  Reisenberg, 
practice  manager  at  the  vip 
Forum,  an  organization  for 
financial  institutions 
serving  the  affluent. 
That  means  offering 
wealth  management, 
which  combines  in- 
vestment supervision, 
insurance,  brokerage, 
loans,  trusts,  tax  ad- 
vice, and  other  ser- 
vices. While  most 
firms  still  can't  pro- 
vide true  one-stop 
shopping,  several  are 
equipped  to  help 
clients  find  products 
they  don't  offer.  For 
example,  Schwab  of- 
fers referrals  for 
clients  who  need  tax 
and  some  other  ser- 
vices it  does  not  sup- 
ply. Through  its  Ad- 
visorSource  program, 
the  broker  will  put 
investors  with  ac- 
counts worth  $100,000 
or  more  in  touch  with 


money  managers 
it  has  vetted. 
You  pay  the  ad- 
viser a  fee  aver- 
aging 1%  of  as- 
sets annually. 

The  more  mon- 
ey you  bring  to 
the  table,  the 
more  hand-hold- 
ing you  can  ex- 
pect. Say  you 
have  a  Schwab 
account  worth 
$500,000.  You'll 
be  assigned  a 
team  of  8  to  12 
employees  who 
respond  to  ques- 
tions and  prob- 
lems, mostly  by 
phone  or  E-mail.  Though  less 
personal  than  the  one-on-one 
attention  available  at  many 
private  banks,  the  teams 
make  suggestions  if  they  no- 
tice potential  problems,  such 
as  a  lack  of  diversification  or 


the  need  for  an  estate  j 
Moldafsky  says. 

At  Vanguard,  once  j 
account  reaches  $1  ml 
you  get  to  deal  with  a  | 
representative.  "We  wil 
on  a  plane  to  see  some  is 


Gilt-Edged  Help 

MIN  NET  WORTH*  PERKS 
BANK  OF  AMERICA  PRIVATE  BANK 

$1,000,000    Loans  for  art,  yachts,  jets 
CHARLES  SCHWAB 


Signature  Gold**  500,000 
Signature  Platinum**  1,000,000 


Dedicated  team 
20%  trading  discount 


J.P.  MORGAN  PRIVATE  BANK 

1,000,000    IPOs,  private  equity  funds,  credit  I 
MERRILL  LYNCH  FINANCIAL  ADVANTAGE 


Gold 

Platinum 


l,C 


500,000 


40  free  trades/year 
Low-cost  loans 


VANGUARD 


Personal  Advisory 
Personal  Trust 
Flagship 


500,000    Custom  portfolio  of  funds 
500,000    Trust  administration,  managemer 
1,000,000    Your  own  representative 


'Excluding  primary  residence    "Customers  who  meet  trading  activity  minimums  can  also  qualify 
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J.  P.  Morgan  and 
Merrill  Lynch, 
charge  more  than 
some  competitors. 
But  they  maintain 
that  they  give 
their  clients  ac- 
cess to  a  wider 
array  of  services, 
in  addition  to 
something  more 
personal  than  a 
long-distance  rela- 
tionship. At  J.  P. 
Morgan,  for  ex- 
ample, private 
banking  cus- 
tomers can  get 
into  exclusive  in- 
vestment vehicles, 
including  private 
equity  funds  and 
initial  public  of- 
ferings. The  firm, 
which  declines  to 
reveal  its  fees, 
also  offers  inte- 


comprehensive  long-range 
plan  that  minimizes  taxes. 
While  every  firm  in  the  busi- 
ness maintains  that  this  is 
their  cornerstone,  keep  in 
mind  that  in  implementing 
plans,  big  companies  such  as 
Vanguard  and  Merrill  Lynch 
have  a  vested  interest  in  us- 
ing their  own  products  or 
those  they  get  a  commission 
for  selling.  More  objective  are 
fee-only  financial  planners, 
several  of  whom  specialize  in 
wealth  management.  For  a 
listing  of  planners  in  your 
state,  contact  the  National 
Association  of  Personal  Fi- 
nancial Advisors  at  888  fee- 
only  or  www.napfa.org. 
EGO  TRIP?  Before  you  sign 
up,  make  sure  you're  not 
buying  something  that  serves 
your  ego  more  than  your 
wallet.  For  instance,  while 
there's  no  question  that  most 
millionaires  need  estate  plans, 


clients,"  says  Richard 
;,  principal  in  charge 
and  money  manage- 
But  Vanguard's  real 
is  "the  person  who 
n  adviser  and  is  will- 
work  with  someone 
e  phone,  through  the 
r  electronically — rec- 
j  that  by  doing  it  that 
will  be  cheaper," 
;  says. 

3d,  firms  such  as  Van- 
,nd  giant  pension-fund 
ir  TIAA-CREF,  which 
made  their  names 
g  low-cost  mutual 
are  betting  they  can 
h  similar  niches  in  the 
to  serve  the  affluent, 
guard,  trust  and  mon- 
agement  fees  start  at 
nd  0.50%,  respectively, 
minimum  account  bal- 
)f  $500,000.  For  a 
0  trust,  cref  charges 
10%  for  custodial  ser- 
uch  as  record-keeping. 
0%,  it  performs  hands- 
Ley  management.  "We 
vith  clients  along  a 
m  of  situations — from 
direction  for  all  deci- 
:o  giving  suggestions 


4J/;M      This  sector  of  the 

money-management 
market  has  become  so  competitive  that 
fees  have  fallen-and  still  have  a  ways  to  go 


but  not  making  decisions 
without  the  client's  O.  K.,  to 
making  all  the  investment  de- 
cisions," says  Joseph  Gazzoli, 
president  of  tiaa-cref  Trust, 
which  was  launched  last  sum- 
mer. At  Vanguard  and  cref, 
fees  decline  as  balances  grow. 
NEGOTIABLE.  The  low  fees  at 
both  companies  are  an  indi- 
cation of  how  competitive  the 
business  of  catering  to  the 
near-wealthy  is  becoming — 
and  how  costs  still  have  a 
ways  to  fall.  Cerulli  Associ- 
ates, a  financial  research  and 
consulting  firm  in  Boston,  es- 
timates that  the  annual  fee 
for  managing  private-banking 
assets  averages  roughly  1.5%, 
while  related  services  can  add 
an  additional  0.75%.  But  "fees 
are  becoming  more  nego- 
tiable," says  Cerulli  consul- 
tant Dennis  Gallant. 

Private  banks  and  full-ser- 
vice brokerage  firms,  such  as 


grated  financial  planning  that 
encompasses  banking,  bro- 
kerage, and  trust  services 
such  as  money  management, 
trade  execution,  lines  of  cred- 
it, and  tax  planning. 

If  your  net  worth  is  at 
least  $5  million,  accounting- 
giant  Arthur  Andersen  will 
handle  your  trust,  estate,  and 
tax  work  for  hourly  fees  that 
range  from  $150  to  $450.  An- 
dersen also  will  research  oth- 
er services  that  it  doesn't 
normally  provide — for  exam- 
ple, life  insurance  or  money 
management  options,  says 
Joseph  Toce,  partner  in 
chai'ge  of  the  private  client 
services  practice  in  New 
York. 

If  you  need  help  with  your 
suddenly  substantial  nest  egg, 
your  first  order  of  business 
is  to  find  a  financial  planner 
to  assess  your  objectives  and 
risk  tolerance  and  formulate  a 


the  argument  for  private 
money  management  is  less 
clear-cut.  Even  accounts  as 
large  as  $500,000  can  benefit 
from  the  diversification  that 
mutual  funds  can  offer.  And  if 
you  already  have  a  large 
portfolio  of  funds,  selling 
them  to  purchase  individual 
stocks  can  trigger  huge  capi- 
tal gains  and  taxes.  Putting  a 
money  manager  in  charge  of 
a  fund  portfolio  will  also  sub- 
ject you  to  two  sets  of  fees, 
one  to  mutual-fund  companies 
and  the  other  to  your  new 
adviser. 

These  are  probably  issues 
you  never  thought  you 
would  have  to  deal  with.  But 
if  you  want  to  preserve  and 
further  expand  that  nest 
egg,  don't  just  assume  the 
do-it-yourself  approach  that 
has  gotten  you  this  far  will 
always  make  the  best  finan- 
cial sense.     Anne  Tergesen 
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A  COUPLE 

OF  COMEBACK  KIDS 


Investors  looking  for  growth 
once  flocked  to  American 
Century  Ultra  Fund,  while 
those  wanting  solid  value 
chose  Neuberger  Berman 
Guardian.  With  low  expenses, 
no  loads,  admirable  records, 
and  seasoned  managers,  both 
funds  seemed  smart  choices. 
But  in  the 
mid-'90s,  each 
fell  behind. 
1 railing  not  just  the  Standard 
&  Poors  500-stock  index  but 
similar  funds  as  well.  This 
year,  however,  both  are  per- 
forming well.  BUSINESS  WEEK 
Senior  Writer  Robert  Barker 
explains  why: 

FOCUSING  ON 
FRONT-RUNNERS 

With  assets  of  more  than 
$33  billion,  American 
Century  Ultra  is  the  nation's 
seventh-largest  stock  fund. 
Its  performance  this  year  and 
last  is  putting  a  crimp  in  crit- 
ics' contention  that  big  can't 
be  good.  Up  34.6%  in  1998, 
it  outpaced  the  s&p  500  by 
almost  six  points  and  is  near- 
ly three  percentage  points 
ahead  this  year,  with  a  10.9% 
return  through  Apr.  15. 

John  Sykora,  who  joined 
co-managers  Bi-uce  Wimberly 
and  James  Stowers  III  in 
September,  1997,  says  the 
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FUND  WATCH 


team  has  been  placing  larger 
bets  on  companies  whose 
earnings  are  expected  to 
accelerate  well  into  the  fu- 
ture. The  key  attributes:  ex- 
panding shares  of  improving 
markets,  high  and  growing 
returns  on  capital,  increasing 
cash  flows,  and  pricing  power. 

"We're  looking 
for  businesses 
that,  over  time, 
can  sustain  their  competitive 
advantage,"  Sykora  says. 

As  a  result,  the  fund  has 
been  focusing  more  money  on 
favorite  stocks.  In  the  past,  if 
the  Ultra  team  saw  that  com- 
puter-networking  cnmpanies 
such  as  Cisco  Systems  and 
3Com  were  booming,  it  might 
have  invested  in  both.  Lately, 
it  has  been  asking  which 
company  is  better  and  con- 
centrating on  one  stock — in 
this  case,  Cisco.  "Today,  we'd 
say,  'Let's  look  out  five  years. 
Which  company  will  domi- 
nate?' "  Sykora  says. 

Cisco  remains  one  of  Ul- 
tra's top  holdings,  as  do  mci 
WorldCom  and  AT&T.  It 
picked  up  the  AT&T  stake 
when  an  earlier 
holding,  Tele- 
Communications, 
merged  into  the 
big  telecom  com- 
pany. Viewing 
at&t  as  a  growth 
stock  is  contro- 


American  Century  Ultra 
(TWCUX) 


ASSETS 

STYLE 

1999  TOTAL 
RETURN 


$33  5  billion 
Large-cap  growth 
10.9% 

(Through  Apr.  15) 

5-YR  AVERAGE 23.8% 

ANNUAL  TOTAL    (Through  Apr.  15) 

RETURN 

TOP  THREE 
HOLDING 


Microsoft, 
MCI  WorldCom, 
AT&T 
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versial,  Sykora  concedes,  but 
adds  that  the  benefits  of  the 
Tele-Communications  deal  will 
begin  to  show  up  in  the  bot- 
tom line  next  year.  Sykora 
also  is  high  on  Time  Warner, 
which  just  posted  surprising- 
ly good  results.  "Business  is 
phenomenal,"  says  Sykora, 
who  thinks  the  media  com- 
pany's return  on  capital,  now 
around  9%,  will  hit  at  least 
13%  in  the  next  three  to  five 
years  as  interest  expenses 
decline. 

WINNING  WITH 
MERGER  STOCKS  ^ 


Fifty  years  old  next 
year,  Neuberger 
Berman  Guardian 
seemed  to  be  showing  its 
age,  having  failed  since 
1994  to  finish  in  the  up- 
per half  of  its  class  of 
large-cap,  value-stock 
funds.  Last  year  it  re- 
turned a  pitiable  2.4%, 
leading  Morningstar  to 
conclude  that  it  "looked 
to  be  a  sinking  ship." 
Then,  last  September, 
Rick  White  jumped 
from  Salomon  Smith 
Barney  to  join  Kevin 
Risen  at  Guardian's  helm. 
Swiftly,  the  pair  set  about 
revising  the  portfolio. 
Through  Apr.  15,  the  fund 
had  gained  6.9%) — behind  the 
s&p  500  by  about  a  point, 
but  enough  to  put  it  in 
the  26th  percentile 
Y  among  its  peer 
\  group.  Fueling  per- 
formance has  been 
big  holdings  in 
stocks  targeted  in 
mergers,  including 
Mobil,  AirTouch 
Communications, 


Lucas Varity,  and  BankBc 
"I'm  exceedingly  plea 
says  White. 

He  also  expects  to  b 
from  the  fund's  contr 
picks — notably  Well' 
Health  Networks,  Pacifi 
and  Aetna  among  he 
maintenance  organizatioi 
sector  people  love  to  I 
Guardian  is  counting  o: 
underwriters'  growing 
ing  power  and  expects  J 
will  surprise  the  market] 
better-than-expected  eai 
flowing  from  its  purcha 


WHITE:  I 

ing  int\ 
HMOsX 

sector  I 
pie  lov 
hate" 


Neuberger  B 
Guardian  (NG 


ASSETS 

$3.9  billion 

STYLE 

Large-cap  value 

1999  TOTAL 
RETURN 

6.9% 

(Through  Apr.  15) 

5-YR.  AVERAGE 
TOTAL  RETURN 

15.5% 

(Through  Apr.  15) 

TOP  THREE 
HOLDINGS* 

Capital  One  Finar 
WellPoint  Health  f 
works,  General  Mr. 

♦Mar.  31 

DATA  MORNINGS 

SYKORA:  In  five 
years,  "which 
com/tan  1/  will 
dominate?" 


Prudential's  health  ins 
business.  Another 
Guardian  has  been  pr< 
ing  in  is  the  oil  sec 
owns  Texaco  and  has 
position  in  Amerada  B 
White  says  he  and 
have  been  lookinj 
strength  among  con 
cyclicals,  one  reasc 
Guardian's  large  hole 
General  Motors,  gj 
benefit  if  the  market's 
preference  for  cyclica 
growth  stocks  persis 
this  a  little  value-stocl 
or  is  the  market  disco 
the  fact  that  global 
looking  stronger?" 
wonders.  "I  don't  kne 
I'll  take  whatever  con 
way." 


Plastic  soft  drink  bottles  have  been 
slimming  down  for  years.  Take  today's 
popular  two-liter  bottles.  They're  27% 
lighter  than  they  were  in  1990,  but  still 
as  strong  and  shatter-resistant  as  ever. 
And,  these  leaner  plastic  bottles  reduce 
the  need  for  millions  of  pounds  of 
packaging,  helping  to  conserve  precious 
natural  resources.  To  learn  more  about 
the  benefits' of  plastic  packaging  and 
our  environment,  , contact  the  American 
Plastics  Council  at  www.plastics.org  or 
1-800-2-HELP-90. 
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Plastics  Make  It  Possible. 
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Hosted  this  year  by 
AmCham  Peru 
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Written  by  Business  Week  conference 
moderator  Scott  Shuster 


Global  economic  crisis  was  not  on  Latin 
America's  agenda  for  last  year.  Most  of 
the  thirty-two  nations  have  made  excellent 
progress  in  democratization  and  fiscal 
probity,  and  foreign  investors  were  reward- 
ing the  region.  In  most  emerging  markets, 
the  investment  boom  came  to  a  sudden 
halt  around  the  beginning  of  September. 

"We  were  put  to  the  test,"  said  Peru 
President  Alberto  Fujimori  as  he  opened 
the  annual  Business  Future  of  the 
Americas  conference,  hosted  this  time  in 
November,  1998  in  Peru's  capital,  Lima. 
"We  simultaneously  faced  the  trouble  in 
the  world  financial  markets  plus  very 
difficult  climatic  conditions  resulting 
from  El  Nino.  Still,  none  of  this  could 
undo  the  positive  effect  of  our  economic 
reform  program." 

Peru  may  offer  the  most  dramatic 
example  of  reform  and  openness  in 
all  of  Latin  America.  So  committed  is 
President  Fujimori  to  the  international- 
ization of  the  Peruvian  economy  that  a 
law  guaranteeing  equal  treatment  for 
foreign  and  domestic  investors  was  not 
enough  for  him:  He  insisted  that  the 
'Peruvian  Promise'  of  equal  treatment 
be  permanently  enshrined  as  a  tenet 
of  the  national  constitution. 

"Peru  has  taken  bold  measures 
to  keep  from  being  infected  by  the  finan- 
cial virus,"  explains  then-Prime  Minister 
Alberto  Pandolfi.  "We  have  increased 
our  reserves  and  pursued  vigorous  con- 
fidence-building measures.  Our  banking 
regulations  are  among  the  strictest  in  the 
world.  So  it  is  no  surprise  that  invest- 
ment banks  and  risk-rating  agencies 
have  continued  to  praise  us  right 
through  the  crisis."  With  no  domestic 


"Peru  has 
completely  open 
trade  and  capital 
sources  and  a 
constitutional 
guarantee  of 
equal  treatment 
of  foreign 
and  domestic 
investments." 


-  Alberto  Fujimori, 

President  of  Peru 


debt  and  no  short- 
term  public  debt, 
Peru's  rigorous 
economic  man- 
agement is  pay- 
ing off:  Fujimori 
and  Pandolfi 
predict  that 
Peru's  1999  GDP 

growth  will  be  more  than  double  the 
level  of  Latin  America  as  a  whole,  and 
higher  than  1998  growth  -  even  as  GDP 
growth  among  the  country's  neighbors 
goes  into  real  decline. 


Bullish  -  With  Reservations 

"If  Latin  American  governments  maintain 
their  commitment  to  economic  funda- 
mentals -  and  it  appears  that  most  will  - 
then  we  should  be  doing  well  by  2000," 
says  Pedro-Pablo  Kuczynski,  the  former 
chairman  of  First  Boston  International 
and  past  Minister  for  Energy  and  Mines 
of  Peru.  "These  countries  should  have 
two  priorities:  savings  and  exports," 
says  Kuczynski,  now  president  and  CEO 
of  Latin  America  Enterprise  Capital 
Corporation.  "The  stronger  our  savings 
the  less  exposed  we  are  to  the  winds  and 
tides  of  the  rest  of  the  world.  To  save 
more  we  need  to  export  more." 


"It  is  no  surprise  that  investment  banks 
and  risk-rating  agencies  have  continued  to 
praise  us  right  through  the  crisis." 

-  Alberto  Pandolfi,  former  Peru  Prime  Minister 


SPECIAL    ADVERTISING  SECTION 


inistry  of  Integration 

s  vitally  important  to  all  of  us," 
lonzalo  Sanchez  de  Lozada, 

id  likely  future  President  of 
"Everyone  here  should  be  work- 
ird  as  they  can  to  achieve  the 
de  Area  of  the  Americas  (FTAA)," 
mispheric  trading  bloc  encom- 
both  continents  plus  the  nations 
aribbean. 

mber  of  Latin  American  countries 
en  the  step  of  creating  a  'Ministry 
ation,'  a  cabinet-level  department 
ely  devoted  to  the  integration 
ntry's  economy  with  that  of  its 
rs. 

d  Avoid  Future  Financial 
in  Latin  America  (Maybe) 

ist  poor  risk  management  by 
id  Russian  financial  institutions 
sed  the  market  turmoil  last  sum- 
is  there  something  profoundly 


"Everyone  here  should  be  working  as  hard 
as  they  can  to  achieve  the  Free  Trade  Area  of 

the  Americas."  -  Gonzalo  Sanchez  de  Lozada, 

former  President  of  Bolivia 


wrong  with  the  world  financial  system? 
The  chief  economist  of  the  Interameri- 
can  Development  Bank,  Dr.  Ricardo 
Hausmann,  sees  a  structural  problem 
requiring  a  fix.  "We  need  to  do  something 
about  financial  contagion,"  says  Hausmann. 
"We  used  to  say  that  if  a  country's  bonds 
are  doing  well  it's  because  the  policy- 
makers of  that  country  did  something 
great.  But  the  causative  factor  of  crisis  is 
not  'what  happened  to  you,'  it's  'what 
happened  to  J.R  Morgan  or  Citigroup.' 

"Here  is  what  really  caused  the  recent 
disruption  in  Latin  American  finance: 
Latin  America  is  very  equity  intensive. 


"If  Latin  American  governments  maintain 
teir  commitment  to  economic  fundamentals  - 
and  it  appears  that  most  will  -  we  should  be 
doing  well  by  2000."  -  Pedro-Pablo  kuczynski, 

president  and  CEO,  Latin  America  Enterprise  Capital  Corporation 

r  Than  Brazil:  The  Andean  Community 


U.S.  goods  producers  sell  as  much  to  the  Andean  Community 
(Venezuela,  Colombia,  Ecuador,  Peru,  Bolivia)  as  they  do  to  the 
high-profile  giant  of  Latin  America,  Brazil.  Yet  Brazil  receives 
much  more  attention  in  U.S.  corporate  strategy-setting  for  the 
region,  a  fact  that  Andean  Community  Secretary  General 
Sebastian  Alegrett  is  determined  to  change.  "Andean  imports  of 
United  States  products  are  equivalent  to  U.S.  exports  to  Brazil, 
double  the  value  of  U.S.  exports  to  the  three  other  member 
countries  of  Mercosur,  and  four  times  the  amount  exported  to 
Chile.  We  are  the  twelfth-largest  foreign  market  for  the  U.S.  Trade 
relations  between  the  United  States  and  the  Andean  Community, 
therefore,  are  important  to  both  of  us." 


uy  Alegrett, 

Community 
■y  General 


ndean  Community  is  one  of  the  most  important  trading  partners  of  the  United 
why  is  this  fact  so  little  known?  Mostly  because  the  'community'  is  only  a  year 
Tied  with  some  difficulty  out  of  the  old  Andean  Pact.  Its  internal  disagreements 
behind  it  now,  the  newly  named  Andean  Community  is  speaking  with  one  voice 
tling  toward  a  prominent  role  among  the  world's  regional  trade  organizations, 
ry  General  Alegrett,  a  Venezuelan  and  one  of  the  hemisphere's  most  experi- 
•ade  representatives,  is  progressively  eliminating  tariffs  within  the  region, 
ting  with  Mercosur,  seeking  to  create  an  Andean  Common  Market,  pressing 
ionization  of  member  nations'  macroeconomic  policies,  aid  even  working  on 
gn  of  a  'Common  External  Policy'  for  the  member  countries. 


"We  need  to  do 
something  about 
financial  conta- 
gion. The  world 
has  to  be  made 
a  safer  place 

The  investors  for  people." 

who  specialize  _  r.cardo  Hausmann. 

in  emerging 

.      .  chief  economist, 

markets  have 

.    .  .  Internamerican 

their  precious 

equity  invested  Development  Bank 

in  a  diversified 

portfolio  of  emerging  markets.  Any 
shock  in  any  emerging  market  causes 
them  to  lose  equity  capital,  forcing 
them  to  de-leverage  by  selling  across  the 
board.  So  after  Russia's  bonds  collapsed 
our  financiers  were  forced  to  sell  Latin 
America.  They  were  selling  with  tears 
in  their  eyes." 

Hausmann  suggests  that  institutions 
"with  a  lot  of  money"  such  as  the  IMF 
must  be  ongoing  participants  in  the 
world  financial  system  to  "sort  out"  such 
problems  when  they  occur,  and  "but- 
tress" good  economies  that  don't  deserve 
to  be  punished.  "The  world,"  says 
Hausmann,  "has  to  be  made  a  safer  place 
for  people.  Otherwise  when  we  ask  our 
electors  to  tolerate  economic  reforms,  we 
are  asking  them  to  tolerate  too  much." 


In  1999  The  Canal  Goes 
To  Panama.  Will  You? 

Plan  now  to  attend  the 
1999  Business  Future  of  the  Americas 
conference,  November  11-16 
in  Panama  City,  Panama. 

For  more  information  contact 
The  American  Chamber  of 
Commerce  and  Industry  of  Panama, 
507-269-3881. 
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The  McGraw-Hill  Companies 
1999  Symposium  on  Information  Solutions 

Come  join  us  as  we  address  the  issues  that  are  most 
crucial  for  your  success  in  government  and  industry. 

May  11,  1999 

8:00am  -  4:30pm 

Keynote  Address:  Harold  McGraw  III,  President  and  CEO, 
The  McGraw-Hill  Companies 

Agenda  Topics: 

The  U.S.  Economic  Outlook:  Rolling  Along 
International  Outlook 
Risks  and  Opportunities  for  U.S.  Regional 
Economies 

U.S.  Industry  and  Trade  Outlook  -  A  Half- Year 
Update 

Electronic  Commerce:  The  Key  Behind  the 
Evolving  Digital  Economy 
Online  Privacy:  Best  Practices  for  Government 
and  Industry 

Intellectual  Property  and  the  Digital  Age 

Strategies  for  Lifetime  Learning 
Ahead  of  the  Curve:  Productivity  Management 
in  the  Evolving  Workplace 

Trade  Policy  for  the  New  Millennium 
Electricity  Restructuring  in  Washington 
&  Wall  Street 

The  Effect  of  Y2K  on  the  Construction  Industry 
ISO  9000 


Symposium  Exhibitors 
The  McGraw-Hill  Companies  Exhibitors:  Fine 
Services:  Standard  &  Poor's  Compustat  •  Standi 
Poor's  DRI  ■  Standard  &  Poor's  Ratings  Servil 
Standard  &  Poor's  Retail  Brokerage  •  Educations 
Professional    Publishing:  Glencoe/McGraw-lj 
McGraw-Hill  Higher  Education  (Irwin/McGrc* 
Dushkin/McGraw-Hill.   McGraw-Hill.   Primis  CI 
Publishing)  •  McGraw-Hill  Lifetime  Learning  (feet 
McGraw-Hill    OnLine    Learning)     •  McGp 
Professional  Publishing  •  McGraw-Hill  School  Div 
SRA/McGraw-Hill  •  Information  and  Media  Se 
Aviation  Week  (Aviation  Week  &  Space  Techr 
Business  &  Commercial  Aviation,  World  A' 
Directory,  Aviation  Week  Newsletters,  Aerospace 
Aviation  Daily)  •  Business  Week  •  Energy  and  B  - 
Newsletters  •  McGraw-Hill  Construction  infon  - 
Group  (F.W.  Dodge.  Sweet's  Group,  Architt 
Record,  Engineering  News-Record,  Design-B 
Tower  Group  International  •  Additional  Exhibitc  3 


The  McGraw-Hill  Companies:  Federal  Goveii 
Team  •  U.S.  Industry  and  Trade  Outlook  •  Govej 
Partner  Exhibitors:  National  Technical  Infor 
Service  (NTIS)  •  U.S.  Census  Bureau 


To  register  for  your  compliment 
admission,  or  for  more  informal 
please  call  (800)  225-5364  ext. 
visit  us  at: 
www.mcgraw-hill.govtservices 
fax  (908)  464-0603 
or  e-mail  tthom@mh.com 


Washington  Convention  Center  •  900  9th  Street,  NW  •  Washington,  D.C.  20001 
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siness  Week  Index 


)UCTION  INDEX 


nge  from  last  week:  -0.1% 
nge  from  last  year:  4.9% 


PRODUCTION  INDEX 

  Apr.  10=142.8  

1992=100 


pr.  Aug.  Dec.  Apr 

198  1998  1998  1999 

idex  is  a  4-week  moving  average 

Juction  index  dipped  in  the  week  ended  Apr.  10.  The  unaveraged 
creased  to  142.3,  from  141.8.  After  seasonal  adjustment,  steel 
on  dropped  2.4%,  and  even  steel-recycling  levels  have  dropped 
of  production  cutbacks  caused  by  the  record  increases  in  foreign-steel 
Truck  production  was  also  down.  Output  of  autos,  electricity,  oil, 
nber,  and  rail-freight  traffic  advanced  in  the  latest  week. 

ion  index  copyright  1999  by  The  McGraw-Hill  Companies 


ING  INDICATORS 


LATEST 
WEEK 

WEEK 
AGO 

YEARLY 

%  CHG 

ADING  INDEX  (4/9)  1992=100 

120.7 

121. 5r 

-1.9 

PRICES  (4/16)  S&P  500 

1319.00 

1348.35 

17.5 

IATE  BOND  YIELD,  Aaa  (4/16) 

6.65%  6.54% 

-0.3 

SUPPLY,  M2  (4/5)  billions 

$4,478.8 

5,4,470  7i 

7.7 

CLAIMS,  UNEMPLOYMENT  (4/9)  thous. 

i  1 6 

302r 

4.6 

USE  APPLICATIONS,  PURCHASE  (4/16) 

288.2 

251.2 

26.8 

IGE  APPLICATIONS.  REFINANCE  (4/16) 

1,155.7 

1,203.9 

6  -: 

:  Economic  Cycle  Research  Institute,  Standard  &  Poor's 
Labor  Dept.,  Mortgage  Bankers  Assn   (Index:  March  16, 

Moody's.  Federal 
1990=100) 

IEST  RATES  ■ 

LATEST 
WEEK 

WEEK 
AGO 

YEAR 
AGO 

L  FUNDS  (4/20) 

4.49% 

4.66% 

5  37% 

tCIAL  PAPER  (4/20)  3-month 

4.78 

4.79 

5.47 

CATES  OF  DEPOSIT  (4/21)  3 -month 

4.87 

4.88 

5.58 

ORTGAGE  (4/16)  30-year 

6.96 

7.01 

7.06 

ABLE  MORTGAGE  (4/16)  one-year 

5.80 

5.74 

5.84 

J/16) 

7.75 

7.75 

8.50 

Federal  Reserve,  HSH  Associates,  Bloomber 

g  Financial 

Markets 

PRODUCTION  INDICATORS 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

STEEL  (4/17)  thous.  of  net  tons 

1,875 

1 ,9i  ,Off 

-12.9 

AUTOS  (4/17)  units 

125.707 

104,608r# 

18.9 

TRUCKS  (4/17)  units 

166,047 

132,651r# 

37.7 

ELECTRIC  POWER  (4/17)  millions  of  kilowatt-hrs. 

59.234 

58.742# 

5.4 

CRUDE-OIL  REFINING  (4/17)  thous.  of  bbl./day 

10,004 

14,996# 

1  0 

COAL  (4/10)  thous.  of  net  tons 

20,195« 

19,520 

0  9 

LUMBER  (4/10)  millions  of  ft. 

515. 2# 

507.4 

6.9 

RAIL  FREIGHT  (4/10)  billions  of  ton-miles 

25. 8# 

24.8 

0.4 

Sources:  American  Iron  &  Steel  Institute.   Ward's  Automotive  Reports.  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept..  WWPAl,  SFPA2,  Association  of 
American  Railroads 

PRICES 

LATEST 
WEEK 

WEEK 
AGO 

YEARLY 
%  CHG 

GOLD  (4/21)  $/troy  02. 

283.250 

283.400 

-9.4 

STEEL  SCRAP  (4/20)  #1  heavy.  $/ton 

77.00 

77.00 

-42.3 

COPPER  (4/16)  «/ib. 

69.4 

67.1 

-20.0 

ALUMINUM  (4/16)  e/ib. 

63.0 

61.0 

-9.7 

COTTON  (4/16)  strict  low  middling  1-1/16  in.,  e/lb.  59.98 

61.47 

-1.8 

OIL  (4/20)  $/bbl. 

17.53 

16  54 

15.9 

CRB  FOODSTUFFS  (4/20)  1967=100 


190.28     188.74  -17.9 


CRB  RAW  INDUSTRIALS  (4/20)  1967=100 


258.29  256.28 


-14.0 


Sources:  London  Wednesday  final  setting,  Chicago  market,  Metals  Week,  Memphis 
market,  NYMEX,  Commodity  Research  Bureau 


FOREIGN  EXCHANGE 


BRAZILIAN  REAL  (4/21) 

LATEST 
WEEK 

1.7275 

WEEK 
AGO 

1.6725 

YEAR 
AGO 

1.1423 

BRITISH  POUND  (4/21) 

1.61 

1.61 

1  67 

CANADIAN  DOLLAR  (4/21) 

1.49 

1.49 

1  4^; 

EUROPEAN  EURO  4/21) 

1.0610 

1.0802 

NA 

JAPANESE  YEN  (4/2  n 

119.64 

118.75 

;  30  51 

KOREAN  WON  (4/21) 

1188.0 

1214.0 

1374.0 

MEXICAN  PESO  (4/21)' 

9.370 

9.513 

8.449 

TRADE-WEIGHTED  DOLLAR  INDEX  (4/21) 

109.9 

109.2 

109.9 

Sources:    Major  New  York  banks.  Currencies  expressed 

in  units  per 

U  S    dollar,  except 

for  British  Pound  and  European  Euro  in  dollars.  Trade-weighted  dollar  via  J  P  Morgan 


a  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
.  l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn  3=Free  market  value       NA^Not  available       r=revised       NM=Not  meaningful 


E  WEEK  AHEAD 


B  HOME  SALES 

Apr.  26,  1 0  a.m. edt  ►  Existing 
obably  sold  at  an  annual  rate  of 
lion  in  March,  projects  the  median 
jf  economists  surveyed  by  Stan- 
Dor's  mms,  a  division  of  The 
Hill  Companies.  Resales  dipped 
February,  to  a  5.02  million  rate. 

ER  CONFIDENCE 

Apr.  27,  10  a.m. edt  ►  The  Con- 
loard's  index  of  consumer  confi- 
ely  fell  slightly  in  April,  to  133.3, 
ch's  133.9.  The  Kosovo  crisis  may 
g  down  optimism  about  the  future, 
onsumers  remain  upbeat  about  job 
and  the  stock  market. 


DURABLE  GOODS  ORDERS 

Wednesday,  Apr.  28,  8:30  a.m. edt  ►  New 
orders  taken  by  durable-goods  manufactur- 
ers probably  rebounded  by  1%  in  March, 
after  dropping  a  large  4.9%  in  February. 
Almost  all  industries  reported  declines  in 
February. 

EMPLOYMENT  COST  INDEX 

Thursday,  Apr.  29,  8:30  a. m. edt  ►  Employ- 
ment costs  for  civilian  workers  probably 
grew  0.8%  in  the  first  quarter,  says  the  s&p 
mms  survey.  That  follows  a  0.7%  rise  in  the 
fourth  quarter.  The  expected  gain  would 
mean  that  labor  costs  advanced  3.5%  in 
the  year  ended  in  March,  slightly  faster 
than  the  1998's  3.3%  pace. 


NEW  SINGLE-FAMILY  HOME  SALES 

Thursday,  Apr.  29,  10  a.m. edt  ►  New  sin- 
gle-family homes  likely  sold  at  an  annual 
rate  of  875,000  in  March.  If  so,  that  would 
be  the  fourth  consecutive  decline  in  home 
sales. 

REAL  GROSS  DOMESTIC  PRODUCT 

Friday,  Apr.  30,  8:30  a.m. edt  ►  Real  gdp 
probably  grew  at  an  annual  rate  of  3.9%  in 
the  first  quarter,  says  the  median  s&p  mms 
forecast.  That  would  be  down  from  the  tor- 
rid 6%  pace  of  the  fourth  quarter.  While 
domestic  demand  increased  at  a  very  quick 
pace,  a  widening  in  the  net-export  trade 
deficit  subtracted  substantially  from  gdp 
growth  last  quarter. 


This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online— your  opportunity 
to  ask  questions  about 
timely  topics. 

Tuesday  < 


What  banking  and  financial- 
service  stocks  are  on  the 
money  for  you  now?  Ask 
Stephen  R.  Biggar.  Standard 
&  Poor's  analyst  for  that 
sector,  in  a  chat  jointly 
presented  with  S&P  Personal 
Wealth  Apr.  27 
4:30  p.m.  EDT 

Thursday 

David  G.  Sowerby  keeps  an 
eye  on  auto  stocks  and  the 
rest  of  the  market  from 
Detroit,  where  he's  a  portfolio 
manager  for  investment 
company  Loomis.  Sayles.  He's 
the  guest  for  this  week's 
Thursday  investment  chat. 
Apr.  29 
9  p.m.  EDT 


AOL  keyword:  E  A 


'  all  conferences 
for  downloading 
Online  area  on  AOL 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL.  call  1-800-641-4848 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  stay  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 
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U.S.  MARKETS 


Latest 


%  change 
Week  Year 


Dow  Jones  Industrials 

10,581.4 

1.6 

15.3 

O/IQCl  1 

ttoy.  1 

-0.7 

29.8 

S&P  MidCap  400 

386.7 

3.3 

1.6 

OOtr  oiiiaiivaJJ  UUU 

1 70  2 

3.6 

-17.3 

S&P  SuperComposite  1500 

279.6 

0.8 

15.3 

SECTORS 

Latest 

%  change 
Week  Year 

Bloomberg  Information  Age 

514.5 

-0.9 

45.0 

*I&P  FinanriaK 

joti   i  iiiai iuioio 

1 49  8 

1.3 

7.2 

S&P  Utilities 

247.2 

4.6 

2.3 

PSE  Technology 

506.8 

0.6 

40.5 

FOREIGN  MARKETS 

Latest 

%  change 
Week  Year 

London  (FT-SE  100) 

6311.0 

-2.8 

6.4 

Frankfurt  (DAX) 

5163.3 

-0.4 

-3.7 

Tokyo  (NIKKEI  225) 

16,495.0 

-1.6 

4.7 

Hong  Kong  (Hang  Seng) 

12,543.8 

6.0 

14.3 

Tnrnntn  rTCP  1t\t\\ 

lurumu  i lot  ouui 

701 9.8 

1.0 

-10.3 

Mexico  City  (IPC) 

5284.5 

-0.2 

2.3 

rUPiLIWnrit.nl  IHL9 

Latest 

Week 
ago 

Year 
ago 

S&P  500  Dividend  Yield 

1 .23  % 

1.19% 

1.38% 

S&P  500  P/E  Ratio  (Last  12  mos.) 

33.8 

35.4 

26.9 

S&P  500  P/E  Ratio  (Next  12  mos. 

*  24.3 

25.3 

22.2 

First  Call  Earnings  Surprise* 

4.54% 

5.90% 

2.88% 

TECHNICAL  INDICATORS 

Latest 

Week 
ago 

Reading 

S&P  500  200-day  average 

1165.3 

1160.9 

Positive 

Stocks  above  200-day  average 

47.0% 

36.0% 

Neutral 

Options:  Put/call  ratio 

0.54 

0.47 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

0.84 

0.96 

Positive 

Data:  Bloomberg  Financial  Markets;  *First  Call  Corp. 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Hospital  Management  43.3 

Engineering  &  Constr.  29.6 

Furnishings  &  Appliances  27.5 

Diversified  Machinery  25.3 

Machine  Tools  24.5 


Specialty  Appar.  Retailers  86.3 

Communications  Equip.  66.9 

Long-Dist.  Telecomms.  66.5 

Broadcasting  63.5 

Genl.  Merchandise  Chains  62.9 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Tobacco 

Health-Care  Services 
Food  Chains 
Drug  Chains 
Cosmetics 


-16.3  Oil  &  Gas  Drilling  -44.3 

-13.2  Manufactured  Housing  -43.4 

-12.1  Machine  Tools  -33.8 

-11.9  HMOs  -31.4 

-1 1 .9  Metal  &  Glass  Containers  -29.4 


BLOOMBERG  MONEY  FLOW  ANALYSIS 


Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

America  Online 

128 'Vie 

-1*16 

Vodapone  Grp.-ADR 

170*16 

-7/l6 

Texas  Instruments 

100 

-*4 

General  Electric 

109*16 

-1  Vl6 

Merrill  Lynch 

87 '/2 

-27/l6 

EMC 

102*16 

-13*16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  stiength 

Price 

1-month 
change 

Dell  Computer 

38*16 

*16 

Qualcomm 

1405/s 

53 

Knight/Trimark  Group 

863A 

27*4 

Inktomi 

115 

42 '/4 

Doubleclick 

128*16 

39  "/i  6 

Yahoo! 

171 

6 

KEY  RATES 


Latest  Week  Year 
week%  ago%  ago% 


MONEY  MARKET  FUNDS 

4.45 

4.46 

5.10 

90-DAY  TREASURY  BILLS 

4.34 

4.30 

5.09 

6-MONTH  BANK  CDS 

4.35 

4.33 

5.08 

1-YEAR  TREASURY  BILLS 

4.65 

4.65 

5.41 

10-YEAR  TREASURY  NOTES 

5.16 

5.13 

5.68 

30-YEAR  TREASURY  BONDS 

5.52 

5.51 

5.96 

LONG-TERM  AA  INDUSTRIALS 

6.46 

6.43 

6.55 

LONG-TERM  BBB  INDUSTRIALS 

7.09 

7.09 

7.01 

LONG-TERM  AA  TELEPHONES 

6.69 

6.66 

6.80 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 
assuming  a  31%  federal  tax  rate. 

10-yr.  bond  30-yr.  bond 

Latest        Last       Latest  Last 
week       week         week  week 


GENERAL  OBLIGATIONS 
PERCENT  OF  TREASURIES 
TAXABLE  EQUIVALENT 


4.25%  4.24%  4.96%  4.95% 
82.07      82.74      89.82  89.91 


6.16 


6.14 


7.19 


7.17 


INSURED  REVENUE  BONDS 
PERCENT  OF  TREASURIES 
TAXABLE  EQUIVALENT 


4.35 
84.00 
6.30 


4.35 
84.89 
6.30 


5.17  5.17 


93.62  93.90 
7.49  7.49 


EQUITY  FUNDS 


EQUITY  FUND  CATEGORIES 


irningstar,  Inc. 


Leaders 

Laggards 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Four-week  total  return 

% 

Matthews  Korea  I 

31.8 

Eaton  Vance  Grtr.  India  B 

-9.4 

Latin  America 

17.3 

Health 

-3.0 

Templeton  Latin  America  A 

22.3 

ProFunds  Ultrashort  OTC  Inv 

-8.9 

Pacific/Asia  ex-Japan 

14.3 

Europe 

0.8 

HomeState  Sel.  Bnkg.  &  Fin. 

22.1 

Countrywide  Aggressive  Gr. 

-6.9 

Natural  Resources 

12.9 

Large-cap  Growth 

1.5 

Standish  Sm.  Cap  Eq.  Asset 

21.6 

ProFunds  UltraBear  Serv. 

-6.6 

Diversified  Emerging  Mkts. 

12.5 

International  Hybrid 

2.1 

Ivy  Developing  Nations  A 

20.9 

Fidelity  Sel.  Biotechnology 

-6.5 

Real  Estate 

10.8 

Domestic  Hybrid 

3.0 

Leaders 

Laggards 

Leaders 

Laggards 

52-week  total  return 

% 

52-week  total  return 

°» 

52-week  total  return 

% 

52-week  total  return 

% 

Internet 

298.8 

Lex.  Troika  Dialog  Russia 

73  7 

Technology 

42.3 

Latin  America 

-28.5 

Amerindo  Technology  D 

161.3 

American  Heritage 

-60.0 

Communications 

35.4 

Small-cap  Value 

-20.5 

MunderNetNetA 

115.1 

Vontobel  Eastern  Europ.  Eq. 

-50.0 

Japan 

27.5 

Diversified  Emerging  Mkts. 

-19.7 

Van  Wagoner  Technology 

111.1 

Potomac  OTC/Short 

-46.7 

Large-cap  Growth 

21.7 

Precious  Metals 

-18.5 

Berkshire  Cap.  Gr.  &  Val. 

110.5 

Safeco  Sm.  Co.  Stock  Adv.  B  -45.3 

Large-cap  Blend 

11.8 

Small-cap  Blend 

-18.2 

i  as  of  market  close  Wednesday,  Apr.  21,  1999,  unless  otherwise  indicated.  Industry  ey  flow  analysis,  and  mutual  fund  returns  are  as  of  Apr.  20.  For  a  more  detailed  explanation,  write 
ude  S&P  500  companies  only.  Fundamentals,  technical  indicators,  Bloomberg  mon-     to  us  or  E-mail  figures@businessweek.com.  NA=Not  available  **Vanguard  Index  500  Fund 


Editorials 


NEW  ECONOMY' 
THINKING  AT  THE  FED 

Tt's  a  new  world  out  there,  and  the  old  economic  models 
Ji.  don't  seem  to  work  anymore.  Nowhere  is  the  change  more 
apparent  than  at  the  Federal  Reserve  (page  46).  After  years 
of  debate,  Fed  Chaimian  Alan  Greenspan  has  convinced  his 
fellow  governors  that  fundamental  changes  in  the  economy — 
especially  the  shift  toward  low  inflation — require  change  in 
monetary  policy.  Gone  will  be  the  old,  secretive  Fed,  which 
held  that  the  economy  is  inherently  unstable  and  requires  pre- 
emptive action  to  avoid  trouble  (especially  inflation).  In  its 
stead  is  a  new,  more  transparent  central  bank  that  works  by 
telegraphing  its  concerns  and  intentions  to  the  markets.  By 
simply  making  known  its  bias  toward  easing  or  tightening,  the 
Fed  will  rely  on  stock  and  bond  markets  to  do  their  own  eco- 
nomic fine-tuning.  But  when  the  financial  system  is  really 
threatened,  as  it  was  last  fall  when  Russia  defaulted,  the  Fed 
will  still  come  in  with  direct  decisive  action. 

The  Greenspan  approach  is  good  news  for  these  changing 
times.  Old  economic  models  tell  us  that  the  economy  should 
be  slowing  this  late  in  the  business  cycle.  Instead,  domestic 
demand  is  rising.  Inflation  should  be  surging.  It  is  falling.  Pro- 
ductivity should  be  plummeting.  Yet  it,  too,  is  rising.  Key  con- 
cepts, such  as  nairu,  the  nonaccelerating-inflation  rate  of 
unemployment,  and  the  Phillips  Curve,  have  lost  their  ability 
to  explain  and  predict. 

To  his  credit,  Greenspan  recognized  early  that  there  is  a 
new  economy  even  if  he  could  not  define  all  of  its  contours. 
Conservatives  on  the  Fed  still  wanted  to  rein  it  in.  Greenspan 
was  willing  to  test  its  limits.  When  traditional  forecasts  pre- 
dicted higher  inflation,  he  held  off  those  who  wanted  to  raise 
interest  rates,  betting  that  productivity  and  globalization 
would  hold  prices  in  check.  They  did. 

His  opponents  are  becoming  converts.  Now,  the  Fed  will  be 
less  inclined  to  intervene  preemptively,  more  open  about  its 
opinions,  and  more  likely  to  give  growth  the  benefit  of  the 
doubt.  This  is  a  policy  shift  of  historic  dimensions. 

ASIA  IS  FAR  FROM 
REING  'FIXED'  

rowing  euphoria  over  Asia's  economic  rebound  is  starting 
VFto  echo  the  exuberance  of  the  days  just  before  its  crash. 
Stock  markets  in  Hong  Kong  and  Seoul  are  nearly  back  to 
their  all-time  highs,  capital  markets  are  pouring  in  loans, 
and  mutual-fund  managers  are  talking  up  Asia's  potential 
again.  The  message  is  that  Asia  is  "fixed"  and  we  can  all  pick 
up  where  we  left  off  nearly  two  years  ago.  Wrong.  The  crit- 
ical regulatory  and  economic  reforms  needed  to  sustain  a 
rebound  are  only  half-done.  Unless  they  are  completed,  hopes 
of  reviving  double-digit  growth  are  misguided  (page  56). 


Take  Korea.  Its  trade  surplus  is  up,  its  stock  marl 
booming,  and  its  projected  growth  for  next  year  is  3%.  I 
and  other  industries  are  opening  to  foreign  investment 
progress  is  achingly  slow,  and  the  chaebol  are  only  starti 
restructure.  Capacity  has  not  been  cut,  and  profitabilit 
not  improved.  Statements  by  Daewoo's  chairman  tha 
company  will  finally  sell  assets  to  lower  debt  are  good  n< 
if  he  follows  through. 

Thailand  has  bottomed  out,  but  critically  needed 
ruptcy  laws  have  only  recently  passed.  Most  companies 
not  even  begun  to  streamline  their  operations.  Indones 
mains  a  political  powder  keg,  riven  by  ethnic  strife. 
Malaysia,  which  faces  critical  elections,  has  implementec 
economic  reform. 

The  strength  of  Asia's  two  biggest  economies — Japa 
China — is  also  in  doubt.  Tokyo  has  pumped  $60  billion  ij 
banks,  but  they  are  still  not  lending.  Sony,  Mitsubish 
other  big  companies  have  only  just  announced  plans  to  \ 
employees  and  restructure.  The  IMF  expects  Japan's  ec< 
to  shrink  again  in  1999.  Meanwhile,  China's  economy  is 
kept  afloat  by  enormous  public-works  spending.  With  sts 
terprises  shedding  millions  of  workers,  exports  weak,  i 
banks  in  trouble,  China  is  struggling  to  maintain  grov 

The  good  news  is,  the  worst  is  over.  But  over-optimis 
employment,  politics,  and  simple  denial  threaten  to  undj 
the  rebound  just  as  it  begins. 

EUROPE'S  REHEM0T1 
SHOULDN'T  WED  1 

M"n  business,  as  in  life,  one  can  embrace  change  or  fl 

A  from  it.  The  economic  changes  currently  taking  pi 
Em-ope,  the  result  of  globalization  and  the  new  euro,  am 
gering  a  wave  of  mergers  and  acquisitions  designed  tm 
corporations  more  competitive.  Unfortunately,  European* 
insurers,  and  other  companies  with  historically  close  « 
ment  ties  are  using  mergers  to  ward  off  market  forceft 
King  Canute,  they  expect  to  hold  back  the  tides  of  chafl 
the  long  run,  markets,  like  the  tide,  cannot  be  denied  {plm 
Nowhere  is  the  tactic  of  defensive  mergers  more  ajar 
than  in  Europe's  telecom  sector.  There,  German  giant  Diti 
Telekom  is  being  courted  by  Italian  giant  Telecom  Hi 
block  a  hostile  bid  by  Olivetti.  Two  former  state-owri, 
competitive  behemoths  are  embracing  each  other  in  ai-U 
ed  attempt  to  stop  their  loss  of  market  share  to  new,  $ 
rivals.  If  the  German  and  Italian  governments  agreed 
merger — and  then-  approval  is  necessary,  since  they  avM 
70"%  of  the  outstanding  shares — a  $180  billion  super-bteB 
would  result.  Both  companies  are  hugely  overstaffed,  all 
are  among  the  most  inefficient  operators  in  the  indust 
are  losing  market  share  to  a  host  of  European  and  U.if 
ers  that  are  piling  into  new  technologies.  And  even  Ifoi 
deal  has  been  inked,  the  two  are  already  battling  overoni 
headquarters,  organization,  and  jobs.  This  doesn't  augur 'd 
the  kind  of  restructuring  Europe  needs. 


:he  Cadillac  escalade 
has  arrived. 

>  * 


(Our  sincere  thanks  to  the  opening  acts.) 

Introducing  Cadillac  Escalade.  The  one  luxur>  SI  \  so  intelligently  designed  il  does 
things  ordinary  spoi  l  utility  vehicles  can  onlj  dream  of.  Like  providing  personal  concierge 
services,  emergency  assistance  and  directions  right  at  your  fingertips,  no  matter  where 
you  are.  Thanks  to  the  OnStar  System.  \nd  it's  a  standard  feature  no  other  St  \  can  equal. 
So  feel  free  to  express  your  polite  appreciation  for  the  opening  acts.  But  save  the 
real  applause  for  Escalade,  now  on  center  stage  at  a  Cadillac  dealer  near  you. 


D 

It  s  Good  To  Be  The  Cadillac^, 

"  il'I'.l'l  CM  Cum  All 
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sing  innovative  solutions  for  insurance,  financial  protection  and  asset  management. 
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Competition  from  all  sides. 


Information  overload. 


Greater  pressure  on  margins. 


Technology  limitations. 


Too  many  short-term  fixes. 


Too  few  long-term  answers. 


Now's  the  time. 


Come  in  from  the  cold. 


ZURICH 

FINANCIAL  SERVICES 


Centre  '  Empire  Fire  and  Marine  •  Farmers 
Fidelity  and  Deposit  •  Scudder  Kemper  Investments 
Universal  Underwriters  '  Zurich 
Zurich  Kemper  Life  •  Zurich  Re 

www.zurich.com 

LSE  {London  Stock  Exchange):  ADZ  Allied  Zurich 
SWX  (Swiss  Exchange):  ZUAN  Zurich  Allied 

Allied  Zurich  ADR  (non  listed):  ADZHY 
Zurich  Allied  ADR  (non  listed):  ZRHAY 
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from  you.  The  lead  foot,  that  is.  And  you  left  your  vintage 
Jaguar  in  the  garage.  You  think.  Only  you're  out  of  town, 
so  you're  not  sure.  Enter  e-services.  E-what?  A  security  chip 
in  the  car  recognizes  your  daughter's  key  and  engages 
a  "soft  limit"  that  won't  allow  the  car  to  exceed  65  mph. 
Which,  of  course,  she  attempts  to  do.  Instantly,  the  car 
sends  a  signal  to  a  service  you  subscribe  to,  alerting  you  to 
what's  going  on.  Three  thousand  miles  away,  you  excuse 
yourself  from  the  dinner  table  and  as  you  walk  toward 

jghter  is  no 

more  than  three  blocks  from  the  driveway  when  the  car 
phone  begins  ringing.  How's  that  again?  Businesses  and 
services  are  using  the  Internet  in  ways  that  go  far  beyond 
today's  websites.  They're  adding  a  whole  new  dimension 
to  the  term  "service."  The  next  chapter  of  the  Internet  is 
about  to  be  written.  And  it  has  nothing  to  do  with  you 
working  the  Web.  Instead,  the  Internet  will  work  for  you. 
www.hp.com/e-services 

The  next  E.  E-services. 
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STREET  NEWS 

GOLDMAN'S 
RAINBOW  IPO 

GOLDMAN  SACHS 

has  agreed  to  in- 
clude 17  minority- 
owned  and  three 
women-owned 
firms  among  the 
130-odd  underwrit- 
ers handling  its 
historic  initial  pub- 
lic offering.  Many 
of  the  20  firms 
were  included  as 
underwriters,  say 
sources  close  to 
Goldman,  after  talks  with  the 
Reverend  Jesse  Jackson,  who 
has  recently  pushed  for  mi- 
norities to  have  a  stronger 
presence  on  Wall  Street. 

Two  of  the  firms,  Muriel 
Siebert  and  the  black-owned 
Utendahl  Capital  Partners, 
sit  in  the  bracket  just  below 
such  co-managers  as  Men-ill 
Lynch  and  Bear  Stearns. 


JACKSON:  Insistent 


Most  of  the  others  will  par- 
ticipate at  the  mezzanine  lev- 
el, where  76  firms  handle 
sales  of  shares  to 
the  public. 

That's  good,  but 
not  yet  good 
enough  says  Jack- 
son, who  wanted  a 
minority-owned 
firm  among  the  16 
directing  the  ipo. 
"We  need  to  be  at 
the  top,  as  co-man- 
agers," the  civil- 
rights  activist  says. 

The  ipo,  Wall 
Street's  largest 
ever,  is  scheduled 
for  May  3  and  is  expected  to 
raise  about  $3  billion.  The  un- 
derwriters will  split  up  to 
$150  million  in  fees,  so  par- 
ticipating will  be  profitable. 
But  the  opportunity  later  to 
play  on  the  prestige  of  being 
included  in  such  a  high-profile 
deal  may  prove  to  be  far 
more  valuable  than  the  fees 
alone.  Roger  Crockett 


THE  LIST  WHERE  AMERICANS  ARE  MOVING 


What's  the  sim- 
plest way  to  find 
out  which  cities 
Americans  con- 
sider most  liv- 
able? Find  out 
where  they're 
moving.  Measur- 
ing the  net 

migration  in  the  59  metro 
areas  with  over  1  million 


VIVA  LAS  VEGAS 


people,  from 
1990  to  1997, 
this  study 
reveals  people's 
preferences 
r   |  without  resorting 
to  formulas  that 
weigh  subjective 
factors  such  as 
the  importance  of  local  cul- 
ture or  commuting  time. 


FIVE  MOST-LIVABLE 
METRO  AREAS 


RANK 


FIVE  LEAST-LIVABLE 
METRO  AREAS 


RANK 


LAS  VEGAS 

1 

ORANGE  COUNTY,  CALIF. 

55 

ATLANTA 

2 

MIAMI 

56 

PHOENIX 

3 

SAN  JOSE,  CALIF. 

57 

AUSTIN 

4 

NEW  YORK 

58 

RALEIGH-DURHAM,  N.C. 

5 

LOS  ANGELES 

59 

DATA  THE  FEDERAL  RESERVE  BANK  OF  ST.  LOUIS/U  S.  CENSUS 

LOS  ANGELES 


TALK  SHOW  mi  don't  see  how  to  get  this  statute  to 

— Supreme  Court  Justice  Stephen  Breyer,  speaking  of  the 
A  mericans  with  Disabilities  Act  of  1990 
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OVER  THERE 


ENOUGH  SPIN-OFFS  TO  MAKE  YOU  DIZZY 


UNDER      PRESSURE  TO 

increase  shareholder  value, 
many  of  Europe's  largest  cor- 
porations are  spmning  off  op- 
erations that  have  little  to  do 
with  their  core  businesses 
and  profiting  handsomely,  es- 
pecially with  newly  formed 
high-tech  companies.  The  di- 
vestitures represent  a  sharp 
change  in  thinking  from  a 

PRIZES  ON  THE  BLOCK 


PARENT  COMPANY 

SPIN-OFF 

MARKET 
VALUE* 

BAYER 

AGFA 

$3.9 

VEBA 

Stinnes 

3.3 

SIEMENS 

Infineon 

5.4 

DAIMLERCHRYSLER 

debitel 

2.5 

"Estimated  in  billions 

DATA:  BUSINESS  WEEK,  ANALYSTS'  ESTIMATES 

decade  ago,  say  analysts, 
when  companies  wanted  di- 
verse operations  to  help  re- 
duce the  effects  of  the  busi- 
ness cycle. 

Now,  companies  want  to 
stay  focused.  In  June,  chemi- 


cal giant  Bayer  plans  tol 
its  AGFA  unit  for  $3.9  bil 
agfa  gets  most  of  its  a 
from  digital  imaging  prod 
such  as  medical  scanrj 
DaimlerChrysler  has  alrJ 
spun  off  its  10%  stakj 
fledgling  phone  network 
itel,  which  is  now  value 
about  $2.5  billion.  Veb 
German  conglomerate,  d 
to  list  its  Stinnes  divil 
a  logistics  supplier,  oil 
Frankfurt  ExchangiJ 
raise  about  $3.3  bi 
Meanwhile,  Siemens  { 
to  spin  off  its  semicori 
tor  unit,  Infineon,  for 
billion. 

The  strong  deman< 
tech  stocks  helps.  Sh 
on  Germany's  tech-b 
Neuer  Markt  have  clin 
54%  in  the  past  six  moi 
Add  in  record-low  I 
yields  and  strong  inte 
from  foreign  investors 
the  spin-off  craze  could 
for  months.        Jack  Ei 


INDIAN  AFFAIRS 

AND  NOW  BUFFALO 
SUBSIDIES 

IN  THE   MID-19TH  CENTURY, 

hunters  wiped  out  millions  of 
buffalo.  Now,  in  an  odd  twist, 
Native  Americans — once 
heavily  dependent  on  buffalo 
for  food — have  persuaded 
the  government  to  buy  tons 
of  bison  meat  to  help  their 
ranchers  avert  disaster. 

The  U.  S.  Agriculture 
Dept.  says  it  plans  to  buy  1.6 
million  pounds  of  buffalo  meat 
worth  $6  million  this  year. 
Most  of  it  will  be  distributed 
to  the  Indian  poor.  The  buy- 
ing program  is  the  brainchild 
of  Native  American  buffalo 
ranchers.  Like  many  other 
fanners,  they  have  seen  agri- 
cultural prices  plummet  re- 
cently. States  like  North 
Dakota,  where  bison  is  now 
the  second-largest  livestock 


product,  have  been  espec 
hit.  So  Dennis  Sexhus, 
of  the  North  American  E 
Cooperative,  has  high  pi 
for  a  program  he  says 
avert  the  collapse  of  the 
ness  and  "give  us  a  1 
breathing  room." 

The  government  isn't 
only  buyer.  Sexhus,  a  bu 


CASINO  BOUND:  Big  steal 

rancher  himself,  says  that] 
dian-run  gambling  cas| 
have  also  committed  to 
buffalo  steaks  and  chops, 
though  no  amounts  have  1 
specified,  the  purchases 
help  even  the  odds  fori 
ranchers.        Denn  is  Ba 
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iUTY  IS  MORE  THAN  SKIN  DEEP.  HENCE,  THE  250HP  ENGINE.  QQQQQQ 

engineers  created  a  sedan  that  looks  sleek  and  seductive.  But  better  yet,  one  that  performs  magnificently.  The  Aurora, 
chnologically  advanced  25ohp  V8  engine  gives  you  the  power  the  instant  you  demand  it.  The  Aurora  marries  beauty  and 
is.  A  truly  exceptional  combination.  And  isn't  that  what  you  look  for  in  a  sedan?  Visit  our  Web  site  at  auroracar.com. 


1999  GM  Corp  All  rights  reserved  1-800-255-OLDS 
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Up  Front 


PAPER  PLAYS 

HERE'S  A  FIRST 
FOR  THE  SEC 

IT   WAS   A   CURIOUS  STOCK 

deal  that  art  student  Ben 
MacNeill  brought  before  the 
Securities  &  Exchange  Com- 
mission last  fall.  He  wanted 
to  go  to  the 
market — not 
the  nyse  or 

NASD A  Q    b U t 

the  Internet. 
The  offering? 
Eight  hundred 
shares  of,  well, 
himself. 

The  payoff: 
stock's  $5  face  value  in  five 
years — a  compound  growth 
rate  of  about  14.4%  annual- 
ly. The  guarantee  works  like 
an  iou,  MacNeill  says.  He 
hopes  to  avoid  paying  out  of 
pocket  as  the  certificates — 
which  he  lovingly  printed — 
appreciate  as  works  of  art. 

It's  a  long  shot.  Besides 


double 


raising  cash,  the  project,  post- 
ed at  www.artshare.com,  is 
MacNeill's  Master's  of  Fine 
Aits  project.  He  graduates 
from  the  Art  Institute  of 
Chicago  in  May.  The  certifi- 
cates, exMbited  there  in  April, 
are  "conceptual  art,"  repre- 
senting the  merging  of  art 
and  commerce. 

Viewers  don't 
get  it,  MacNeill 
sighs.  "They 
didn't  recognize 
the  shares  as  a 
discrete  work 
of  art."  Many 
thought  the 
stock  represented 
shares  in  MacNeill's  paintings. 
And  so  far,  he  has  only  169 
buyers  for  800  shares.  The 
SEC's  take?  A  spokesman 
says:  "Although  we're  not  in 
dispute  as  to  whether  this  is 
art,  this  is  a  security."  The 
spokesman  adds  that,  art  or 
not,  MacNeill's  project  had 
better  make  good  on  its  fidu- 
ciary promise.     Joan  Oleck 


STRUGGLING  COMRADES 

RUSSIA'S  NEW 
AMERICAN  FRIEND 


DRINK  UP:  Wi 

holograms  helj. 


RUSSIA  HAS  ENLISTED  A  U.S. 

company  in  a  new  offensive 
against  counterfeiting.  Holo- 
graphic Dimensions,  which 
makes  holograms — those  3-D 
images  used  to  foil  counter- 
feiting of  credit  cards,  CDs, 
and  other  products — will  help 
Russia  battle  phony  liquor- 
tax  stamps.  The  government 
says  that  bootlegging  costs  it 
$5  billion  annually. 

So  through  a  Russian  firm, 
government  has  awarded 
I  iami-based  company  its 


first  tax-stamp  contract,  worth 
$130  million  over  the  next 
year,  ceo  Kevin  Brown  hopes 
the  new  stamps'  debut  on  July 
1  is  just  the  start.  Holograms 
are  likely  to  appear  on  most 
consumer  products  in  Russia, 
where  tax  evasion  is  rampant. 
Holographic  Dimensions  has 
promised  to  open  a  Russian 
factoiy  by  next  year. 

This  being  Russia,  though, 
j  there  could  be  some 
flitches.  Business 
groups  argue  that 
the  holograms  will 
rive  up  retail  prices 
without  stopping  bootleggers, 
since  inspectors  are  ill- 
equipped  to  detect  phony 
stamps.  Then  there's  the 
question  of  Holographic  Di- 
mensions' pay.  Russia  has  de- 
faulted on  billions  in  debts, 
and  the  economy  is  awash  in 
barter  and  ious.  Brown  has  a 
bank  guarantee,  but  the  in- 
stitution, Neftkhimbank,  is 
stinggling  to  stay  afloat.  Col- 
lecting on  the  contract  could 
prove  as  elusive  as  grabbing 
a  hologram.    Carol  Matlack 


DRAWN  &  QUARTERED 


NEW  SIMPLE  HK0Wm\U6 


FOODSTUFF 

KILLER  CHEESE 
STALKS  THE  FRENCH 

OWING  TO  HEALTH  CONCERNS, 

the  U.  S.  government  has 
long  prohibited  the  import  of 
French  soft  ripened  cheeses 
that  are  made  of  unpasteur- 
ized milk  and  aged  less 
than  60 


days. 

Now,  in  the  wake 
of  a  series  of  food-poisoning 
alerts,  even  the  French  are 
frightened. 

Since  January,  two  people 
have  died  and  a  third  is  in  a 


coma  after  eating  cheese 
fected  with  the  deadly  1 
teria  Listeria.  One  prodi 
of  the  pungent  Burgu: 
specialty  Epoisses  has  b 
shut  down,  and  sales  of  s< 
raw-milk  cheese  brands  h 
fallen  by  as  much  as  70% 
French  industry  and  j 
emment  officials  say  List 
can  be  found  in  aln 
any  food  and  that 
cheeses  are  safe.  <<r 
panic  is  unwarrant 
says  Sylvie  Sern 
the  Institut  Nati< 
des  Appellations  d'Orij 
a  government  food-certi 
tion  agency.  She  and  otl 
have  long  railed  against  I 
British,  and  Scandina' 
pasteurization  requireme 
They  want  Washington  tc 
lax  its  restrictions.  Amer 
diplomats,  however,  say 
ting  raw-milk  cheese  into 
U.  S.  will  stay  off  the  t: 
menu.       William  Echtf 


THE  BIG  PICTURE 
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WHAT  ARE  YOUR  EMPLOYEES  LOOKING  AT  0NLIN 

Internet  users  at  work  accessed  69%  more  content  in 
Februaiy,  1999,  than  they  did  a  year  earlier.  But  shoppir 
and  viewing  adult  sites  remain  issues. 
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TNOTES  Job  seekers  asked  an  illegal  interview  question  pertaining  to  race,  age,  marital  status,  religion,  ethnicity:  39% 
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mhing  should  come  between  a  child  and  a  good  education.  Nof  even  miles  of  barren  desert.  So  thanks  to  distance-learning  programs 
•abled  by  Hughes  satellite  technology,  millions  of  students  in  remote  towns  all  over  the  world  can  now  get  the  solid,  well-rounded  education 
ey  deserve.  It's  just  one  example  of  how  Hughes  is  leading  the  way  in  creating  limitless  communication.  From  high-speed  internet  access 
business  networking  to  the  digital  home  entertainment  of  DIRECTV,®  we're  turning  the  planet  into  a  close-knit  community. 
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Performance.  A  range  of  screaming-fast  Intel" 
Pentium'  II  processors  up  to  366MHz.  Spacious 
hard  drives  up  to  6.4  billion  oytes.  No  matter  which 
Satellite  4000  series  model  you  choose,  you  can 
count  on  plenty  of  horsepower  and  capacity  at  a 
very  competitive  price. 


Brilliance.  Stunningly  vivid  TFT  active 
displays  rival  the  viewable  area  of  desktop  s 
3-D  sound  systems  with  Stereo  Bass  Reflex  s 
ensure  dramatic  audio.  Features  like  these  e 
your  most  demanding  multimedia  applicat 
extraordinary  dynamic  impact. 


s 


1999  Toshiba  America  Information  Systems.  Inc  Satellite  is  a  registered  trademark  of  loshibe  Amerca  Information  Systems.  Inc  The  Intel  Inside  logo  and  Pentium  are  reg:stered  trademaite.i 
itel  Corporation  All  other  products  and  names  mentioned  an?  the  property  of  their  respective  comoames  All  pnces,  specifications  and  availability  are  subject  to  change  All  nghts  reserved 


pentium  fj 


When  you  have  to  trim  the  budget, 
jt  you  can't  afford  to  cut  performance. 


Connectivity.  56K  V.90  modems  accelerate 
Internet  and  remote  access  to  the  new  standard  in 
high-speed  communications.  The  Satellite  4000 
series  connects  easily  to  desktop  accessories  and 
networks  through  convenient  built-in  ports  or 
optional  docking  accessories. 


Design.  The  slim,  convenient  all-in-one  design,  including 
built-in  24X  max.  speed  CD-ROM,  floppy  and  hard  disk 
drives,  gives  you  the  tools  you  need  without  any  add-ons 
or  plug-ins.  So  you  get  top  performance  at  an  affordable 
price  from  the  world  leader  in  portable  computing.  Call 
1-800-TOSHIBA  or  visit  www.toshiba.com 


TOSHIBA 

The  World's  Best  Selling  Portable  Computers. 
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EXECUTIVE  STOCK  OPTIONS: 
WHAT'S  APPROPRIATE?  

As  a  long-term  holder  of  Disney 
stock,  I  find  your  report  on  Chief  Ex- 
ecutive Michael  D.  Eisner  misleading 
("Is  greed  good?"  Cover  Story,  Apr.  19). 
The  fact  is  that  when  Eisner  came  on 
board,  Disney  bought  him  cheap.  His 
position  was  that  he  would  accept  real- 
ly big  money  only  if  he  led  the  company 
into  huge  increases  for  stockholders.  He 
has  done  that  and  more,  but  now  when- 
ever he  exercises  options,  there  is  an 
outpouring  of  resentment  and  jealousy 
from  those  with  short  memories. 

Eisner  was  willing  to  gamble  based 
on  results.  He  and  the  shareholders  led 
by  Roy  Disney  have  happily  prospered. 

Robert  A.  London 
Scottsdale,  Ariz. 


fair  market  value  ($9.81).  The  25.8  n 
lion  options  affected  by  the  reprici 
action  were  fully  vested.  The  appro 
mately  17.2  million  restructured  optic 
are  unvested  and  will  vest  at  25%  { 
year  through  2002.  They  are  worth  z< 
unless  and  until  vested. 

Elliot  Bio 
Vice-Presid( 
Corporate  Communicatit 
Cendant  Co 
New  Y< 

Eye-popping  ceo  pay  reflects  i 
greed  but  the  shortsighted  apathy 
shareholders.  Managers  might  rui 
company,  but  they  don't  own  it — sha 
holders  do.  What  has  been  lost  in 
1990s  is  the  responsibility  that  gi 
along  with  owning  equities.  Toda 
stock  "investor"  is  more  concerned  w 


You  made  reference  to 
Cendant  Corp.  Chairman, 
President,  and  ceo  Henry 
R.  Silverman's  exercise  of 
stock  options,  stating  that 
"a  spokesman  says  [Silver- 
man] exercised  most  of  the 
[options]  before  the  trou- 
bles surfaced."  It's  impor- 
tant to  note  that  when  ex- 
ercising options,  one  can 
exercise  and  sell  or  exer- 
cise and  hold.  On  Feb.  5  and  6,  1998, 
Mr.  Silverman  exercised  and  sold  1.7 
million  founder's  options  granted  him  in 
1992.  The  accounting  irregularities  at 
the  former  cue  International  were  dis- 
covered and  disclosed  in  April,  1998.  In 
October,  1998,  Mr.  Silverman  also  exer- 
cised and  held  200,000  shares. 

Your  reference  to  Mr.  Silverman's  ex- 
ercise of  options  implied  that  he  exer- 
cised and  sold  some  options  after  the 
announcement  concerning  accounting 
fraud  on  Apr.  15,  1998.  He  did  not.  Fur- 
thermore,  your  description  of  the  repric- 
ing of  stock  options  paints  an  incom- 
plete picture.  First,  33%  of  Mr. 
Silverman's  stock  options  were  revoked, 
33%  were  reset  to  an  exercise  price  of 
more  than  twice  the  fair  market  value 
($20  per  share),  and  33%  were  reset  to 
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BLAME  STOCKHOLDERS 

"Eye-popping  CEO  pay 
reflects . .  .the  shortsigh 
ed  apathy  of  sharehold- 
ers. . . .  What  has  been 
lost  in  the  1990s  is  the 
responsibility  that  goei 
with  owning  equities" 

making  a  fast-buck  trade  than  vot 
proxy  statements,  reading  annual 
ports,  or  going  to  shareholder  meetir 
Only  after  the  market  takes  a  hit 
younger  investors  think  about  anyth 
other  than  their  own  returns. 

Jonathan  Hoe 
Evanston, 

Large  awards  of  stock  options  for 
ecutive  compensation  are  usually  ju 
fled  in  the  proxy  with  a  statement 
the  purpose  of  the  stock  options  is 
"align  the  interests  of  the  executi 
with  those  of  the  stockholders."  Un 
the  stockholder,  the  executive  with  si 
options  has  no  money  at  risk, 
award  of  a  stock  option  is  in  effect 
interest-free,  non-recourse  loan  that 
ables  the  executive  to  obtain  the 
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tial  gains  from  an  increase  in  share 
le  with  no  downside  risk  and  no  tax 
ility  until  the  option  is  exercised, 
'his  is  in  addition  to  a  substantial 
ry  and  bonus.  Often  when  the  stock 
us  and  the  stockholders  suffer  losses, 
board  of  directors  rewrite  the  exec- 
e  options  at  a  lower  price. 
Tie  interests  of  executives  would  be 
e  closely  aligned  with  stockholders  if 
I  purchased  shares  and  had  their 
ley  at  risk.  A  stock-option  program 
,  requires  the  purchase  of  one  share 
each  two  shares  received  under  an 
on  would  curb  the  excessive  com- 
sation  and  make  the  executive  feel 
pain  of  poor  performance. 

Edward  H.  Sonn 
Carlisle,  Mass. 

here  are  two  primary  reasons  for 
lofty  valuation  of  the  stock  market 
,  thus,  of  ceo  compensation.  In  the 

1980s,  the  baby  boomers  finally  re- 
;d  they  had  to  retire  someday.  The 
k  market  is  the  only  game  in  town 
accumulating  sufficient  wealth  for  a 
ionable  retirement,  especially  since 
led-benefit  plans  went  the  way  of  in- 
mity  health  insurance.  Thus,  it  is 
ners'  retirement  accumulation  that 

driven  the  market  for  the  past 
ide.  It  would  have  happened 
ther  or  not  boardroom  rocket  scien- 
>  had  done  anything, 
he  second  reason  for  the  stock-mar- 
behavior  over  the  past  decade  has 
i  the  robber-baron  mentality  of 
3.  Most  weren't  as  open  about  it  as 
insaw  Al  [Dunlap].  Instead,  citing 
ign  competition,  they  began  firing 
ins  of  employees,  thereby  reducing 
r  biggest  cost.  They  then  coerced 
remaining  workers  into  accepting 
idea  of  doing  "more  with  less"  by 
lied  and  real  threats  of  further 
nsizing  if  cash  flow  and  profitability 
1  improve,  i.e.,  if  they  did  not  pick 
he  work  of  then-  former  colleagues. 
Tule  it  is  tine  that  technology  has 
inced  productivity,  the  implementa- 

of  that  technology  wasn't  due  to 
great  leadership  or  brilliant  insight 
:eos.  They  just  bought  what  was 
idy  in  the  pipeline.  There  are  pre- 
ons  that  the  stock  market  will  stag- 

and  decline  as  the  boomers  head 

retirement  en  masse.  And  there's 
itually  a  limit  to  what  workers  will 
pt.  It  will  be  interesting  to  see  then 
I  happens  to  ceo  compensation. 

Rick  Cunnington 
Chandler,  Ariz. 

)u  proclaimed  that  "business  week 
;ong  argued  that  ceo  pay  is  exces- 
"  Your  numerical  evidence  was 
1  striking.  Your  argument,  in  a  sim- 
brm,  is  that  ceos  are  overcompen- 


sated,  which  could  lead  to  the  conclusion 
that  they  are  overrated.  If  ceos  are 
overrated,  why  are  they  so  frequently 
popularized  by  your  magazine? 

James  R.  Schembs 
Swarthmore,  Pa. 

NEW  MEXICO  IS  HOLDING 

ITS  SCHOOLS  HOSTAGE  

Education  reform  does  not  necessari- 
ly require  additional  funding,  but  it  does 
require  rethinking  a  system  whose  re- 


wards are  based  on  not  changing 
("States  go  to  the  head  of  the  class," 
News:  Analysis  &  Commentary,  Apr. 
19).  And  vouchers,  the  elixir  lauded  by 
so  many,  are  no  fix  at  all  without  the 
means  and  support  to  fix  the  schools 
that  will  be  abandoned  and  put  in  the 
throes  of  competition.  This  is  no  free- 
market  experiment. 

Between  the  governor  and  the  Demo- 
cratic leaders  in  the  House  and  Senate, 
education  is  being  held  hostage  in  New 
Mexico.  Yes,  our  governor  vetoed  the 
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CORRECTIONS  &  CLARIFICATIONS 

An  error  in  "A  wiser  bull?"  (American  News, 
May  3)  misstated  the  stock  price  of  Pfizer 
Inc.  on  Apr.  21  in  a  table.  Pfizer  closed  that 
day  at  123K. 

In  "e.Spire:  A  direct  link  to  the  Net,"  (Inside 
Wall  Street,  Apr.  19),  the  acquired  compa- 
ny. CyberGate.  was  misidentified. 


budge: — along  with  the  funding  required 
for  additional  classrooms,  a  new  science 
curriculum  to  be  used  in  the  1999-2000 
school  year,  and  all  education  technology 
funding.  In  its  wake,  he  killed  proposed 
legislation  to  reinstate  ait  and  music  at 
the  elementary  school  level  and  physical 
education  and  intramural  sports  in  mid- 
dle school.  True  reform  means  delegat- 
ing control  to  the  neighborhoods.  Until 
districts,  state  governments,  and  feder- 
al agencies  allow  that  to  happen,  no 
change  will  occur. 

Carole  R.  Hedden 
Sandia  Park.  N.  M. 

NORDSTROM  HAS  A  PROMISE 

TO  MAKE  GOOD  ON  

The  biggest  problem  facing  Nord- 
strom is  not  its  lagging  technology  or 
overabundance  of  buyers  ("Great  ser- 
vice wasn't  enough."  Marketing.  Apr. 
19).  It's  simply  people.  This  is  a  compa- 
ny that  entered  the  East  Coast  and 
raised  the  bar  of  consumers'  expecta- 
tions for  quality  of  service.  Their  repu- 
tation was  well  known  for  months  prior 
to  the  first  store  being  built. 

What  they  failed  to  anticipate  was 
the  problem  facing  all  retailers  today: 
how  to  staff  a  store  with  the  best-qual- 
ity people.  Moreover,  similar  retailers, 
such  as  Saks  Fifth  Avenue  and  Bloom- 
ingdale's.  took  measures  to  improve 
their  own  customer-service  practices  in 
advance  of  the  Nordstrom  entry.  And  as 
Nordstrom  expanded,  it  became  obvi- 
ous that  its  growth  rate  was  outpacing 
its  ability  to  deliver  on  the  Nordstrom 
promise.  Hopefully.  Nordstrom  has  de- 
veloped strategies  to  address  this.  But 
whatever  it  does,  please  do  not  mess 
with  the  shoes.  That's  still  working! 

Karen  McAuvic 
Scotch  Plains.  N.J. 

ALBERTO'S  NEW  LEADER 
LEARNED  FROM  THE  MASTER 

"Daughter  knows  best"  (People.  Apr. 
■  •  makes  great  reading — a  palace  rev- 
n!  But  it  was  Len  Lavin  who 


coached  daughter  Carol,  and  later 
Howard  Bernick.  in  the  skills  you 
praised.  And  the  management  transi- 
tion at  Alberto-Culver  had  been  planned 
and  carefully  nurtured  over  a  period  of 
20  years. 

The  unique  business  started  in  1955 
in  a  competitive  forest  that  included 
Pr  r.er  £  Garr.r'.r.  Ur.:!ever.  art::  other 
deep-pocketed  marketers,  and  it  grew  to 
more  than  SI  billion  in  annual  sales. 
One  of  Alberto-Culver's  strengths  was 
the  ability  to  develop  remarkably  long- 
term  consumer  loyalty  for  most  of  its 
brands.  As  its  founder.  Len  Lavin  con- 
tributed two  uncommon  abilities:  rec- 
ognizing unmet  consumer  needs  within 
the  clutter  of  the  market  and  directing 
the  creative  talent  to  develop  short,  at- 
tention-capturing TV  commercials  that 
addressed  those  needs. 

Daughter  Carol  Bernick.  vice-chair- 
man and  president  of  North  American 
operations,  proved  to  be  a  chip  off  the 
old  block.  Early  on.  she  spotted  gaps 
and  introduced  new  products.  She  and 
her  husband.  Howard,  should  make  a 
very  successful  management  team.  But 
that  does  not  mean  the  past  should  be 
ignored.  It  would  be  an  example  of 
Shakespeare's  line  about  a  thankless 
child  and  a  serpent's  tooth  if  she  were 
not  the  first  to  recognize  that  truth,  as  I 
am  sure  she  does. 

Horace  Schwerin 
Moorestown.  N.J. 

DON'T  WEDGE  THE  PENTAGON 
BETWEEN  TODAY  AND  TOMORROW 

"The  Pentagon:  High-tech  dreams, 
low-tech  wars"  "News:  Analysis  &  Com- 
mentary. Apr.  19  •  reported  that  the 
U.  S.  military  is  caught  between  buy- 
ing new  high-tech  gear  for  tomorrow's 
wars  and  not  having  enough  munitions 
and  spare  parts  to  handle  today's 
Kosovos  and  Iraqs.  But  the  prescrip- 
tion— sacrifice  readiness  tomorrow  for 
readiness  today — is  off-target. 

The  Pentagon  should  not  have  to 
choose.  Sometime  since  the  cold  war 
ended.  Washington  sold  America  on  this 
flawed  idea,  the  ill-effects  of  which  we 
read  about:  overworked  troops  and 
equipment.  The  fact  is.  the  U.  S.  military 
straddles  two  jobs.  First,  be  ready  to 
win  today's  wars.  Second,  always  en- 
list, train,  and  equip  troops  properly  so 
they  can  win  unexpected  wars  in  the 
future. 

The  gear  U.  S.  servicemen  and 
women  use  today  was  built  10  to  25 
years  ago.  Likewise,  the  new  aircraft 
earners,  fighters,  and  submarines  we 
are  buying  will  be  defending  this  coun- 


try long  past  the  retirement  of  tod 
troops.  Military  superiority  is  not  st 
thing  that  once  gained  can  nevei 
lost.  History  is  Uttered  with  once-j 
erful  nations  that  forgot  that.  Let'i 
join  them. 

Ernest  BL 
Senior  Fej 
Lexington  Insti 
Arlington 

LET  S  THROW  OUT 
THE  COMPUTER  SNOOPS 

"Privacy"  (Special  Report.  Apr.  5 
a  great  service  to  those  of  us  whe 
neophytes  in  computers.  It  is  oi 
geous  that  a  computer  would  have 
thing  in  it  by  which  our  movement 
the  Internet  could  be  tracked,  folio 
spied  on.  or  learned  of. 

What  right  do  these  people  ha> 
invade  our  lawfully  purchased  e< 
ment  for  any  reason  whatsoevei 
eluding  selling  to  us?  They  hav 
right  to  do  so.  as  far  as  I  am 
cerned.  and  I  hope  that  gets  ei 
lished  in  law  soon. 

George  C.  Will 
Wooster, 
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>day,  it  seems  you  have  a  choice  of 
o  very  different  types  of  stocks:  The 
lid,  dependable,  long-term  invest- 
:nts.  Or  dynamic-growth  stocks, 
eled  by  new  technologies.  But  what  if 
u  could  have  the  best  of  both 
trlds?  By  combining  Bell  Atlantic 
th  GTE,  we  seek  to  offer  share- 
lders  just  that.  How?  The  merger 
.1  create  one  of  the  worlds  premier 


telecommunications  companies,  with 
extraordinary  bandwidth.  Immediately, 
this  will  create  a  huge  growth  opportu- 
nity by  matching  GTE's  national 
resources  with  Bell  Atlantic's  extensive 
and  data-hungry  customer  base  in  the 
Northeast.  We'll  also  offer  a  widely 
diverse  range  of  products  and  services, 


including  local,  long  distance,  wireless 
and  Internet  solutions.  The  result  will 
be  an  entirely  new  dimension  of  value 
for  our  investors.  The  opportunities 
will  be  there.  Never  have  we  been 
so  well  equipped  to  capitalize  on  them. 


AAost  ERP  applications  are  implemented 


with  about  this  much 


efficiency  and 


FLEXIBILITY 


Introducing  Epicor,  the  company  with  business  solutions  for  the  rest  of  us. 


Thinking  about  implementing  a  typical 
enterprise  system?  better  brace  yoursele. 
Because,  frankly,  most  enterprise  applica- 
tions weren't  designed  with  your  business 
in  mind.  So  if  you  force  one  of  those 
systems  onto  your  business  today,  you  may 
be  picking  up  the  pieces  tomorrow. 

That's  why  Platinum  Software  and  Data  Works 
have  joined  forces  to  create  epicor 
Software  Corporation,  a  global  leader  in 
developing  business  performance  solutions 
aimed  solely  at  companies  like  yours. 


At  Epicor,  our  unique  focus  helps  you 
leverage  your  limited  resources  and  over- 
come your  growing  pains,  without  wreak- 
ing havoc  on  your  business.  to  do  that,  we 
offer  award-winning  business  solutions 
for  both  front  and  back  office.  so  you  get 
just  what  fits  your  needs,  instead  of  some 
no-pain-no-gain  solution. 

Call  i  -888-9-EPICOR  ok  visit  www.epicor.com 
today.  Get  to  know  us  first,  before  THE 
wrong  enterprise  system  comes  knocking. 


epicor 

Corporation  Epicor  is  a  trademark  of  Epicor  Software  Corporation 
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BY  STEPHEN  H.  WILPSTROM 

A  NO-HASSLE 
TRAVEL  BUDDY 


The  ThinkPad  570 
laptop  is  thin  and 
flightworthy,  and  just 
may  hit  it  big 

When  you  travel  with 
a  laptop,  how  often 
do  you  really  need 
a  floppy  drive  or  cd-rom 
while  on  a  plane  or  in  an  air- 
port lounge?  If  you're  like 
me,  hardly  ever.  That's  why 
I've  always  thought  it  was  a 
great  idea  to  put  the  essen- 
tial components  of  a  comput- 
er into  one  thin,  light  box 
and  keep  the  cd-rom  and 
other  accessories  in  a 
separate  unit. 

This  is  hardly 
original  idea.  Going 
back  to  the 
defunct  Digital 
Equipment  Hi- 
Note  Ultra  of 
1995,  many  manuf; 
turers  have  tr 
combining  a 
bare-bones  lap- 
top with  a  sepa- 
rate "slice"  for 
accessories. 
But  none  of 
these  prod- 
ucts founc 
much  commercial  success. 
So  ibm  thought  long  and  hard 
before  choosing  a  slice  design 
for  the  ThinkPad  570,  succes- 
sor to  the  groundbreaking 
thin,  light  ThinkPad  560. 
ADD-ONS.  Because  of  my  past 
enthusiasm  for  designs  that 
didn't  become  popular,  my 
judgment  may  be  suspect.  But 
I  believe  the  ThinkPad  570 
could  be  a  hit  with  mobile  ex- 
ves.  Ignoring  for  the  mo- 
:  the  add-on  unit  that  ibm 
UltraBase,  the  570 
s  very  favorably  to 
car-old  predecessor. 


At  4  lb.  and  1.1-in.  thick,  it's 
actually  a  tiny  bit  lighter  and 
thinner.  The  case  is  0.7  in. 
deeper,  but  that  allowed  de- 
signers to  replace  the  12.1-in., 
800x600  pixel  display  with  a 
13.3-in.,  1040x768  screen. 

The  basic  laptop  has  a  full 
complement  of  standard  ports 


can  take  either  the  standard 
floppy  drive  or  a  second  bat- 
tery (a  pricey  $209),  which 
doubles  battery  power  to  be- 
tween five  and  seven  hours. 
ibm  also  offers  a  couple  of  ap- 
proaches for  linking  the  lap- 
top to  standard  monitors  or 
keyboards  for  desktop  use. 
Coiporate-systems  managers 
will  appreciate  the  fact  that 
most  accessories  for  the  wide- 
ly used  ThinkPad  600  model 
will  fit  in  the  570's  bay.  Bat- 
teries are  an  exception. 

The  design  of  the  570 
overcomes  the  most  serious 
drawbacks  of  past  slice  at- 
tempts. First,  it  is  really  easy 
to  join  and  separate  the  two 
pieces — no  screws,  no  tricky 
alignment  prob- 
lems, and  no  re- 
booting. To  mate 
them,  you  set  the  lap- 
against  a  lip  at  the 
front  of  the  base,  lower  it 
into  place,  and  press  firmly. 
I  found  I  could  easily  do  it 
with  my  eyes  closed,  which 
was  not  remotely  tine  of  any 
previous  slice  that  I  tried.  To 
separate  them,  you  press  a 
button  on  the  front  of  the 
base.  When  a  light  goes 
out,  indicating 
that  Win- 
dows is 
ready  for 
undock- 
ing,  you 


S  SVELTE 
THINKPAD  570 


TRADE-OFFS.  If  you 

cd-rom  and  floppy 


and  an  excellent 
keyboard  and 
display  but  no  floppy  or 
cd-rom  drive.  To  get 
those,  you  have  to  mate 
the  570  with  the  Ultra- 
Base,  a  unit  that  adds 
about  an  inch  to  the  lap- 
top's thickness  and,  de- 
pending on  what  options 
are  installed,  about  three 
pounds  to  its  weight. 

The  UltraBase,  a  $119  op- 
tion, contains  two  bays.  One 
can  hold  drives  for  a  CD-ROM 
($135),  a  DVD-Rom  ($335),  an 
LS-120  SuperDisk  ($225),  or 
a  Zip  disk  ($269).  The  other 


in. 


11.8  in.  x  9.4  in./ 


DIMENSIONS 

LAPTOP  ALONE:  1.1 
4.0  lb. 

WITH  ULTRABASE,  FLOPPY  &  CD-ROM: 
2  in.  thick/6.8  lb. 

PROCESSOR  Pentium  II,  300-366  MHz 

DISK  DRIVE  4  6  4  GB 

DISPLAY  12.1  in.  or  13.3  in.  active  matrix 
PRICE  $2,699-3,599 

DATA:  IBM 

flick  two  levers  and  the  lap- 
top lifts  off.  I  docked  and  un- 
docked  the  570  while  it  was 
running  with  no  problems. 

Second,  when  joined,  the 
laptop  and  base  have  the  feel 


of  a  hefty  (6.9-lb.),  but  ri 
ageable,  laptop.  Some  cl< 
design  touches  make  the 
with  the  base  look  thii 
than  its  2  inches  and,  at  1 
it  is  in  fact  a  bit  thinner; 
a  lot  lighter  than  either 
top-of-the-line  ThinkPad 
or  the  rival  slice  design  C 
paq  Armada  3500. 

ne< 
on 

road,  I  think  the  570  m 
more  sense  than  tliin-and- 
laptops  such  as  the  Tos 
Portege  7100  or  Hew 
Packard's  OmniBook 
which  rely  on  external  ai 
sories  with  awkward  ca 
The  real  choice  is  betweei 
slice  and  a  more  convent 
thin  notebook  with  an  inti 
bay,  such  as  the  ThinkPac 
or  a  Dell  Latitude  cpi,  w 
are  around  VA  in.  thick 
weigh  about  6  lb. 

The  570  has  improvec 
terms  of  the  trade-off 
tween  convenience  in  us* 
convenience  in  travel 
while  I  have  been  a  bi| 
of  the  conventional  thin 
top,  I'm  going  to  give  th< 
a  place  in  my  road-wa 
kit.  The  two  big  advanta 
see:  The  thin  unit  wi 
more  easily  into  my  can 
briefcase  while  the  base 
els  in  luggage,  allowing 
be  wheeled  rather  than 
ried  through  airports, 
the  thin  base  mea, 
should  be  more  u 
on  airplanes  than 
13.3-in.  laptops.  Fo 
ample,  the  570  dii 
works  just  fine  oi 
tray  table  of  a  B( 
747-400  coach  cabir 
even  when  the  se 
front  is  fully  reel 
The  ThinkPad  6< 
just  a  little  too  tall 
learned  when  I  n 
lost  one  on  a  r< 
United  flight, 

It  remains  to  be 
whether  IBM's  slid 
succeed  where  so  many 
ers  have  failed.  But  it  i  { 
best  design  of  its  type 
I've  seen,  and  if  it  can't 
it,  I'm  prepared  to  abi 
hope  for  the  category. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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K  AND  WHITE  ON  WALL  STREET 

Intold  Story  of  the  Man  Wrongly  Accused  of  Bringing  Down  Kidder  Peabody 

seph  Jett  with  Sabra  Chartrand 
iw  •  387pp  •  $25 


OW  IT'S 

)SEPH  JETT'S  TURN 


U"7~hen  I  first  met  Joe  Jett,  I 
k/  came  away  tremendously  im- 
T  pressed.  It  was  1994,  and  the 
er  Kidder,  Peabody  &  Co.  govern- 
bond  trader  was  widely  consid- 
a  pariah,  having  been  accused  of 
I  by  his  onetime  employer.  Kidder 
ed  Jett  for  causing  $210  million  in 
s  for  its  parent  company,  General 
ric  Co.  Yet  Jett's  grasp  of  the  tech- 
ties  of  his  business  and  his  intelli- 
friendly  manner  made  it  difficult 
ilieve  that  he  was  a  rogue  trader 
had  single-handedly  brought  down 
d-line  Wall  Street  firm.  Unfortu- 
y,  Jett  had  no  documentary  evi- 
i,  so  I  couldn't  evaluate  the  sub- 
e  of  what  he  was  telling  me. 
ter  a  grueling  legal  battle,  Jett  won 
il  vindication.  Following  investiga- 
te U.  S.  Attorney's  office  did  not 
le  criminal  charges  against  him. 
National  Association  of  Securities 
irs  rejected  Kidder's  charges  that 
lad  engaged  in  fraud.  And  in  July, 
the  Securities  &  Exchange  Com- 
on  ruled  that  Jett  did  not  commit 
ities  fraud.  But  an  sec  judge  did 
ett  had  intended  to  commit  fraud, 
charged  him  with  a  lesser  record- 
ng  violation.  He  was  fined  $200,000 
>rdered  to  disgorge  $8.2  million  in 
id  false  profits,  all  of  which  Jett  is 
ding. 

t  Jett  is  after  more  than  just  a  le- 
ictory.  He  wants  to  proclaim  his 
ence  and  so  has  collaborated  with 
ter  Sabra  Chartrand  of  The  New 
Times  to  write  Black  and  White 
Ml  Street.  It's  a  kafkaesque  tale 
he  says,  involves  his  near  destruc- 
it  the  hands  of  one  of  America's 
powerful  companies,  mangling  by 
;gal  system,  stereotyping  by  the 
t,  sellout  by  friends  and  co-work- 
nd  racism. 

t  marshals  compelling  evidence  that 
ices  me  of  his  innocence.  He  says 


that  the  trades  that  led  to  the  losses  re- 
sulted from  a  scheme  to  manipulate  ge's 
balance  sheet — and  that  his  boss,  Ed- 
ward Cerullo,  masterminded  this  plan. 
Jett  says  he  was  ordered  to  make  these 
so-called  phantom  trades  in  order  to  hide 
assets,  so  that  it  looked  as  if  Kidder 
were  complying  with  the  limits  GE  had 
placed  on  its  capital.  "Greed . . .  had  dri- 
ven the  managers  at  Kidder  into  a 
scheme  to  wrest  the  company  away  from 
GE,  but  the  plan  was  built  on  a  founda- 
tion of  juggled  books,  forward  trades, 
and  doctored  balance  sheets 
that  simply  gave  way  under 
its  own  weight,"  writes  Jett. 
Both  Cerullo  and  ge  dis- 
agree. Cerullo,  who  was  only 
fined  $100,000,  calls  the  book 
a  "work  of  fiction"  in  which 
Jett  "sets  out  to  harm  the 
reputations  of  honorable  peo- 
ple in  order  to  divert  re- 
sponsibility from  liimself."  GE 
says  the  sec  decision  rebuts 
Jett's  key  points. 

Regardless,  Jett  tells  a 
riveting  and  sobering  story  of  race, 
greed,  sex,  hubris,  and  betrayal.  He 
dishes  up  harsh  criticism  of  a  long  list  of 
opponents.  These  range  from  incompe- 
tent, "pimply"  SEC  lawyers  to  Michael 
A.  Carpenter,  the  former  head  of  Kidder 
and  now  a  top  Citicorp  executive,  whom 
he  quotes  Cerullo  as  calling  a  "broken 
toilet  of  a  man."  Jett  does  acknowledge 
a  few  heroes,  such  as  his  parents,  the 
U.  S.  Attorney's  office  for  believing  him, 
and  his  lawyers  for  taking  his  case  even 
though  he  had  no  money. 

Jett's  story  is  fascinating  for  its  be- 
hind-the-scenes glimpse  of  the  Wall 
Street  old  boy's  club.  He  illustrates  the 
deeply  embedded  hierarchies  of  the 
trading  floor  by  describing  his  time  at 
Morgan  Stanley,  where,  like  other 
trainees,  he  was  demeaned,  being  ad- 
dressed as  "Joe-dog."  He  describes  the 


BLACK  AND 
WHITE  ON 
WALL  STREET 


JOSEPH  JETT 


importance  and  ubiquitousness  of  locker- 
room  talk;  the  shimmering  allure  of 
beach  houses  and  Vail  (Colo.)  ski  lodges; 
and  the  code  of  manliness  that  made 
athletic  accomplishment  so  important. 
Vivid  anecdotes  bring  Wall  Street's 
macho,  hardball  culture  to  life. 

One  of  his  biggest  problems  was  get- 
ting regulators  and  the  media  to  com- 
prehend the  highly  complicated  trad- 
ing he  did.  But  here,  he  does  a  fairly 
good  job  of  informing  readers.  Jett  also 
blames  racism  for  his  troubles.  He  says 
Cerullo  limited  his  ability  to  manage, 
with  constant  warnings  not  to  talk  to 
white  female  employees  because  of  cor- 
porate paranoia  about  what  Jett  calls 
"black  male  sexuality."  He  describes 
how  the  press  mobbed  his  New  York 
apartment  building  when  the  scandal 
first  broke — but  when  no  one  yet  knew 
what  he  looked  like:  The  reporters 
let  him  pass  unnoticed  since  they  as- 
sumed no  black  man  could  be  a  big- 
time  Wall  Street  trader. 

But  Jett  is  hardly  a  fan 
of  affirmative  action.  He  de- 
scribes the  huge  impact  of 
his  domineering  father,  a  Ko- 
rean War  veteran,  who 
drilled  him  in  habits  of  hard 
work  and  discipline.  This  left 
Jett  vehemently  opposed  to 
lowering  standards  for  mi- 
norities, and  he  detests  being 
viewed  as  an  affirmative-ac- 
tion hire,  not  someone  who 
qualified  on  his  own  merits. 
Finally,  he  is  particularly 
bitter  that  his  colleagues,  regulators, 
and  the  media  probed  his  sex  life.  Yet 
Jett  fans  the  flames  himself  by  providing 
tantalizing  details  about  models  he 
squired  around  New  York's  club  scene 
and  various  women  "friends"  that  pop 
up  throughout  the  narrative. 

Jett's  flaws  certainly  come  across:  He 
antagonized  his  bosses,  he  was  mono- 
maniacally  focused  on  making  money, 
and  he  lacked  common  sense  when  it 
came  to  office  politics.  With  no  allies 
and  scores  of  enemies,  he  was  doomed. 
For  mbas  of  any  color  who  believe  a 
painless  fortune  awaits  them  on  Wall 
Street,  Black  arid  White  on  Wall  Street 
is  a  cautionary  tale  that  should  be  re- 
quired reading. 

BY  LEAH  NATHANS  SPIRO 

Senior  Writer  Spiro  covered  the 
demise  of  Kidder,  Peabody  &  Co. 


FS  A  KAFKAESQUE  TALE . . .  BUT  JETT  MARSHALS 
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David  and  Tom  Gardner  (Simon  &  Schuster  •  $25)  Investing 
in  upstarts  and  in  established  companies. 

13  WHO  MOVED  MY  CHEESE?  by  Spencer  Johnson,  M.D.  (Put- 
nam •  $19.95)  Finding  happiness,  just  like  rats  in  a  maze. 

14  NET  WORTH  by  John  Hagel  III  and  Marc  Singer  (Harvard 
Business  School  •  $24.95)  On  the  emerging  business  of  the 
"infomediary  "  by  two  McKinsey  consultants. 

15  THE  INNOVATOR'S  DILEMMA  by  Clayton  M.  Christensen 
(Harvard  Business  School  •  $27.50)  Anticipating  new 
technologies'  disruptive  effects. 


10 


11 


12 


13 


14 


15 


THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley,  Phi 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The  sim 
ways  of  the  wealthy  among  us. 

THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  popular. 
THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and  To 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  paper. 
THE  1999  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

THE  ERNST  &  YOUNG  TAX  GUIDE  1999  by  the  Tax  Partne 
and  Professionals  of  Ernst  &  Young  LLP  (Wiley  •  $15.95) 
You  can  relax  now. 

J.K.  LASSER'S  YOUR  INCOME  TAX  1999  by  the  J.K.  Lassj 
Institute  (Macmillan  •  $14.95)  Wait  until  next  year. 

BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $15)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 
GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruce 
Patton  (Penguin*  $12.95)  A  Harvard  team's  step-by-step 
guide  to  conflict  resolution. 

THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  David 
Tom  Gardner  (Fireside  •  $12)  "So  where  do  I  find  stocks" 
other  queries,  asked  and  answered. 

THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTAND!!! 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alan 
Siegel  (Fireside  •  $15.95)  Concise  explanations  enriched 
with  graphics. 

1001  WAYS  TO  REWARD  EMPLOYEES  by  Bcb  Nelson 
(Workman  •  $10.95)  Give  them  a  champagne  brunch,  a 
casual-dress  day — or  plain  old  cash. 
INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Boo 
$19.99)  From  stocks  to  small  business — with  cartoons,  tc 
BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENT 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $12.95)  What  is  an  oligopsony  anyway? 
DON'T  SWEAT  THE  SMALL  STUFF  AT  WORK  by  Richard 
Carlson,  PhD  (Hyperion  •  $11.95)  Methods  for  minimizin, 
stress  and  conflict. 

THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard,  Phi 
and  Spencer  Johnson,  M.D.  (Berkley  •  $11.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 


business  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  econorr 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  re 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  March. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 


HOT  TYPE 


SUZE  ORMAN  IS  BACK  AT  IT.  THE  PERSONAL- 

finance  author  and  adviser,  whose  pe- 
culiar mix  of  fuzzy  philosophizing  and  hard-headed  money  talk 
lofted  The  9  Steps  to  Financial  Freedom  to  the  head  of 
best-seller  lists,  has  a  new  No.  1  title,  The  Courage  To  Be 
Rich.  If  you've  read  9  Steps,  you  already  know  that  Orman 
doesn't  mean  courage  of  the  sort  that  impelled,  say,  Gandhi. 
Instead,  Orman's  aim  is  to  help  readers,  as  a  first  step  toward 
riches,  explore  their  feelings  about  money.  "Render  those 
emotions  of  fear,  shame,  or  anger  powerless  over  you  and  your 
money,"  she  writes.  "Take  your  financial  destiny  into  your  own 
hands  and  your  own  heart.  See  it  as  the  act  of  courage  it  is." 
Forgive  us,  Mahatma.  Yet  even  readers  who  can't  swallow 


an  ounce  of  this  New  Age/Wall  Street  cocktail  may  find 
of  Orman's  advice  helpful.  She  offers  especially  strong  sec 
on  money  and  its  role  in  marriage — she's  a  prenup  p 
nent — and  divorce.  Anyone  with  the  latter  sad  prospect  in 
ought  to  zoom  straight  to  page  150,  where  Orman  beg 
part  she  calls  "Don't  Fight  Over  the  Orange  Towels."  It  d 
how  to  know  the  right  moment  to  move  out  on  your  soc 
be  ex.  Split  too  quickly,  and  you  may  wind  up  with  less 
imony,  Social  Security,  or  retirement  assets. 

Otherwise,  Orman  repeats  lots  of  standard  financial-pit 
fare,  such  as  how  to  contact  credit  bureaus.  Harmless  ac 
but  the  stuff  of  wealth  and  courage?  I  don't  think  so. 

BY  ROBERT  BAI 
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Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


LABOR  PEACE  IS  IN  THE  AIR 
AT  BOEING 


NEW  ERA 

The  global 
economy  is 
making 
improved 
labor  relations 
imperative, 
and  the 
planemaker 
may  set 
a  pattern 
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Several  major  labor  contracts  in  aero- 
space and  autos  expire  at  the  end  of 
this  summer,  and  unions  and  manage- 
ment are  already  gearing  up  for  tough  bar- 
gaining sessions.  If  you  want  to  see  where  in- 
dustrial relations  in  America's  manufacturing 
sector  could  be  headed,  watch  the  negotiations 
between  Boeing  Co.,  America's  largest  pro- 
ducer of  aircraft  and  its  single  biggest  ex- 
porter, and  the  86,000  workers  represented  by 
the  International  Association  of  Machinists. 

At  the  end  of  1995,  Boeing  and  the  iam 
ended  a  bitter  69-day  strike.  The  key  issues 
were  job  security,  health  care,  and  pensions. 
Surveys  taken  last  month  show  that  workers' 
concerns  remain  unchanged.  At  the  same 
time,  however,  since  the  last  strike,  Boeing 
has  had  serious  production  problems,  a  30% 
plunge  in  its  stock  price,  and  has  begun  to  lay 
off  nearly  50,000  workers.  While  the  compa- 
ny's earnings  have  recently  turned  up,  thanks 
to  higher  sales,  next  year's  order  book  looks 
weaker.  And  its  sole  rival,  Europe's  Airbus 
Industrie,  has  been  gaining  global  market 
share.  Given  the  apparent  gap  between  what 
workers  want  and  what  Boeing  seems  in  a 
position  to  deliver,  it  would  appear  that  yet 
another  confrontation  is  brewing. 
GROWLING  AT  GM.  But  maybe  not.  In  the 
manufacturing  industries,  management  and 
organized  labor  have  been  through  a  tumul- 
tuous and  painful  decade.  No  matter  who 
claimed  victory  in  the  acrimonious  clashes  at 
companies  such  as  International  Paper,  Cater- 
pillar, and  General  Motors,  the  fact  is  that 
all  parties  lost  in  a  global  economy  where  a 
highly  skilled  and  motivated  workforce  is 
so  essential  to  compete.  "These  bruising  bat- 
tles have  definitely  caused  labor  and  man- 
agement to  rethink  their  strategies,"  says 
Harry  Katz,  an  industrial-relations  expert  at 
Cornell  University. 

To  be  sure,  no  one  is  predicting  total  har- 
mony at  the  bargaining  table.  Already,  the 
United  Auto  Workers  is  growling  at  General 
Motors  Corp.'s  plans  for  more  subcontract- 
ing. Some  375,000  U.  S.  manufacturing  jobs 
disappeared  last  year,  and  membership  in 
nonservice  unions  is  way  down.  It  is  also  not 
easy  for  organized  labor  to  passively  accept 
the  fact  that  its  historic  mission  of  delivering 
higher  wages  has  de  facto  been  changed  to 
one  of  trying  just  to  preserve  existing  jobs 
and  benefits. 

Still,  some  companies  and  labor  organiza- 


tions have  entered  a  cooperative  era.  F 
Motor  Co.  has  avoided  any  strikes  since  1 
by  encouraging  its  managers  to  work  clos 
with  workers  and  union  leaders.  The  C 
miuiications  Workers  union  has  broken  gro 
in  its  joint  training  and  education  progr; 
with  companies  such  as  at&t  and  Cisco  £ 
terns  Inc. 

And  look  at  what  has  happened  betw 
Boeing  and  its  union.  Right  after  the  1 
strike,  R.  Thomas  Buffenbarger  was  insta 
as  the  iam's  new  president,  and  Philip 
Condit  became  chairman  and  ceo  of  Boe 
"We  agreed  that  the  strike  never  should  h 
happened,"  says  Buffenbarger.  "The  ur 
and  the  company  had  been  closed  and  s< 
rate  societies.  Something  had  to  change." 
all  accounts,  it  has. 

OPEN  DOORS.  In  the  past  four  years,  top 
ecutives  of  Boeing  and  the  iam  have  b 
meeting  regularly  to  discuss  the  company's 
ture.  Workers  have  been  centrally  involve 
reengineering  the  clogged  production  li: 
A  joint  Boeing-IAM  team  took  a  two-w 
trip  to  China  to  better  understand  Beiji 
pressures  on  Boeing  to  transfer  some  ol 
work  to  Shanghai  or  Xian.  Education  and 
training  programs  have  been  established 
workers  who  are  being  displaced  either 
cause  of  outsourcing  or  big  cyclical  produc 
swings. 

"A  key  change  in  our  culture  is  an 
phasis  on  transparency  and  sharing  of  in 
mation  with  our  workers,"  says  Condit. 
the  politically  explosive  issue  of  outsourc 
for  example,  both  he  and  Bill  Johnson, 
union  chief  in  Washington  state,  point  t( 
effort  just  under  way  for  Boeing  to  give 
iam  all  the  data  it  needs  to  bid  aga 
nonunion  subcontractors,  thereby  giving 
union  a  chance  it  never  before  had  to  1< 
work  in-house.  Another  potential  innovat 
The  iam  is  considering  joining  with  other 
companies  in  the  Northwest  to  bargain  \ 
health-care  providers  for  lower  costs.  Tlj 
far-reaching  measures  would  go  a  long  wal 
defusing  chronic  problems  facing  indusfi 
relations  in  America. 

In  the  next  few  months,  Boeing  will  IN 
to  navigate  between  the  demands  of  its  wjl 
ers  and  cost-cutting  pressures  from  w| 
Street.  But  there's  a  good  chance  Boeing  n 
the  iam  will  not  only  avoid  a  strike  this  iftj 
tember  but  set  a  pattern  of  cooperation! 
other  industries  to  follow.  Let's  hope  so. 
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Either  the  new  Land  Rover  is  substantially  bigger 

or  Grandma  is  shrinking. 


dueing  die  most  technologically 
iced  Land  Rover  ever. 

:'ve  added  quite  a  lot  to  the  new 

Rover  Discovery  Series  II. 

5  more  inches  in  length.  3.8  more 

s  in  width.  15.5  more  cubic  feet  of 

space.  Even  1.2  inches  of  height  to 

indshield. 

t  inches  aren't  the  only  things  we've 
I  In  fact,  some  85%  of  the  Discovery 
■•  II  is  completely  new,  from  its 


optional  Active  Cornering  Enhancement 
to  its  electronic  brake  force  distribution 
to  its  newly  available  self-leveling  suspen- 


DISCOVERY  SERIES  II  $34,775* 


sion.  Features  like  these,  along  with 
13,500  other  new  parts,  are  sure  to  keep 
any  grandma  busy  enough  to  forget  about 
pinching  cheeks. 

On  top  of  all  this,  the  Discovery  comes 
with  a  starting  MSRP  of  S34,775f 

So  call  1-800-FINE  4WD  or  visit  us  at 
www.Best4x4. LandRover.com,  and  find 
out  for  yourself  why  the  Discovery  Series 
II  is  the  perfect  vehicle  for  your  family. 

No  matter  which  way  it's  growing. 


RUNG  MSRP  OF  A  1999  DISCOVERY  SERIES  II  IS  $34775  MSRP  Of  MODE!  SHOWN  IS  S42,'875  AND  INCLUDES  DUAL  SUNROOFS  LEATHER  APPEARANCE  PERFOR/AAI  JCE  i  Pi  Ap  '..(A!  PAO  AGE'..  B<  :>TH  M'.PPS  II  lOUDE  $625  ,'  ' 
ION  CHARGE  AND  EXCLUDE  TAXES,  TITLE,  LICENSE  &  OPTIONS  OPTIONAL  FEATURES  CURRENTLY  SUBJECT  TO  AVAILABILITY  ACTUAL  PRIC  E  DEPEI  LLC  Or  I  PETAIItP  A  SUBJECT  TO  CHAI  ICE  SEE  P[  mi  P  I  OP  DETAILS  | 
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a  kind.  And  she's  used  to  handling  special 
requests.  Now,  with  Sprint  Business  Flex5?1 

and  deliver  on  those  requests  even  faster. 
:  s  the  global  communications  plan  designed 


. c~  ~eea  v.  ~e~  \c~  ~eec  I 
from  long  distance,  international,  pa 
more.  But  it's  not  just  about  a  com 
tions  plan  you  put  together  the  way 
want.  It's  about  that  special  reques 
there  in  time  for  the  big  day.  And  is 
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It's  about  never 


telling  a  customer 


it  can't  be  done. 


al!  now,  to  choose  from  two  special  offers. 

gn  up  for  Business  Flex  today  and  choose  either 
arthLink®  Sprint®  Internet  access  or  Toil-Free  Service 
r  three  months  -  FREE. 


Jt  hurry,  this  offer  ends  June  30,  1999. 


888  *  SPRINT*  BIZ 


ww.sprint.com 
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Economic  Trends 


BY  GENE  KORETZ 

HIGH  TECH  HITS 
AN  AIR  POCKET 

The  computer  boom  fades  a  bit 

No  one  is  claiming  that  the  party  is 
over  as  far  as  computer-related 
spending  is  concerned.  According  to  In- 
ternational Data  Corp.,  U.  S.  shipments 
of  personal  computers  in  the  first  quar- 
ter were  up  a  healthy  24%  over  the 
year  before.  Although  competitive  pres- 
sures have  clipped  the  wings  of  some 
computer  producers,  notably  Compaq 
Computer  Corp.,  most  are  still  flying 
high — racking  up  both  record  sales  and 
hefty  stock  market  valuations. 

Still,  as  economist  Robert  E.  Mell- 
man  of  J.  P.  Morgan  points  out  in  a  re- 
cent analysis,  the  computer  industry's 
production  rate  has  decelerated  sharply 

U.S.  COMPUTER  OUTPUT 
HAS  SLOWED  SHARPLY 


INDUSTRIAL  PRODUCTION 
COMPUTERS  AND  OFFICE 
EQUIPMENT 


JAN.  '98  MAR.  99 

▲  PERCENT  CHANGE.  ANNUAL  RATE  (3-MONTH 
MOVING  AVERAGE  FROM  PRIOR  3  MONTHS) 

DATA:  MORGAN  GUARANTY  TRUST  CO 

from  its  unusually  strong  pace  last  year 
(chart),  and  semiconductor  output  has 
followed  suit.  Although  computer  and 
office  equipment  production  was  still 
rising  at  a  healthy  29%  annual  rate  at 
last  count,  that  is  actually  the  slowest 
pace  since  1994.  Moreover,  perhaps  half 
the  rate  of  increase  reflects  improve- 
ments in  processing  power  rather  than 
volume  gains. 

Demand-side  data  tell  a  similar  story. 
Factory  orders  and  shipments  of  com- 
puters and  office  equipment  both  rose 
steadily  from  a  $9  billion  monthly  pace 
(in  current  dollars)  in  early  1997  to  $11.1 
billion  by  mid-1998,  but  they  have 
stayed  flat  ever  since. 

The  slowdown  reflects  moderating 
jains  in  sales  to  businesses  , 
:rs  as  well  as  overseas,  re) 
i  an.  Growth  in  nominal  busines^- 
ig  on  computers  and  peripherals, 
!     •  otes,  decelerated  from  a  28%  an- 
ice  in  the  first  half  of  last  year  to 
in  the  second  half.  Moreover,  re- 


cent surveys  indicate  that  many  small 
and  large  businesses  believe  their  Y2K- 
inspired  spending  has  already  peaked 
and  will  lose  steam  in  the  months  ahead. 

Perhaps  the  most  ominous  develop- 
ment is  the  sharp  drop  in  the  computer 
industry's  capacity  utilization.  After  the 
Asian  crisis  hit  in  late  1997,  operating 
rates  in  traditional  manufacturing  in- 
dustries turned  south  in  a  hurry,  but  in 
computer-related  businesses  they  stayed 
relatively  high — until  recently.  Since 
November,  capacity  utilization  by  com- 
puter- and  office-equipment  makers  has 
actually  fallen  below  that  of  manufac- 
turing in  general,  hitting  75.7%  in 
March,  compared  with  the  overall  fac- 
tory rate  of  79.3%. 

The  bottom  line  is  that  some  of  the 
zip  has  gone  out  of  the  computer  busi- 
ness. With  revenues  flat  and  operating 
rates  falling,  pressure  to  cut  prices  will 
grow  even  more  intense,  and  profits  will 
be  harder  to  come  by. 

Mellman  adds  that  these  develop- 
ments point  only  to  a  spending  slow- 
down— and  not  to  an  outright  slump. 
In  the  U.  S.,  the  need  to  boost  produc- 
tivity in  a  labor-scarce  environment  is  as 
strong  as  ever.  In  Europe  and  Japan, 
sales  of  computers  have  surged  recent- 
ly despite  uncertain  economic  outlook. 
The  fact  is  that  once  bitten  with  the 
computer  bug,  consumers  and  business- 
es have  proved  highly  susceptible  to 
the  lure  of  sharply  falling  prices  and 
rapid  technological  improvements. 


SOCIAL  SECURITY 
IS  APTLY  NAMED 

It  lifts  half  of  seniors  out  of  poverty 

One  result  of  the  current  Social  Se- 
curity debate  has  been  to  concen- 
trate the  public's  mind  on  the  true  eco- 
nomic condition  of  the  elderly — and  to 
give  the  lie  to  those  who  describe  them 
as  "greedy  geezers."  While  the  top  20% 
of  seniors  are  relatively  affluent,  re- 
ports the  Center  on  Budget  &  Policy 
Priorities,  almost  all  of  the  rest  are 
highly  dependent  on  Social  Security. 

In  1997,  the  average  Social  Security 
retirement  benefit  was  just  $765  a 
month,  and  the  average  check  to  65- 
year-olds  was  $819  a  month — a  tidy 
sum,  but  hardly  a  bonanza.  Yet,  accord- 
ing to  the  center's  analysis,  the  pro- 
gram provided  at  least  half  of  the  total 
income  of  more  than  55%  of  senior  citi- 
zens and  at  least  75%  of  the  total  in- 
c       of  more  than  a  third. 

i  'icial  Security's  impact  on  poverty 


THE  BIGGEST 
SAFETY  NET  OF  Al : 

PERCENT  OF  ELDERLY  WHO! 
SOCIAL  SECURITY  CHECKS 
PROVIDE  AT  LEAST: 


0       20  40 

►  PERCENT* 
•BASED  ON  1997  DATA 
DATA:  CENTER  ON  BUDGETS 
POLICY  PRIORITIES 


among  older  Americans  is  equally  i 
vealing.  Based  on  ™»™™|| 
1997  Census  Bu- 
reau data,  the 
center  finds  that 
the  retirement 
program  lifted 
11.4  million  se- 
niors— or  nearly 
half  of  the  65-and- 
older  population — 
out  of  poverty, 
cutting  the  elder- 
ly's  poverty  rate 
from  47.6%  to 
11.9%.  Means-test- 
ed programs,  such 
as  ssi  (Supple- 
mental Security  Income),  lowered 
rate  still  further  to  10.5% — bringinj 
close  to  that  of  other  adult  America 


WHY  THE  S&P  501 
DOES  SO  WELL 

The  growth  of  index  funds  helps  j 

In  recent  years,  as  index  funds  h| 
attracted  a  growing  number  of  J 
vestors,  Standard  &  Poor's  500-stock 
dex  has  far  outperformed  broader  st 
indexes.  Is  there  a  connection?  The 
swer  is  probably  yes,  according  to  a] 
cent  National  Bureau  of  Economic  J 
search  working  paper  by  William! 
Goetzmann  and  Massimo  Massa. 

In  analyzing  the  daily  inflows  a 
outflows  of  money  registered  by  th 
major  index  funds  from  1993  to  19 
the  two  economists  found  that  s&p  rrj 
ket  returns  are  highly  correlated  w] 
such  fund  flows:  The  index  show,! 
strong  tendency  to  rise  on  days  wlj 
inflows  strengthen  and  to  decline 
days  when  outflows  pick  up. 

Further,  the  index  appears  to  rej 
more  to  investor  decisions  than 
vestors  do  to  the  index'  performar 
That  is,  looking  at  two-day  interv; 
the  index  also  tends  to  rise  on  days 
lowing  strong  inflows  and  to  fall  on  d 
following  strong  outflows.  By  eontr;) 
investors  exhibit  no  special  inclinatioil 
move  money  into  an  index  fund  on 
day  after  it  posts  an  increase  (thoi 
they  show  some  tendency  to  sell  shaj 
after  a  market  dip). 

Finally  the  researchers  found  no  j 
idence  that  the  index'  reaction  to  i 
flows  and  outflows  is  temporary.  1 
data,  says  Goetzmann,  "suggest  that  j 
performance  of  the  s&p  500  has  gotte [i 
permanent  lift  from  the  popularity* 
index  investing." 
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[ANUFACTURING  IS  FINALLY  READY 
I  GET  UP  OFF  THE  FLOOR 

t  with  weak  global  growth,  recovery  won't  be  quick 


U.S.  ECONOMY 


Now  that  the  finance  heads  of 
the  Group  of  Seven  industri- 
d  nations  have  pledged  to  promote  "more  balanced 
rth"  in  the  world  economy,  U.  S.  manufacturers 
undoubtedly  hoping  they  will  honor  that  commit- 
t  sooner  rather  than  later.  Despite  booming  de- 
d  at  home,  U.  S.  factories  have  been  hampered  for 
ly  two  years  by  global  weakness  precipitated  by 
Asian  crisis,  reflected  in  sagging  exports  and  ever- 
ting import  competition. 

le  good  news  is  that  the  worst  is  over  for  the 
ufacturing  sector,  but  don't  expect  a  rapid  recov- 
The  world  outside  the  U.  S.  is  stabilizing,  but 
rth  is  not  likely  to  pick  up  substantially — until, 
taps,  next  year.  Commodity  prices  are  off  their 
,  suggesting  some  relief  from  the  weak  pricing  cli- 
i  that  hammered  manufacturing  profits  last  year. 
U.  S.  factory  capacity  is  still  more  than  ample  in 
>rld  beset  by  overcapacity,  suggesting  that  pricing 
er  will  not  return  quickly. 

A  key  plus  for  manufactur- 
ers has  been  booming  con- 
sumer demand,  and  the  sixth 
consecutive  monthly  increase 
in  consumer  confidence  in 
April  suggests  that  households 
show  no  sign  of  letting  up. 
Hot  domestic  spending  is  help- 
ing to  lift  factory  orders,  and 
it  has  reduced  business  inven- 
tories to  very  low  levels,  rela- 
tive to  sales  (charts).  The  need 
some  restocking  this  spring  and  summer  will  buoy 
ut.  But  even  here,  as  the  first-quarter  surge  in 
>rts  shows,  a  lot  of  U.  S.  demand  is  bypassing  U.  S. 
ufacturers. 

|  OF  THE  BEST  SIGNS  that  the  industrial  sector 
Kling  its  legs  is  the  improved  first-quarter  perfor- 
ce of  earnings  at  many  basic  manufacturing  com- 
es. Most  recently,  for  example,  Alcoa,  Cooper  Tire 
ubber,  and  Lear  have  shown  solid  earnings  growth, 
e  Eastman  Chemical,  Weyerhaeuser,  Caterpillar, 
Whirlpool  all  have  posted  large  positive  earnings 
rises,  according  to  First  Call  Corp.,  a  financial  re- 
ch  company. 

ised  on  actual  reports  from  344  companies  in  the 
ufacturing-oriented  Standard  &  Poor's  500-stock 
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index,  plus  the  latest  earnings  estimates  for  the  re- 
maining 156  companies,  First  Call  projects  that  first- 
quarter  operating  earnings  per  share  for  the  s&P  500 
will  rise  8.7%  from  a  year  ago.  Moreover,  of  the  344 
companies  that  already  have  reported,  earnings  have 
been  a  hefty  4.6%  above  expectations. 

Because  the  S&P  500  is  heavily  weighted  with  indus- 
trial companies,  many  of  which  do  a  lot  of  business 
globally,  earnings  of  companies  in  the  stock  index  were 
hit  especially  hard  last  year  relative  to  other  U.S.  com- 
panies. As  a  result,  the  waning  drags  from  weakness 
abroad  and  falling  commodity  prices,  plus  the  nascent 
pickup  in  factory  activity,  should  provide  some  support 
for  factory  earnings  this  year  that  was  lacking  last  year. 

Moreover,  manufacturers 
are  sharply  cutting  their  la-     HOUSEHOLD  OPTIMISM 
bor  costs  at  a  time  when  their     COMES  ROARING  BACK 
productivity  growth  remains 
strong.  Through  the  first  quar- 
ter, average  hourly  earnings 
of  production  workers  in  the   "u  a 
factory  sector  grew  only  1.8%  100 
from  a  year  ago.  That  pace  is  901 
down  steeply  from  3.2%  dur-  "' Z™ 

ing  all  of  1997.  At  the  same    a  index:  i9ss=ioo 
time,  manufacturing  produc-  data  conference  board 

tivity  is  growing  about  4%  per  year.  As  a  result,  factory 
unit-labor  costs  fell  at  a  2%  annual  rate  in  the  second 
half  of  last  year,  and  that  rate  of  cost-cutting  appears  to 
have  accelerated  in  the  first  quarter.  Thus,  any  firming 
in  prices  this  year  will  go  straight  to  manufacturers' 
bottom  lines. 

OVERT  SIGNS  OF  INCREASED  ACTIVITY  in  manu- 
facturing remain  fuzzy.  Regional  industrial  surveys  tak- 
en in  April  by  the  Federal  Reserve  Banks  of  Philadel- 
phia and  Atlanta,  along  with  a  March  survey  by  the 
Richmond  Fed,  show  sharply  improved  factory  sector 
activity,  as  did  the  March  purchasing  managers'  index. 
The  problem  is  that  these  indicators  tend  to  be  so- 
called  "diffusion  indexes"  that  report  the  breadth  of  im- 
provement or  deterioration  in  activity,  not  the  actual 
volume  of  output,  orders,  and  so  forth.  That  is,  the 
lessening  drag  from  the  Asian  crisis  will  cause  a  diffu- 
sion index  to  rise  as  fewer  companies  report  falling 
business,  but  that  doesn't  necessarily  mean  factory  ac- 
tivity has  picked  up  in  any  significant  way. 

Indeed,  manufacturing  production  through  March 
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stayed  in  the  doldrums.  However,  the  trend  in  new 
orders  looks  hopeful.  Orders  taken  by  makers  of 
durable  goods  rose  2%  in  March,  and  the  three-month 
average  of  bookings  is  in  a  clear  uptrend.  Moreover,  the 
growth  rate  of  orders  accelerated  rapidly  in  the  first 
quarter,  to  an  annual  rate  of  14.8%,  compared  with 
the  fourth  quarter  of  last  year.  That  was  the  largest 
quarterly  increase  in  four  years.  Fourth-quarter  book- 
ings grew  only  at  a  2.5%  rate. 

THE  FIRMER  TONE  OF  ORDERS  partly  reflects  the 
boom  in  consumer  spending,  and  there  is  no  indication 
that  it  is  about  to  wane.  Consumers  were  brimming 
with  optimism  in  April,  according  to  the  Conference 
Board,  whose  index  of  consumer  confidence  rose  to 
134.9,  from  134  in  March.  The  index  is  only  3.3  points 
from  recovering  all  of  the  19-point  drop  that  occurred 
during  last  year's  global  financial  market  meltdown. 
Prior  to  that,  confidence  stood  at  a  three-decade  high. 

However,  consumers  are  also  a  key  risk  for  the  man- 
ufacturing recovery.  That's  because  U.  S.  growth  has  be- 
come increasingly  dependent  on  household  spending 
at  a  time  when  demand  in  other  sectors  is  slowing.  A 
renewed  widening  in  the  trade  deficit  this  year  will  hin- 
der growth.  Although  March  sales  of  existing  homes  hit 
a  record  5.05  million  pace,  housing's  potential  for  addi- 
tional gains  is  about  played  out.  Also,  the  outlook  for 
capital  spending  is  looking  dimmer,  partly  because  all 


PERU 


MANUFACTURING  CAPACI 
GROWTH  IS  SLOWING 

7.5  


that  capacity  that  manufacturers  have  been  adding 
recent  years  has  been  increasingly  idle.  The  Mai 
factory  operating  rate  fell  to  a  seven-year  low. 

Manufacturing  capacity 
growth  is  already  slowing,  and 
the  pace  was  down  sharply  in 
the  first  quarter,  led  by  a 
slowdown  in  capacity  additions 
by  non-high-tech  industries 
(chart).  Capacity  growth  in 
manufacturing  excluding  com- 
puters, semiconductors,  and 
communications  equipment — 
some  91%  of  factory  output — 
grew  at  an  annual  rate  of  only 
1.9%  last  quarter.  Capacity  growth  in  high  tech  has 
slowed  but  is  still  growing  at  greater  than  30% 
year,  compared  with  more  than  40%  two  years  ago 

The  interesting  offshoot  here  is  that  with  capac 
growth  set  to  continue  to  slow  this  year,  it  will  t: 
less  output  growth  to  get  operating  rates  rising  ag 
compared  with  previous  years  when  capacity  was 
creasing  faster.  That  situation  could  even  give  so 
manufacturers  a  little  lift  in  their  pricing  power,  es 
cially  if  consumers  keep  spending  with  abandon, 
for  1999,  the  faster*  the  rest  of  the  world  can  get  its 
together,  the  faster  U.  S.  manufacturing  can  work 
way  back  to  health. 
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WILL  GOOD  BEHAVIOR  PAY  OFF? 


During  President  Alberto  Fuji- 
mori's nine  years  in  office, 
Peru  has  taken  pains  to  show  it  is 
now  one  of  the  well-behaved  mem- 
bers in  the  Latin  American  class. 
It  just  completed  a  three-year  In- 
ternational Monetary 
Fund  program  with  fly- 
ing colors,  and  it  is  ex- 
pected to  sign  a  second 
three-year  IMF  deal  in 
May  that  should  help 
to  bolster  investor 
confidence. 

This  year,  Peru  is 
one  of  only  three 
economies  in  the  region 
expected  to  grow,  along 
with  Mexico  and  Chile.  Growth 
had  slumped  to  0.7%  in  1998,  from 
7.2%  in  1997,  but  the  government 
predicts  3%  growth  in  1999.  Pri- 
vate analysts  see  2%  to  3%.  Agri- 
culture and  mining,  hit  hard  by  the 


1999  ECONOMIC  GROWTH 
IS  SET  TO  PICK  UP 


▲  PERCENT  CHANt 


collapse  in  commodity  prices,  are 
recovering,  as  is  fishing,  which  was 
hurt  by  El  Nino.  But  manufactur- 
ing remains  sickly,  reflecting  frail 
domestic  spending. 
Peru's  first  concern  will  be  at- 
tracting foreign  funds 
to  cover  the  gaping 
current-account  deficit, 
which  totaled  6%  of 
GDP  in  1998.  A  15% 
depreciation  in  the  sol 
last  year  will  help  nar- 
row the  shortfall.  Now 
cheaper  and  more 
competitive,  exports 
are  rising,  and — with 
demand  stymied  by 
high  interest  rates — imports  have 
slumped. 

The  IMF  accord  will  pave  the 
way  to  draw  on  up  to  $1.3  billion 
in  credit  lines,  and  it  lays  down 
strict  terms  for  the  fiscal  accounts. 
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The  plan  allows  a  slightly  smaller 
primary  surplus,  which  will  help 
growth,  but  will  not  allow  the  kir 
of  splurge  Fujimori  planned  befoi 
the  1994  elections,  when  the  econ 
my  boomed  13%. 

So  far,  the  government  has 
maintained  its  fiscal  discipline,  bu 
Fujimori  is  backpedaling  on  need 
privatization  projects  while  conce 
trating  on  a  populist  campaign 
ahead  of  the  2000  elections. 
Planned  privatizations  of  state-ru 
companies  were  supposed  to  brin 
in  $1.2  billion  to  $1.4  billion  this 
year,  but  private  analysts  now  ex 
pect  only  about  $200  million.  Wit 
out  those  revenues  to  support 
spending,  financing  the  current-a< 
count  deficit  will  be  more  difficuli 
and  investors'  interest  in  Peru 
could  cool. 

By  Jane  Holligan  de  Diaz-Lime 
in  Lima 
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the  years,  the  problems  facing  America's  workplace  have  grown  substantially.  No  matter  what  the  problem, 
ave  the  people  and  the  tools  to  solve  it.  And  help  companies,  in  any  business  climate,  avoid  sticky  situations. 
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THE  NET-PHONE-T 


AT&T  grabs 
for  an  all-in-one 
pipeline  into 
millions  of  homes 

You'd  think  he  was  running  a  hot 
Internet  startup,  not  big  old  AT&T. 
Just  six  weeks  after  completing 
the  $54  billion  acquisition  of  cable 
giant  Tele-Communications  Inc., 
at&t  ceo  C.  Michael  Armstrong  on  Apr. 
22  announced  an  audacious  $54  billion 
bid  for  MediaOne  Group,  trumping  an 
earlier  offer  for  the  5-million  subscriber 
cable  operator  by  Comcast  Corp.  If  he 
pulls  it  off,  Armstrong  will  make  AT&T 
the  biggest  player  in  cable,  with  sys- 
tems reaching  no  less  than  60%  of  U.  S. 
cable  households — if  you  count  all 
tci's  and  MediaOne 's  wholly  owned 
systems  and  various  partnerships. 

And  Armstrong  isn't  fazed  by  the 
prospect  of  a  counterbid  by  Com- 
cast— even  if  the  Philadelphia-based 
cable  operator-  manages  to  enlist  mighty 
backer's  like  Microsoft  Corp.,  or  America 
Online  Inc.  to  boost  its  standing  $48  bil- 
lion offer  for  MediaOne.  "Since  this  is  of 
such  value  to  us,"  Armstrong  says,  "I'm 
not  prepared  to  do  anything  but  win." 
WIRELESS,  TOO.  Why?  Because  the 
MediaOne  deal  is  more  than  simply  the 
next  step  in  AT&T's  strategy  to  offer  local 
phone  service  via  cable.  The  back-to-back 
cable  deals  would  transform  at&t  into  a 
digital  leviathan  with  high-speed  "broad- 
band" pipes  into  millions  of  homes  over 
which  to  offer  bundles  of  voice,  video. 


and  Internet  services.  With  MediaOne, 
at&t  would  have  the  leading  Net-over-ca- 
ble services:  At  Home,  which  it  controls, 
and  Road  Runner,  in  which  MediaOne  is 
the  co-controlling  shareholder.  And,  just 
to  make  the  bundle  complete,  AT&T  can 
throw  its  wireless  service  in,  too. 

Nobody  else  even  comes  close  in  terms 
of  being  able  to  deliver  the  long-prophe- 
sied convergence  of  telecom,  media,  and 
Internet  access.  That  alone  virtually 
guarantees  a  flurry  of 


sudden,  at&t  has  become  a  real 
tender-  for  living-room  dominance. 

The  Baby  Bells  are  already  crj 
foul — pointing  out  that  they  still  havi 
jump  through  regulatory  hoops  to  c 
pete  with  at&t  in  its  core  long-dists 
business.  "I  think  it's  grossly  unfair,"  s 
Edward  E.  Whitacre  Jr.,  ceo  of 
Communications  Inc.  "They're  just  i 
ning  around  gobbling  up  companies, 
are  being  held  to  a  terrible  double  s 
dard."  Baby  Bell  executives  fear  th; 
at&t — or  somebody  else — can  offer  i 
customers  a  bundle  of  communicati 
and  media  services  first,  they'll  n< 
win  those  ratepayers  back.  "If 
Bells  wait  until  at&t  is  puncl 


SHAKING  UP  THE  INDUSTRY 

How  AT&T's  MediaOne  bid  changes  the  landscape 


The  phone  company  trans- 
forms into  a  broadband  jug- 
gernaut reaching  60%  of  U.S. 
cabled  households.  But 
AT&T's  buying  binge  is 
making  shareholders  jittery. 


dealmaking 
as  everyone 
from  Microsoft 
to  the  Baby  Bells 
to  aol  tries  to  keep 
up.   "You   don't  have 
clearly  defined  lines  any- 
more— everyone's  in  compe- 
tition with  everyone  to  become 
the  living-room  brand  of  the  future," 
says  Francis  0.  Mclnerney,  principal  of 
communications  consultant  North  River- 
Ventures  Inc.  in  New  York.  "All  of  a 


COMCAST 


If  it  doesn't  counterbid,  it 
and  other  big  cable  operators 
may  be  forced  to  consolidate 
to  create  clusters  big  enough 
to  deliver  broadband 
competitively. 


MICROSOFT 


With  $1  billion  already  invest- 
ed in  Comcast,  Microsoft  may 
want  to  limit  AT&T's  control 
of  broadband  software 
and  technology  by  helping  a 
Comcast  counterbid. 
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i  in  the  nose,"  warns  Atlanta-based 
pendent  telecommunications  analyst 
■ey  Kagan,  "they  are  going  to  be  los- 
i  lot  of  market  share." 
)  get  to  where  AT&T  is  headed,  the 
5  will  have  to  come  up  with  video 
ice  and  accelerate  the  rollout  of 
dband  technology  for  high-speed  In- 
et  access  over  phone  lines.  One  like- 
lortcut,  say  Wall  Street  and  industry 
yats:  team  up  with  direct  satellite 
ators.  This  could  come  about  either 
ugh  acquisitions  or  alliances.  Bell  At- 
c — which  backed  out  of  a  merger 

with  tci  in  1994 — already  offers 
ctv  in  some  cities.  "I  would  bet 

you  are  going  to  see  Bell  operat- 


ing companies  buy  EchoStar  and  Di- 
recTV," says  one  top  media  exec. 

AT&T's  long-distance  rivals  also  have 
to  make  some  strategic  adjustments. 
Sprint,  for  instance,  has  been  gearing  up 
a  broadband  strategy  with  multiple  op- 
tions. Its  customers  can  connect  via  adsl, 
which  allows  high-speed  connections  over 


copper  we. 
And  recently  it 
bought  two 
"wireless"  cable 
systems  that  can 
reach     18  million 
households  via  radio 
waves  in  such  markets  as 
Chicago  and  Denver.  Wireless  cable 
could  also  support  broadband  services. 

For  the  rest  of  the  cable  industry,  the 
immediate  result  of  at&t's  deals  may  be 
more  consolidation.  For  example,  if  Com- 
cast can't  or  won't  beat  the  at&t  bid,  ca- 


AMERICA  ONLINE 


BABY  BELLS 


ble  execs  say  it's  likely  to  seek  another 
merger,  perhaps  with  Cox  Communica- 
tions Inc.  Similarly,  billionaire  Paul  Allen, 
who  has  spent  $6  billion  buying  up  cable 
systems,  is  said  to  be  considering  backing 
a  MediaOne  bid. 

The  wild  cards  are  Microsoft  and  aol. 
Microsoft  has  a  $1  billion  stake  in  Com- 
cast, and  a  source  close  to  the  cable  com- 
pany confirms  that  both  the  software  gi- 
ant and  aol  are  considering  backing  a 
counteroffer  for  MediaOne.  Neither  com- 
pany nor  Comcast  would  comment  on  a 
possible  MediaOne  bidding  alliance.  But 
aol  ceo  Stephen  M.  Case  said  in  the 
company's   Apr.   27   earnings  an- 
nouncement: "We  want  to  embrace 
every  broadband  technology,  certain- 
ly including  cable." 
FCC'S  DREAM?  Even  before  AT&T 
made  its  play  for  MediaOne, 
though,  aol  and  other  Internet 
companies  were  raising  concerns 
at  the  Federal  Communications 
Commission  about  creating  a  lev- 
el playing  field  in  broadband.  They 
want  the  fcc  to  ensure  equal  ac- 
cess to  cable  customers,  rather  than 
letting  at&t  give  At  Home  or  Road 
Runner  an  edge. 

But  the  agency  has  not  granted 
that  request.  Nor  is  it  voicing  concern 
yet  over  at&t's  new  cable  prowess.  It 
may  figure  that  competitors  will  respond 
by  building  new  broadband  capabilities 
that  will  benefit  consumers.  "The  goal  is 
to  get  the  infrastructure  deployed  as 
quickly  as  we  can,"  says  fcc  Chairman 
William  E.  Kennard.  Indeed,  former  fcc 
Chairman  Reed  Hundt  hails  the 
AT&T/MediaOne  deal  as  exactly  what  the 
1996  Telecommunications  Act  called  for. 
"at&t  is  putting  its  money  where  the 
government  has  asked  the  bets  be 
placed,"  says  Hundt,  now  a  McKinsey  & 
Co.  consultant. 

Even  if  the  Feds  give  the  deal  a 


Since  cable-modem  services    If  the  new  millennium's  pre- 


At  Home  and  Road  Runner 
could  end  up  under  AT&T's  roof, 
AOL  might  back  Comcast  to 
ensure  itself  a  seat  at  the  high- 
speed access  table. 


ferred  telecom  provider  must 
offer  telephony,  cable,  and  Inter- 
net access,  then  the  Bells  must 
play  catch-up  to  AT&T,  which  is 
almost  there. 


TIME  WARNER 


The  media  giant  is  close  to  final- 
izing a  local  phone  deal  with 
AT&T  and  stands  to  benefit  from 
unwinding  strained  partnerships 
with  MediaOne  in  cable  and 
Road  Runner. 
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thumbs  up  and  no  counteroffers  mate- 
rialize, there  are  still  obstacles  to  at&t's 
deal.  For  one,  Armstrong's  shareholders 
may  question  his  huge  bet  on  an  un- 
proven  strategy  of  selling  local  phone 
service  over  cable.  Also  unclear  is  how 
the  deal  will  affect  the  media  world's 
shifting,  often  conflicting  alliances. 

On  that  score,  Time  Warner  Inc. 
may  welcome  the  at&t  deal.  MediaOne 
owns  25%  of  a  Time  Warner  subsidiary 
that  houses  much  of  its  cable  holdings, 
and  the  two  companies  also  co-control 
Road  Runner.  While  Time  Warner  offi- 
cials say  they  are  not  taking  sides  in 
the  battle.  Time  Warner  recently  drew 
closer  to  at&t  by  agreeing  to  offer 
AT&T's  phone  service  over  its  cable 
lines.  But  media  observer's  say  that  if 


Time  Warner  threatens  to  back  a  new 
Comcast  bid,  it  could  benefit  both  from' 
unwinding  the  MediaOne  partnership 
and  extracting  better  terms  from  at&t. 

Already,  closing  the  Time 
Wamer/AT&T  local  phone  deal  has  taken 
longer  than  expected.  Although  the 
companies  deny  it,  analysts  are  specu- 
lating that  the  difficulty  of  denning 
which  services  at&t  can  offer  and 
which  would  remain  solely  Time  Warn- 
er's has  led  to  the  delay.  Striking  simi- 
lar deals  with  cable  operators  "has 
been  harder  than  they  thought,"  says  a 
top  executive  at  another  cable  operator. 

Indeed,  AT&T  had  put  similar  talks 
with  Comcast,  MediaOne,  and  Cox  on 
hold  earlier  this  year,  until  it  worked  out 
the  Time  Warner  deal  as  amended.  Ann- 


strong  says  it  was  a  combination  of  t 
difficulty  in  securing  deals  with  otl 
operators  and  the  help  of  cable  pion( 
and  dissident  MediaOne  sharehok 
Amos  B.  Hostetter  Jr.  that  led  to  AT& 
unsolicited  bid. 

Another  risk  of  Armstrong's  off< 
sive  strategy:  He  could  end  up  alien 
ing  other  cable  companies  that 
wants  to  use  to  sell  phone  service.  Ss 
Armstrong:  "If  you  don't  control  t 
asset,  I  don't  know  how  you  cont 
the  destiny."  Everyone  from  Come 
to  Microsoft  to  aol  is  wondering  t 
same  thing. 

By  Riclwrd  Siklos  in  New  York,  a 
Amy  Barrett  in  Philadelphia,  w 
Catherine  Yang  in  Washington  a 
Roger  Crockett  in  Chicago 


AOL  EYES  A  HOT  NEW  MEDIUM:  RADIO 


What's  the  next  medium  that 
America  Online  Inc.  hopes  to 
conquer?  Try  radio.  The  online 
giant,  business  week  has  learned,  is 
negotiating  to  buy  an  equity  stake  in 
Dallas-based  Chancellor  Media  Corp. 
and  gain  rights  to  broadcast  Chancel- 
lor programming  across  the  AOL  sys- 
tem on  the  Internet.  The  talks  come 
just  weeks  after  aol's  main  Internet 
portal  rival,  Yahoo!  Inc.,  agreed  to 
pay  $5.6  billion  for  Broadcast.com 
Inc.,  the  top  provider  of  audio  and 
video  programming  over  the  Inter- 
net. 

Media  industry  insiders  say  that 
America  Online  is  expected  to  invest 
a  relatively  modest  amount — $250 
million  or  so — in  Chancellor  in  ex- 
change for  exclusive  rights  to  feature 
the  company's  radio  stations  on  the 
Internet.  Following  Chancellor's  ac- 
quisition of  San  Antonio-based  Cap- 
star  Broadcasting  Corp.  this  summer, 
it  will  be  the  nation's  largest  radio 
chain,  with  469  stations  in  106  mar- 
kets. The  talks,  which  a  source  close 
to  Chancellor  says  began  in  early 
April,  could  result  in  a  deal  by  late 
May. 

MULTIMEDIA  hook.  For      !  ,  which 
has  long  been  searching  for  a  broad- 
cast strategy,  linking  up  with  Chan- 
cellor could  be  an  important  step. 
Like  Broadcast.com,  a  it 
ao], /Chancellor  service  could  offer 
"streaming"  programmin        rich  al- 
lows PC  users  to  view  and/or  hear 
content  as  it  is  broadcast.  Streaming 
makes  it  possible  to  u.    the  Net 


for  services  such  as  teleconferencing. 
At  a  minimum,  it  would  give  aol  a 
stronger  multimedia  hook  to  keep  its 
17  million  customers  online,  aol  de- 
clined comment  on  any  potential 
deal. 

The  investment  could  be 
a  boon  to  Chancellor, 
which  has  suffered 
through  manage- 
ment turmoil  and 
sluggish  stock  perfor- 
mance during  the  past 
year.  Since  Chancellor  un- 
derwent a  major  restruc- 
turing in  March  that  includ 
ed  ousting  its  chief 
executive  and  scrapping 
lofty  plans  to  turn  it  into 
a  multimedia  giant,  in- 
vestors have  been  warily 
awaiting  the  next  big 
move. 

While  declining  to  com- 
ment on  aol  or  any  other 
potential  Internet  deals, 
Chancellor  Chairman  and 
Chief  Executive  Thomas  0 
Hicks  says  his  company 
plans  to  become  a  major 
Internet  player  by  getting 
Chancellor  stations  onto  local 
Web  portals  and  by  creating 
new  Internet-based  radio  sta- 
tions. Then,  Chancellor's  sales 
staff  could  sell  Internet  adver- 
tising along  with  radio  air  time. 
"We  have  more  than  65  million 
listeners  around  the  country. 
That  gives  us  a  tremendous  abili 


ty  to  help  drive  listeners  to  Internet 
portals,"  says  Hicks,  who  is  also 
chairman  and  ceo  of  the  Dallas- 
based  investment  firm  Hicks,  Muse, 
Tate  &  Furst  Inc.,  Chancellor's 
founder  and  controlling  share- 
holder. "We  see  the  Inter- 
net as  a  major  growth 
opportunity." 
STERN  STUFF?  Chan- 
cellor is  far  from  the 
only  radio  player  looking 
for  new  growth  on  the 
Web.  CBS  Corp.'s  Infinity 
Broadcasting  Corp.,  for  one, 
is  laying  plans  for  an  inde- 
pendently run  Web  site  that 
will  feature  its  160  radio 
stations  as  well  as  addi- 
tional content  from  such 
syndicated  stars  as 
Howard  Stern  and  Don 
Imus. 

"No  one  knows  what  th( 
commercial  viability  of  this 
is  really  going  to  be,"  says 
J.  T.  Atiderton  of  radio  con 
sultancy  Duncan's  Ameri- 
can Radio.  "But  the  Inter- 
net offers  the  prospect  of 
doing  some  very  specific, 
very  targeted  programming 
for  a  very  specific,  very  target- 
ed advertising  customer."  That 
seems  to  be  what  aol  and  Chan- 
cellor are  banking  on. 

By  Steplianie  Anderson  Fores* 
in  Dallas  and  Richard  Siklos  in 
New  York,  with  Catherine  Yang 
in  Washington 


COMMENTARY 


By  Owen  Ullmann 

RUBIN'S  TINKERING  MAY  AVERT  FUTURE  MELTDOWNS 


Last  fall,  when  the  world  economy 
seemed  ready  to  implode,  des- 
perate cries  went  up  for  a  new 
ternational  "financial  architecture." 
;ar  down  the  old  system,  critics  de- 
anded.  Replace  it  with  a  global 
mtral  bank,  controls  on  the  flow  of 
ivate  capital,  and  Chapter  11  pro- 
ction  for  troubled  nations.  Amid 
is  near-panic,  U.  S.  Treasury  Secre- 
ly  Robert  E.  Rubin  remained 
lflappable.  All  the  system 
>eded,  he  insisted,  was 
odest  reform.  a 
Back  then,  Rubin  M 
emed  out  of  touch  JM 
ith  reality.  But  as  JH 
e  sense  of  crisis 
is  waned,  his  pro- 
ved tinkering 
oks  like  the  right 
iproach  after  all. 
Rubin  believes  a 
;w,  powerful  cen- 
al  authority  to  re- 
ace  the  Interna- 
)nal  Monetary 
tmd  would  have  no 
ore  success  than  the 
;f  has  had  in  pre- 
mting  meltdowns — or 
anaging  them  once 
ey  occur.  Nor  is  he  en- 
nored  of  capital  controls, 
hich  World  Bank  chief  economist 
iseph  E.  Stiglitz  advocated  as  re- 
ntly  as  Apr.  27. 

iGGED  RATES.  Instead,  what's  need- 
1  the  Treasury  chief  beheves,  is  a 
turn  of  "risk" — a  moderating  force 
at  vanished  in  the  investment 
»om  that  preceded  Asia's  bust.  Sim- 
y  put,  if  investors  have  no  implicit 
larantee  of  government  bailouts, 
ey  are  less  likely  to  go  overboard. 
"Market  discipline  will  work  only 
creditors  bear  the  consequences  of 
e  risks  that  they  take,"  Rubin  said 
i  Apr.  21.  His  blueprint  was  em- 
•aced  at  the  IMF's  Apr.  26-28  meet- 
ly and  is  likely  to  be  adopted  in 
me,  when  the  Group  of  Seven  holds 
;  annual  economic  summit  in 
)logne. 

The  Rubin  plan  calls  for  a  "bail  in" 
'  private  creditors,  who  would  take 
hit  when  countries  encounter  tem- 
rary  financial  problems.  It  would 
d  IMF  support  for  pegged  exchange 
tes  that  put  an  artificial  floor  under 
Dubled  currencies  to  protect  foreign 


investment.  And  it  would  increase  fi- 
nancial disclosure — by  borrowing  na- 
tions as  well  as  highly  leveraged 
hedge  funds.  "You're  making  lenders 
and  borrowers  aware  of  the  real 
risks,"  says  Robert  D.  Hormats,  vice- 
chairman  of  Goldman  Sachs  Interna- 
tional. "It  leads  to  better  outcomes." 

Rubin's  thrust  is  a  reversal  of 
U.  S.  Treasury  and  IMF  policy.  During 


Mexico's  1994-95  crunch,  the  U.  S. 
wound  up  bailing  out  creditors, 
which  Rubin  later  said  was  a  mis- 
take. And  the  IMF  exacerbated  the 
1997-98  crisis  by  encouraging  futile 
defenses  of  currencies  under  siege. 

Short-term,  Rubin's  reforms  are 
likely  to  curb  investment.  "If  you 
create  more  uncertainty  about 
whether  I  get  repaid,  I'll  demand  a 
higher  premium  or  lend  less,"  says 
Merrill  Lynch  &  Co.  senior  interna- 
tional economist  Michael  J.  Hartnett. 
But  slower,  more  sustainable  growth 
is  preferable  to  Asia's  boom-and-bust 
cycle  and  might  give  emerging  na- 


The  Treasury  chief  says 
global  investors  must 
accept  risk-and  not 
rely  on  state  bailouts 


tions  time  to  develop  the  political,  le- 
gal, and  social  institutions  needed  to 
manage  unruly  free-market  systems. 
It's  no  accident  that  the  economies 
recovering  fastest  are  those  that 
have  more  stable  political  infrastruc- 
tures, such  as  Korea  and  Thailand. 
DISCIPLINE.  It  was,  in  fact,  a  tremen- 
dous flood  of  capital  to  Asia — accom- 
panied by  looser  risk  standards — that 
triggered  the  1997-98  tu- 
mult. According  to  the 
IMF,  net  capital  flows 
to  Asian  emerging 
markets  shot  up 
from  $18  billion  in 
1992  to  $100  billion 
by  1996.  Lenders 
did  not  focus 
enough  on  the 
:  soundness  of 
;  emerging-market  in- 
f  vestments;  they 
I  counted  on  exchange 
!  rates  staying  pegged 
.  to  the  dollar  and  IMF 
1  rescue  teams  to  pro- 
i  tect  their  assets. 
'  But  when  the  IMF 
bailouts  failed  and 
currencies  collapsed, 
panicked  creditors  be- 
came risk-averse, 
pulling  a  net  $55  billion 
out  of  developing  Asia. 

Rubin,  who  specialized  in  risk  as- 
sessment when  he  ran  Goldman 
Sachs's  arbitrage  operation,  wants  to 
restore  market  discipline.  For  exam- 
ple, under  the  IMF's  new  plan  to  pro- 
vide early  financing  before  a  crisis 
occurs,  eligible  countries  will  have  to 
make  full  disclosure  of  their  finances. 
Likewise,  if  creditors  can't  depend  on 
fixed  exchange  rates,  they'll  have  to 
set  a  premium  to  reflect  currency 
fluctuations.  And  new  transparency 
requirements  for  hedge  funds  should 
make  the  dangerously  leveraged  ones 
stand  out. 

These  reforms  aren't  dramatic. 
And  they  won't  guarantee  a  painless 
path  to  economic  development.  But 
they  should  help  smooth  free-market 
capitalism's  rough  edges — the  wild 
swings  that  produce  great  prosperity 
one  day  and  deep  distress  the  next. 
That's  no  small  feat. 

Senior  Writer  Ullmann  covers  inter- 
national economics  from  Washington. 
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COMPUTERS 


THIS  Y2K  BUG 
IS  ALREADY  LOOSE 

Fear  alone  is  leading  companies  to  cut  back  on  orders 

The  millennium  is  eight  months  away, 
but  the  dreaded  Year  2000  comput- 
er bug  is  already  biting — in  an  un- 
expected way.  From  telecom-equip 
ment  giant  Lucent  Technologies  to 
software  makers  PeopleSoft  and 
Network  Associates,  technol 
ogy  companies  are  seeing 
the  first  signs  of  a  Y2K 
slowdown:  Customers 
who  are  trying  to  bug 
proof  their  networks 
in  time  for  Jan.  1, 
2000,  are  scaling  back 
orders  for  new  equip- 
ment. Of  1,145  North 
American  companies 
surveyed  by  Inter- 
national Data  Corp. 
in  March,  38%  said 
they    have  already 
slowed  tech  spending 
"and  we  don't  know  by 
how  much,"  says  IDC  Re- 
search  Director  Tom  Oleson. 

Things  could  get  worse.  By 
yearend,  overall  tech  spending  may 
shrink,  says  a  new  report  by  Forrester 
Research  Inc. — by  13%  in  the  fourth 
quarter  alone.  Says  Bill  Burnham,  ana- 
lyst for  Credit  Suisse  First  Boston:  "Not 
a  lot  of  spending  is  going  to  be  going  on 
in  the  second  half,  especially  after  Labor 
Day."  David  Wyss,  an  economist  at 
Standard  &  Poors  dri,  recently  shaved 
his  estimate  of  U.  S.  gross  domestic 
product  growth  in  2000  by  O.T7c  because 
of  the  tech  slowdown  and  the  effects  of 
an  inventory  buildup  by  companies  hop- 
ing to  avoid  Y2K  shortages. 

Lucent  Technologies  Inc.,  which  re- 
ported a  slight  dip  in  business  sales  in 
the  first  quarter,  is  bracing  for  a  bigger 
slowdown.  "Many  firms  are  putting  off 
their  buying  decisions  as  they  focus  on 
potential  computer  problems  related  to 
2000,"  says  Chief  Executive  Richard 
A.  McGinn.  And  at  PeopleSoft,  soft- 
ware licensing  revenues  are  down  44% 
from  a  year  ago,  and  growth  has 
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slowed  to  a  15%  annual  clip,  vs.  50%  in 
past  years. 

By  fall,  analysts  warn,  many  cus- 
tomers will  "lock  down" — halting  new 
additions  to  their  networks  until  the 
millennium.  Sometime  between  June  and 
September,  companies  including  Merrill 
Lynch,  Sears,  Levi  Strauss,  Prudential 
Insurance,  and  Consolidated  Edison  of 


New  York  will  slow  or  freeze  new  b 
spending.  Their  hope  is  to  prevent  i 
new  bugs  from  getting  into  syste 
they've  spent  millions  to  get  bug-fre 
or  close — by  Dec.  31.  Says  Char 
Cherry,  Y2K  project  manager  for  Par! 
Drilling  Co.  in  Tulsa:  "It  would  be  p^ 
ty  crazy  to  install  new  technology 
the  second  half,  given  the  potential 
problems  with  Y2K." 

Many  companies  are  opting  for  lc 
down  because  they  have  fallen  beh 
their  Y2K  testing  deadlines  or  are  r 
ning  into  unexpected  glitches.  "r: 
Year  2000  problem  is  like  an  oni( 
Allan  Graham,  senior  vi 
sident  in  charge  of  Y2K  test 
ervices  for  Rosemont  (I 
based  Comdisco  Inc.,  a  c< 
pany  that  tests  Y2K 
pairs.  "Every  layer 
peel  off,  the  more 
want  to  cry.  You 
there  are  deeper  pr 
lems."  In  all,  says 
rester,  69%  of  com 
nies  it  surveyed  plar 
lock  down  existing 
installations   and  fre 
portions  of  their  spend 
Lockdowns  could  last  fr 
two  to  five  months,  Forre 
;ays — enough  to  "make  it 
like  the  economy  will  go 
for  the  last  quarter  of  1999 
the  first  quarter  of  2000,"  says 
search  Director  Carl  Howe. 
GOOD  NEWS.  There's  another  reason 
companies  to  think  twice  about 
spending:  Vendors  may  be  too  b 
helping  customers  untangle  Y2K  pr 
lems  to  help  with  "normal"  tech  s 
port,  says  Linda  S.  Glick,  chief  in 
mation  officer  of  Levi  Strauss  & 
"As  we  approach  yearend,  our  tech  s 
port  from  vendors  will  be  very,  v 
slim,"  she  says.  "They're  all  readj 
themselves  to  fix  Y2K  failures  aro 
the  world.  This  is  another  reason 
lock  down  for  now." 

The  good  news?  Growth  in  Inter 
services,  including  E-commeree,  will 
tain  demand  for  networking  technol 
and  storage.  And  companies  that  st 
ed  fixing  Y2K  early  may  find  the  si 
down  a  great  opportunity  to  push  ah 
of  rivals  in  developing  E-commerce 
terns.  Federal  Express  Corp.  and 
International,  for  example,  both  h 
completed  their  Y2K  repair's.  Now,  t 


Many  buyers  will  "lock  down"  by  fall,  delaying 
purchases  until  they  get  through  the  millennium 
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spend  the  rest  of  1999  enhancing 
ommerce  systems,  which  could  put 
m  a  year  ahead  of  their  rivals, 
mil,  there  is  likely  to  be  more  pain 
i  gain.  Companies  such  as  Computer 
lociates  International  Inc.  and  IBM 
ect  sales  to  soften.  Sun  Microsys- 
is  Inc.  and  Microsoft  Corp.  recently 
■ned  that  sales  of  software  and  net- 
■k  servers  could  slow.  Personal  com- 


puter sales  to  businesses  also  could  ta- 
per off  in  the  second  half,  analysts  pre- 
dict. Says  Bernard  De  Valence,  general 
manager  of  Hewlett-Packard  Co.'s  Y2K 
program:  "We're  not  sure  about  hard- 
ware sales.  So  far,  we  have  ups  and 
downs  but  haven't  been  able  yet  to 
clearly  identify  the  impact  of  Y2K." 

Most  tech  companies  are  approach- 
ing the  last  half  of  1999  with  extreme 


caution.  "Anything  could  happen,"  says 
csfb's  Burnham.  "Right  now,  most  tech 
companies  are  just  knocking  on  wood, 
looking  at  companies  who  took  a  little 
Y2K  hit  this  past  quarter,  hoping  they 
won't  be  next."  Adds  Douglas  L.  Maine, 
IBM's  chief  financial  officer:  "I  wish  I 
had  a  crystal  ball."  He's  not  alone. 

By  Marcia  Stepanek  in  New  York, 
with  bureau  reports 


CHIPMAKERS:  AT  LAST,  AN  UPTURN 


M 


attson  Technology  Inc.,  a  $60 
million  maker  of  semiconductor 
manufacturing  equipment,  laid 
)ff  20%  of  its  370  employees  in  1998 
md  shut  its  factory  for  two  weeks 
ibr  lack  of  orders.  The  chip  slump 
ast  year  drove  Mattson's  revenues 
lown  23%  and  led  to  $22.4  million  in 
osses.  But  now,  Mattson  is  riding  an 
ipdraft.  Employees  are  working 
)vertime  to  meet 
ixploding  de- 
nand,  and  the 
lornpany  is  hiring 
>0  people.  "We're 
seeing  a  big  ac- 
:eleration,"  says 
Brad  Mattson, 
:eo  of  the  Fre- 
nont  (Calif.) 
company. 

Mattson  and 
jverybody  else. 
For  the  first  time 
n  a  year,  month- 
y  revenues  for 
;he  $125  billion 
semiconductor  in- 
iustry  rose  in 
lanuary.  Ana- 
ysts  now  predict 
i  10%  expansion,  to  $138  billion,  in 
L999.  First-quarter  earnings  for  chip 
companies  tracked  by  First  Call 
3orp.  rose  33%  over  the  same  peri- 
od in  1998.  "There's  no  question, 
;his  recovery  is  real,"  says  Mark 
Edelstone  of  Morgan  Stanley  Dean 
Witter. 

At  Taiwan  Semiconductor  Manu- 
facturing Co.,  the  world's  largest 
zontract  chipmaker,  factories  are 
funning  at  88%  of  capacity,  vs.  67% 
in  the  fourth  quarter.  The  reason: 
growing  demand  for  chips  in  every- 
thing from  Pes  to  cellular  phones  to 
automobiles.  Chipmakers  will  pro- 
duce some  280  billion  parts  this  year, 
up  9%  from  1998,  says  Semico  Re- 
search. In  March,  the  "book  to  bill" 
ratio  of  orders  to  shipments  for 
semiconductor  equipment — a  leading 


indicator  of  future  chip  output — hit 
1.3,  a  sharp  improvement  from  0.75 
last  October.  Chip  shares  are  also 
up:  The  Philadelphia  Semiconductor 
Stock  Index  has  more  than  doubled 
since  last  fall. 

Not  all  the  news  is  good.  Prices 
for  dynamic  memory  chips,  which  ac- 
count for  12%  of  industry  revenues, 
stabilized  late  last  year  but  have 


mainly  on  the  strength  of  high-end 
chips,  and  new  products  such  as  net- 
working chips. 

Indeed,  the  best  hope  for  the  chip 
industry  lies  in  everything  but  com- 
puters. In  addition  to  the  deflation 
of  PC  prices,  there  is  the  prospect  of 
an  overall  slowdown  in  computer 
sales  as  companies  turn  their  atten- 
tion to  solving  Y2K  problems.  But 


CHIP  REVENUES  HAVE 
STOPPED  SHRINKING 


plunged  30%.  since  February.  Ana- 
lysts are  still  expecting  dram  prices 
to  bounce  back  and  revenues  to 
climb  25%  this  year.  But  profits  may 
continue  to  be  more  elusive:  Asian 
dram  giants  such  as  Korea's  Sam- 
sung and  Japan's  NEC  remain  firmly 
in  the  red. 

HOPE  IN  NETWORKING.  There's  also  a 
price  war  under  way  in  microproces- 
sors. Shipments  should  grow  more 
than  15%  this  year,  but  because  of 
price  pressure,  revenue  will  rise 
just  8%.  Intel  Corp.  has  been  ag- 
gressively cutting  prices,  putting 
the  squeeze  on  National  Semicon- 
ductor Corp.  and  Advanced  Micro 
Devices,  both  of  which  posted 
first-quarter  losses.  Intel  itself  is 
expected  to  see  a  28%  jump  in 
profits,  to  $8  billion,  this  year, 
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sales  of  chips  for  communications, 
networking,  and  consumer  electron- 
ics are  expected  to  soar. 

The  main  threat  to  a  chip  come- 
back is  overexpansion.  Chipmakers 
tend  to  add  capacity  at  the  same 
time — and  too  much.  "We're  like 
lemmings  running  off  the  cliff  to- 
gether," says  Mattson.  While  de- 
mand for  memory  chips  should  catch 
up  to  capacity  in  2000,  for  instance, 
new  plants  will  drive  capacity  ahead 
of  demand  again  in  2002,  says 
Dataquest  Inc.  analyst  Bruce 
Bonner.  But  for  the  moment,  the 
semiconductor  business  is,  er,  in 
the  chips. 

By  Andy  Reinhardt  in  San 
Mateo,  Calif.,  with  Irene  M.  Kunii 
in  Tokyo  and  Jonathan  Moore  in 
Taipei 
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THOUGH  OIL  PRICES  RISE, 
THERE'S  NO  RUSH  TO  DRILL 

Cautious  producers  are  sitting  back  to  enjoy  the  windfall 


Less  than  six  months  ago,  oil  prices 
dipped  below  $11  a  barrel.  But  that 
already  seems  like  a  Saudi's  bad 
iream.  Oil  is  up  more  than  60%  since 
February.  On  Apr.  28,  signs  that  mem- 
bers of  the  Organization  of  Petroleum 
Exporting  Countries  are  living  up  to  a 
March  pledge  to  cut  production  pushed 
:he  price  of  West  Texas  intermediate 
jo  $18.43. 

In  the  past,  such  a  runup  would 
)rompt  a  burst  of  new  exploration  and 
production — followed  by  a  glut  and 
ailing  prices.  Investors,  already  antic- 
pating  more  drilling,  are  bidding  up 
shares  of  oil-field-service  companies 
^uch  as  Schlumberger,  which  is  up  30% 
<ince  Mar.  1. 

But  this  time  oil 
companies  are  showing 
•estraint.  They  cut 
;heir  1999  spending 
jlans  drastically  at  the 
?nd  of  last  year,  when 
jil  prices  hit  a  nadir. 
\nd  despite  the  recent 
•ecovery,  they're  not  re- 
/ersing  course.  Salomon 
■5mith  Barney  estimates 
hat  exploration  and 
production  spending 
vill  be  off  more  than 
in  1999  for  the  175 


OIL  COMPANIES 
ARE  STILL  CUTTING  BACK 


YEAR-TO-YEAR  CHANGES  IN  BUDGETS 
FOR  WORLDWIDE  EXPLORATION 

20  AND  PRODUCTION 
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oil  companies  it  tracks  worldwide.  "Other 
than  1986,  when  it  fell  30%,  this  could  be 
the  most  severe  contraction  we've  seen  in 
the  past  40  years,"  says  Salomon  oil  an- 
alyst Geoff  B.  Kieburtz. 

Why  the  reluctance  to  drill?  First,  be- 
cause oil  companies  have  been  burned 
before  by  responding  too  quickly  to  price 
spikes.  "So  far,  it  has  been  just  a  couple 
of  months'  uptick  in  prices.  There  has  to 
be  more  than  that  to  cause  us  to  revisit 
our  plans,"  says  bp  Amoco  spokesman 
David  Nicholas.  The  company  is  budget- 
ing $3.6  billion  for  exploration  and  pro- 
duction this  year,  vs.  $6.3  billion  in  1998. 

Last  year's  price  plummet  also  hurt 
balance  sheets,  leaving  some  compa- 
nies without  funds  for 
new  wells  and  produc- 
tion platforms.  That's 
especially  true  of 
smaller  players,  which 
customarily  issue  stock 
or  debt  to  finance 
projects.  But  after  last 
year's  bloodbath  in 
small-cap  energy 
stocks,  "the  capital 
markets  are  almost 
completely  closed  to 
the  independents," 
says  Robert  E.  Gillon, 
an  oil  analyst  at  John 
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ON  HOLD:  Cautious  producer] 
are  still  decommissioning  rii 

S.  Herold  Inc.  in  Stamfoi; 
Conn. 

Major  oil  companies,  met) 
while,  are  happy  to  let  the  win 
fall  nourish  their  bottom  lint, 
Even  though  the  spike  in  prici 
came  mostly  at  the  end  of  t 
quarter,  it  was  enough  to  pd 
the  earnings  of  big  oil  compani 
past  analysts'  pessimistic  pre! 
forecasts.  At  the  same  time,  an 
lysts  say,  many  majors  are  si 
more  focused  on  deals  than  1 
drilling.  Among  companies  tn 
could  be  in  play  are  Texaco  Ir; 
Chevron  Inc.,  and  Conoco  Inc.] 
INVENTORIES  DOWN.  Higher  prk 
are  also  a  relief  for  members  j 
opec.  The  spring  spike  in  oil  wi 
spawned  largely  by  a  March  agreeme 
between  opec  and  other  producers,  su 
as  Russia  and  Mexico,  to  cut  outpi 
"This  is  the  strongest  opec  agreeme 
since  the  1970s,"  says  Philip  J.  FlyrJ 
energy  analyst  with  Chicago-bas 
Alaron  Trading.  "The  producers  ha 
been  through  so  much  pain  with  1< 
prices,  they  were  forced  to  cooperat 
Prices  got  another  lift  from  recent  pil 
jections  of  a  pickup  in  world  econorl 
growth,  and  factor's  such  as  a  Venezuelj 
pipeline  explosion  and  the  nato  bonl 
ing  of  Yugoslavia,  which  is  sucking  | 
jet  fuel. 

Although  there  is  a  temptation  1 
producing  nations  to  cheat,  so  far  there 
no  evidence  they  have.  Venezuela,  no 
rious  for  violating  quotas,  is  actually  p 
during  below  OPEC-set  targets.  And  t 
American  Petroleum  Institute  recen 
announced  that  U.S.  oil  inventories  1 
for  the  week  ending  Apr.  23,  after 
imports  dipped  17%. 

Still,  there's  no  sign  of  new  chilli 
The  number  of  rigs  in  operation  in  t 
U.  S.  dropped  to  488  in  the  week  end 
Apr.  23,  down  25%  from  last  Decemb 
to  the  lowest  level  since  Baker  Hugl 
Inc.  began  keeping  records  in  1944.  i 
temational  rig  counts  are  down,  but  1< 
steeply. 

If  the  higher  prices  last,  of  cour 
drilling  is  sure  to  resume.  For  ne 
though,  Big  Oil  is  taking  a  long  vie 
"When  you  drill  a  well,  you  realize  b< 
efits  from  it  years  later,"  notes  Mo 
Corp.  spokesman  Bill  Cummings.  T 
oil  has  been  underground  for  millie 
of  years.  So  what  if  it  stays  there 
few  more? 

By  Peter  Coy  in  New  York,  w 
Heidi  Daivley  in  London,  and  Andrl 
Osterland  in  Chicago 


When  over  90%  of  the  Fortune®  500 

are  relying  on  you  to  help  them  succeed, 
there  is  one  thing  you'd  better  be. . . 
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ITCHING  TO  GET  OUT 
OF  PUBLIC  SCHOOL 

A  new  scholarship  fund  heats  up  the  debate  over  vouchers 

Quantina  Samuels,  a 
single  mother  of 
two  honor  stu- 
dents in  Washington, 
D.  C.,'s  public  schools,  is 
proud  of  her  offspring. 
But  she  wishes  they 
could  have  the  attention 
she  knows  private 
schools  lavish  on  their 
pupils.  "I  want  someone 
to  treat  my  children 
with  concern,  to  push 
them,"  says  Samuels,  a 
medical  secretary. 

Until  late  April,  the 
promise  of  private 
schools  was  no  more 
than  a  dream.  Now, 
Samuels  can  hardly  be- 
lieve her  good  fortune. 
Thanks  to  the  largesse 
of  financier  Theodore  J.  Forstmann  and 
investor  John  T.  Walton,  Samuels'  chil- 
dren will  join  some  40,000  other  kids 
from  low-income  families  to  receive 
around  $1,000  a  year  over  the  next  four 
years  for  private  or  parochial  schools.  "I 
was  speechless,"  says  Elizabeth  Carver, 
a  single  mother  of  two  in  Chicago, 
whose  scholarship  application  was  se- 
lected in  the  national  drawing.  "I'm  so 
excited — and  my  kids  are,  too." 
vast.  No  question,  the  Forstmann-led 
Children's  Scholarship  Fund  has  excited 
parents,  educators,  and  politicians  across 
the  country.  Its  sheer  size — more  than 
$160  million  raised,  with  Forstmann  and 
Walton  kicking  in  $50  million  each — 
dwarfs  all  other  private  scholarship  pro- 
grams. Then  there's  the  outpouring  of 
applicants:  1.2  million  families,  with  av- 


} 


erage  incomes  of  just  $22,000  LARGESSE 

a  vear,  vied  for  the  funding.  „.  „ 

The  winners  are  now  sifting  Financier  Forstmann 

through  literature  on  private  has  given  $50  million, 

schools  in  their  neighbor-  Schools,  he  Says,  must 


hoods.  Catholic  schools  will 
grab  the  bulk  of  the  kids. 

The  program  is  far  more 
than  Education  Lotto,  how- 
ever. Forstmann,  who  tapped  a  list  of 
luminaries  from  Barbara  Bush  and  An- 
drew Young  to  Senate  Minority  Leader 
Thomas  A  Daschle  (D.-S.  D.),  has  struck 
a  chord  that  cuts  across  party  lines.  De- 
spite years  of  education  reforms,  in- 
cluding new  standards  for  teacher  and 
student  accountability,  the  number  of 
parents  eager  to  bail  out  of  the  public 
schools  shows  that  the  efforts  haven't 
done  nearly  enough  for  poor  students 


"allow  competition 
to  create  innovation" 


trapped  in  the  country's  worst  schc 
"The  public-school  system  is  a  mono] 
that  delivers  bad  products  at 
prices,"  charges  Forstmann.  "We  n 
to  open  it  up  and  allow  competitioi 
create  innovation." 

Talk  like  this  has  thrust  Forstm 
into  the  national  debate  over  how 
to  shake  up  public  education.  He  is 
ful  not  to  endorse  vouchers  explicit! 

the  idea  of  allow 
parents  to  spend 
lie  tax  money  on 
vate  schools.  But  ac 
cates  and  critics  v 
Forstmann's  scho 
ships  as  a  spur  to 
voucher  movement. 

Forstmann  may 
wise  to  soft-pedal 
link  Polls  show  the  ] 
lie  is  deeply  dividec 
vouchers,  and  des 
years  of  debate, 
Cleveland  and  Milv 
kee  have  adopted 
grams.  California 
other  states  have 
cently  rejected  voucl 
The  political  momen 
also  has  slowed  at 
national  level,  where 
publicans  are  leen 
championing  such 
visive  issue  as  they 
to  soften  their  imag 
Vouchers  are  also 
der  legal  chattel 
Since  most  prb 
schools  have  some 
gious  affiliation,  u 
public  money  to  send  students  to 
strains  the  doctrine  of  separatioi 
church  and  state.  Last  year,  Wiscon 
Supreme  Court  upheld  Milwauk 
plan,  and  the  U.  S.  Supreme  Court 
clined  to  review  the  decision.  But 
Apr.  27,  Maine's  Supreme  Court  re 
ed  a  suit  by  parents  who  sough 
overturn  the  state's  policy  of  restric 
vouchers  to  nonreligious  schools.  (I 
Maine  and  Vermont  have  decades 


FUNDING 


PUBLICITY 


SELECTION 


RESULTS 


With  backing  from 
financier  Theodore 
Forstmann  and  in- 
vestor John  Walton, 
the  Children's  Scholar- 
ship Fund  raises  $160 
million  for  40,000 
families        end  on 
private-  or  Dchial- 
school  tuiti 


Applications  distrib- 
uted over  the  Net  and 
through  churches  and 
stores.  Income  limit  is 
$51,975  for  a  family 
of  five.  Word  spreads 
through  public  service 
announcements  and 
Forstmann's  appear- 
ance on  Oprah. 


The  CSF  receives  1.2 
million  applications, 
representing  44%  of 
eligible  parents  in 
Baltimore  and  29% 
in  New  York.  Lottery 
selects  winners  of 
four-year  scholar- 
ships. Parents  chip  in 
$1,000  a  year. 


Winners  receive 
information  packets 
identifying  local 
schools  that  have 
places  available. 
Counseling  for  fami- 
lies is  available  from 
40  local  organizatior 
scattered  around  the 
country. 


How  the 

Children's 

Scholarship 

Fund 

Works 
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voucher  programs  for  faim  children  liv- 
ng  far  from  public  schools.) 

Still,  the  voucher  movement  may  be 
)icking  up  steam.  On  Apr.  27,  Florida 
jovernor  Jeb  Bush  and  Republican  leg- 
slative  leaders  agreed  on  a  plan  to  let 
•hildren  in  the  worst-performing  schools 
ise  state  money  to  transfer  to  private 
ines.  New  York  Mayor  Rudy  Giuliani  is 
rying  to  ram  through  a  small  voucher 
■xperiment,  which  the  chancellor  of  the 
•ity's  schools  bitterly  opposes.  And  New 
Mexico's  Republican  governor,  Gary 
'ohnson,  has  threatened  to  veto  the 
itate  budget  unless  it  includes  vouchers. 
variance."  It's  not  clear  that  break- 
ng  up  the  public-school  monopoly  is  a 
;olution  for  the  country's  most  troubled 
;chools,  however.  In  Milwaukee,  sur- 
veys show  parents  and  students  are 
)leased  with  vouchers,  which  are  being 
ixtended  to  allow  15,000  students  to  at- 
end  religious  schools.  But  the  evidence 
|s  inconclusive  on  whether  the  voucher 
tudents  actually  do  better  academically, 
n  fact,  a  study  by  Piinceton  University 
I'conomist  Cecilia  Rouse  shows  that  low- 
ncome  kids  in  public  schools  with  small- 
er class  size  and  more  parental  involve- 
nent  outperform  voucher  pupils  in 
eading  and  equal  them  in  math. 
I  Nationwide,  private  schools,  which 
•ducate  10%  of  the  country's  53  million 
hildren,  do  show  better  test  scores. 
iut  "there  is  as  much  variance  in  pri- 
rate-school  quality  as  in  public"  ones, 
ays  Columbia  Teachers  College  profes- 
|or  Pearl  Rock  Kane.  And  the  data 
[lon't  show  whether  scores  are  better 
|.t  schools  costing  less  than  $4,000  a 
I 'ear,  where  low-income  students  such  as 
hose  on  Forstmann's  program  go. 

Experts  seem  to  agree  on  why  pri- 
ate  schools  do  better.  They  note  that 
1  irivate  schools  attract  better  students 
nd  those  with  the  most  involved  par- 
1  nts.  And  they  can  reject  students  with 
jarning  or  social  problems.  As  a  result, 
irivate  schools  could  lose  their  edge  if 
ouchers  flooded  them  with  deprived 
ids.  With  vouchers,  "private  schools 
night  become  more  like  public  ones," 
ays  Jack  Jennings,  director  of  the  Cen- 
er  on  Education  Policy  in  Washington. 

But,  as  the  response  to  Forstmann's 
cholarship  program  shows,  many  low- 
ncome  Americans  want  to  see  their 
chools  fixed — even  if  that  means  using 
ouchers  to  prod  faster  change.  "I'm 
ot  spending  my  energy  trying  to  block 
,  ouchers,"  says  Paul  Vallas,  chief  exec- 
:tive  of  the  Chicago  public-school  sys- 
?m  and  a  leading  reformer.  "We're  still 
oing  to  need  to  fix  public  schools." 
,  By  Ricfiard  A.  Melcher  in  Chicago 
:  nd  Aaron  Bernstein  in  Washington 


COMMENTARY 


By  Steven  V.  Brull 


FOR  ALL  THAT  TOBACCO  MONEY, 
DON'T  STINT  ON  THE  SMOKING  WAR 


Experts  say  that  there  has  never 
been  a  more  effective  antismok- 
ing  campaign  than  Florida's. 
Over  the  past  year,  a  series  of  com- 
mercials portraying  the  tobacco 
industry  as  sinister  and  manipulative 
helped  cut  smoking  rates  among  mid- 
dle-school students  by  19%,  accord- 
ing to  the  Florida  Dept.  of  Health. 
Yet  on  Apr.  27,  the  Florida  legisla- 
ture voted  to  slash  funding  for 
the  program  nearly  in 
half,  to  $41  million. 

It's  an  ominous 
sign.  Florida's  $70 
million  program, 
funded  with  just  a 
trickle  of  the  $13  bil- 
lion the  state  won 
from  the  tobacco  in- 
dustry, had  raised 
hopes  that  a  signifi- 
cant chunk  of  the  $246 
billion  the  tobacco 
companies  will  pay  to 
all  states  over  the 
next  25  years  would 
go  to  improving  public 
health.  Yet  in  16  states 
and  the  District  of  Co- 
lumbia, politicians  pro- 
pose to  spend  less  than 
2%  of  their  tobacco 
funds  on  smoking  preven- 
tion and  control,  according 
to  the  Campaign  for  Tobacco-Free 
Kids. 

REVAMP  THE  MORGUE?  True,  some 
states  plan  to  spend  the  bulk  of  their 
money  on  health.  Washington,  which 
is  getting  $330  million  over  the  next 
two  years,  will  set  aside  $100  million 
for  prevention  programs.  The  remain- 
ing $230  million  will  go  toward  basic 
public  health.  But  in  many  states,  the 
windfall  has  set  off  a  scramble  to  fund 
anything  but  tobacco-related  pro- 
grams. North  Dakota  may  renovate 
its  state  morgue,  while  Los  Angeles 
Mayor  Richard  J.  Riordan  wants  to 
build  new  wheelchair-friendly  side- 
walks. New  York,  Louisiana,  and  Ida- 
ho plan  to  reduce  state  debt. 

Certainly,  states  have  a  right  to 
use  tobacco  money  for  other  things. 
For  years  they  had  to  find  money  in 


their  budgets  to  fund  tobacco-related 
Medicaid  costs.  So  it's  reasonable  to 
use  some  of  the  settlement  windfall 
for  general  expenses.  Indeed,  even 
the  Campaign  for  Tobacco-Free  Kids 
is  only  recommending  that  about  25% 
of  the  money  go  toward  smoking  pre- 
vention and  control  programs.  Any- 
thing more  would  be  overkill — pro- 
ducing diminishing  returns. 

Still,  states  would  be 
shortsighted  not  to  give 
prevention  programs  ad- 
equate funding.  Tobacco 
use  in  the  U.  S.  causes 
more  than  430,000 
deaths  and  runs  up  $5( 
billion  to  $73  billion  in 
medical  expenses  yearly. 
Each  day,  3,000  teen- 
agers become  smokers; 
one  in  three  will  eventu- 
ally die  of  smoking-relat- 
ed  diseases,  the  Center 
for  Disease  Control  and 
Prevention  says.  "It's  ex- 
tremely frustrating  to  see 
us  turn  our  backs  on  what 
is  an  immense  opportuni- 
ty," says  Washington  State 
Attorney  General  Christine 
O.  Gregoire. 
Florida's  program  shows 
that  "if  you  run  a  program 
that's  big  and  aggressive,  it 
will  save  lives  and  money,"  says 
Stanton  A.  Glantz,  professor  of  medi- 
cine at  the  University  of  California  at 
San  Francisco.  An  $18  million  ad  cam- 
paign showed  how  teenagers  were  be- 
ing manipulated  by  Big  Tobacco.  In 
one  ad,  a  17-year-old  girl  phones  the 
makers  of  Lucky  Strikes  and  asks  if 
"you  could  tell  me  what  is  the  lucky 
part  about  Lucky  Strike?  Is  it  that  I 
might  live?" 

The  tobacco  settlement  has  created 
a  historic  opportunity  to  fund  tobacco- 
prevention  efforts.  If  citizens  and 
groups  such  as  the  American  Cancer 
Society  challenge  politicians  more  ag- 
gressively, such  efforts  won't  get 
snuffed  out. 

Brull  covers  tobacco  issues  from 
Los  Angeles. 


To  improve  on  sand... 


EXAMPLE  OF  CONVENTIONAL  SANDPAPER  ATlVoX 


We  created  the  pyramids. 


I  they  aren't  the  kind  you'd  find  in  Egypt!  Millions  of  identical 
roscopic  pyramids  make  up  3M™  Trizact™ Abrasives  -  a  new  class 
ifficient  abrasives  that  are  a  leap  beyond  sandpaper.  Using  our  patented  process  of 
roreplication,  Trizact  Abrasives  can  shape  parts  of  a  jet  engine  to  1/10,000  of  an  inch, 
find  new  ways  to  smooth  out  the  rough  spots  by  making  the  leap  from  need  to... 


Innovation 

For  more  information,  call  1-800-742-9546  Internet:  http://www.3m.com/abrasives 
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DOES  TRIARC'S  TOP  BRASS 
HAVE  A  SECRET  PLAN? 

Investors  say  a  buyback  is  really  leading  up  to  a  sale 


j 


ust  what  are  Nelson  Peltz  and  Peter 
W.  May  up  to?  The  wheeler-dealers 
\  from  the  1980s  are  the  largest  share- 
[  holders  in  Triarc  Cos.,  the  New  York- 
ii  based  parent  of  such  once-tarnished 
'brands  as  Snapple,  Royal  Crown  Cola, 
rand  the  Arby's  fast-food  chain.  And  it's 
;i  clear  they  want  to  own  more, 
i  First,  on  Apr.  22,  they  upped  their 
i  stake  from  25%  to  31%— not  with  their 
>own  money,  mind  you.  Peltz,  Triarc 's 

•  chairman,  and  May,  its  chief  operating 
(officer,  arranged  for  Triarc  to  buy  back 
=3.8  million  shares  for  $69  million  through 

a  Dutch  auction.  That  reduced  the  num- 
ber of  outstanding  shares  and  left  the 

■  Chairman  and  coo  with  a  larger  propor- 
tion of  what's  left.  More  such  auctions,  in 

•  which  the  seller  sets  a  minimum  and 
imaximum  price,  are  being  considered, 
•i  So,  too,  are  repurchases  on  the  open  mar- 
ket. The  buybacks  follow  an  attempt  by 

■  the  twosome  to  take  Triarc  private  in 
October — when  shares  hit  $13.  That  ef- 
fort failed  in  March  when  shareholders 
-said  the  $18-per-share  offer  was  too  low. 
;    Why  do  Peltz  and  May  want  more  of 
i Triarc?  It's  true  they  presided  over  a 
I  comeback  at  Snapple  Beverage  Co., 
which  had  languished  under  Quaker 
■Oats  Co.  And  after  selling  Arby's 
joutlets  to  franchisees,  Triarc  has 
boosted  returns  there,  too.  In 
1998,  Triarc  turned  its  first 
i  profit  this  decade — $15  million 
on  $815  million  in  sales.  And 
analysts  now  say  earnings 
could  double  this  year.  Still, 
iRC  is  an  also-ran  cola,  and  the 
stock  price  is  way  off  its  top  of 
;28K6  in  March,  1998.  It  closed 
rat  19%  on  Apr.  28. 
;    Disgruntled  investors— such 
(as  retired  Chicago  lawyer  Bur- 
ton R.  Abrams,  whose  family 
(Owns    more    than  25,000 
shares — suspect  that  Peltz  and 
iMay  have  a  secret  plan  to  in- 
crease their  stake  for  as  little 
as  possible  and  then  sell  Tri- 
arc. That's  not  an  oiiginal  ploy 
for  them:  The  investing  duo 
iscored  big  in  1988  by  selling 
canning  giant  Triangle  Indus- 
tries Inc.  to  French  container- 
maker   Pechiney — after  in- 


creasing their  Triangle  holdings  from  13% 
to  62%.  Then,  investors  sued,  accusing 
Peltz  and  May  of  withholding  information. 
The  pair  denied  the  charge,  but  agreed 
to  pay  half  of  a  $75  million  settlement. 

Now,  Peltz  and  May  may  already  have 
a  bidder,  says  one  well-placed  industry 
source,  who  asks  to  remain  anonymous. 
The  prospective  buyer,  he  says,  is  Cad- 
bury  Schweppes  PLC,  which  owns  Seven- 
Up  and  Dr  Pepper.  "Nelson  and  Peter 
are  laying  the  ground  work  to  sell  in  the 
next  12  months,  once  they  have  upped 
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their  stakes  for  a  really  big  payday,"  s£ 
the  source  close  to  the  British  beveraj 
and-candy  giant.  He  says  Cadbury  1 
shown  interest  but  has  made  no  co 
mitment.  Cadbury  declined  to  comme 
Peltz  and  May  adamantly  deny  tl 
are  seeking  to  sell  Triarc  now — althoi 
they  don't  rule  out  a  sale  in  the  futu 
They  say  they  did  the  buyback  to  bi 
the  stagnant  stock  price  (chart).  "Ther< 
no  exit  strategy,"  says  Peltz.  "We've  n 
er  had  a  conversation  about  selling  1 
business."  He  notes  that  he  periodic* 
talks  to  Cadbury  because  it  is  one  of r 
arc's  major  beverage  distributors. 
GOING  DUTCH.  But  if  their  aim  was 
raise  the  stock  price,  why  use  a  Du 
auction?  Such  sales  place  a  cap  on 
price — in  this  case  $18.25  a  share- 
stead  of  letting  the  market  set  the  pr 
"With  a  Dutch  auction,  you  get  mi 
stock  all  at  once,  and  it's  easier  to  conl 
the  price,"  says  Ann  H.  Gurkin,  an  a 
lyst  at  Davenport  &  Co.  in  Richmo 
Va.  Triarc  says  it  went  the  Dutch-auct 
route  because  it's  quick.  At  least  t 
shareholder  lawsuits  have  been  filed. 

Unhappy  shareholders  also  note  t 
when  Peltz  and  May  first  announced 
auction  on  Mai-.  12,  they  didn't  tell  shj 
holders  that  a  special  committee  of  ' 
arc's  board  valued  the  shares  in  the 
to  mid-twenties,  when  the  two  tried 
take  it  private.  That  information  ,\ 
only  released  in  an  auction  s 
plement  on  Apr.  8,  14  days  bei 
the  auction  was  to  be  eomplel 
Although  Triarc  says  most 
vestors  already  knew  about 
valuation,  the  information  '. 
never  appeared  in  print  befi 
If  they  do  sell,  it  would  t 
big  payday  for  Peltz  and  IV 
They  bought  the  companj 
1992,  when  it  owned  only 
and  Arby's,  for  $72  million.  T 
in  1997,  Triarc  bought  Snaf 
for  $300  million  from  Quaker  O 
which  had  paid  $1.7  billion 
it  three  years  earlier.  To< 
analysts  figure,  Triarc  cc 
fetch  $1  billion  to  $1.2  billio: 
a  buyout. 

Dissident  sharehol 
Richard  M.  Feldman  r 
warns  investors  to  avoid 
buyback  and  hang  on  for 
big  sell-off.  He  wants  P 
and  May  to  "fatten  up  the 
for  an  eventual  slaughter  t 
will  benefit  us  all."  Others 
he  says,  the  feast  will 
served  at  a  table  for  two. 

By  Diane  Brady  in  Grt 
wich,  Conn,  and  Larry  L 
in  New  York 
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\  SUDDEN  CHILL 
AT  McKESSON 

SITTER  MEDICINE:  MCKESSON 

-iboc  lost  nearly  half  its  mar- 
tet  value  on  Apr.  28,  after  the 
lation's  largest  drug  whole- 
saler abinptly  restated  eam- 
,ngs  for  the  most  recent  quar- 
ter and  the  previous  fiscal 
year.  The  company  would  say 
)nly  that  a  yearend  audit 
•evealed  contingencies  on  soft- 
rare  revenues  that  were  nev- 
>r  resolved.  After  a  confer- 
;nce  call  during  which  no 
juestions  were  allowed,  ana- 
lysts were  left  scrambling  for 
nore  information,  particularly 
ibout  why  the  company  would 
.nit  estimates  for  the  current 
iscal  year  far  more  than  it 
sliced  earnings  from  the  pre- 
^ous  year.  McKesson  paid  $14 
)illion  for  hbo  &  Co.  last  year, 


CLOSING  BELL 


BEAM  IT  UP 

Priceline.com  came  out  of  its 
IPO  quiet  period  with  a  bang. 
The  E-commerce  service, 
which  lets  consumers  bid  on 
offerings  such  as  hotel  rooms 
and  airline  tickets,  announced 
on  Apr.  26  that  more  than 
1  million  customers  had  tried 
Priceline  in  its  first  year.  The 
stock  rose  37%  on  the  news 
and  closed  at  121  on  Apr.  28. 
That's  more  than  double  its 
close  at  59Xon  Apr.  18,  when 
Net  stocks  took  a  major  hit. 
Priceline,  which  built  up  its 
brand  through  radio  ads  with 
Star  TreKs  William  Shatrier, 
went  public  on  Mar.  30  at  16. 


140- 


priceljne.com  _ 
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hoping  to  see  strong  sales  of 
that  company's  health-care 
software.  One  month  ago,  Mc- 
Kesson was  telling  investors 
the  deal  had  boosted  sales. 


GULPING  DOWN  SOME 
VERY  RICH  COFFEE 

CHOCK  FULL  O'   NUTS  GAVE 

the  market  a  jolt  on  Apr.  22, 
when  it  confirmed  it  had 
received  unsolicited  bids  from 
food  giant  Sara  Lee.  Why 
the  interest?  Norman  Alexan- 
der, chairman  of  the  coffee 
company,  had  purchased 
530,000  shares  at  $5  apiece  in 
February,  even  though  he 
knew  Sara  Lee  had  informal- 
ly offered  up  to  $11  a  share 
four  months  earlier.  The  com- 
pany says  he  had  legal  clear- 
ance from  outside  counsel  to 
buy  because  the  offer  was 
assumed  to  be  dead.  But  in  a 
letter  filed  with  the  sec  and 
addressed  to  Alexander,  fund 
manager  Mario  Gabelli,  who 
owns  almost  16%  of  Chock's 
common  stock,  urged  him  to 
resign  at  once.  The  stock 
jumped  $3  a  share  on  news  of 
the  Sara  Lee  bid,  putting 
Alexander's  paper  profit  at 
$2.4  million  as  of  Apr.  27. 


MOTOROLA  GETS 
IN  STEP  WITH  SPRINT 

it's  not  a  drop-dead  con- 
tract,  but  it's  a  strong  sign 
that  Motorola  is  reviving  its 
wireless-equipment  business. 
Motorola,  say  sources  close 
to  the  company,  has  landed  a 
$220  million  deal  to  install 
cellular  gear  at  1,200  loca- 
tions that  Sprint  PCS  is  estab- 
lishing in  the  third  phase  of 
its  national  network  build- 
out.  Motorola's  contract  pales 
in  comparison  with  the  $780 
million  deal  that  Sprint  gave 
Lucent  Technologies.  But 
Motorola's  new  technology, 
to  be  tested  by  Sprint,  will 
allow  Motorola  to  sell  equip- 
ment in  markets  currently 
controlled  by  Lucent  and 
N"rthern  Telecom. 


HEADLINE!?:  KEN  CHENAULT 


WELL,  THAT  WAS  FAST 


WHEN  BUSINESS  WEEK  PRO 

filed  Kenneth  Chenault 
last  December,  he  had  not 
yet  completed  two  years 
as  president  and  coo  of 
American  Express.  Even 
so,  Chenault's 
law  school  class- 
mate Franklin 
Raines,  then 
CEO-designate  of 
Fannie  Mae,  had 
some  advice  for 
AmEx:  "The  real 
issue  is  not 
whether  Ken  is 
going  to  be  a 
ceo,  but  is  someone  else 
going  to  steal  him  away 
before  he  is  moved  up."  At 
that  time,  AmEx  Chair- 
man and  ceo  Harvey  Gol- 
ub  was  hinting  that  he 
might  stay  on  until  he 
turned  65  in  2004. 
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But  the  future  has 
arrived  early.  On  Apr.  26, 
Golub  announced  he  would) 
cede  the  CEO  title  to 
Chenault,  47,  in  2001  and 
pass  along  the  chairman's 
post  a  year  later. 

What  prompt- 
ed Golub  to  step 
up  his  plans  is 
unclear.  "In  a 
sense,  there  is 
no  ideal  time," 
he  says.  But  the 
impetus  proba- 
bly came  from 
Golub.  In  his  six 
years  at  the  helm,  Golub 
has  succeeded  handily  in 
reviving  a  troubled  compa- 
ny. Chenault's  big  chal- 
lenge will  be  to  wrest  back 
market  share  from  Visa 
and  fatten  AmEx'  top  line. 
By  Anthony  Biancc 


JACKPOT  TIME 

IN  VEGAS  

LAS  VEGAS  HAS  A  NEW  TITAN. 

Arthur  Goldberg,  chief  execu- 
tive of  Park  Place  Entertain- 
ment, will  control  four  major 
properties:  He  agreed  on  Apr. 
27  to  buy  Caesars  Palace  from 
Starwood  Hotels  &  Resorts 
for  $3  billion.  With  Caesars, 
Goldberg  controls  12%  of  the 
109,000  rooms  Vegas  will  offer 
by  late  1999.  To  win  Caesars, 
Goldberg  outbid  several  other 
suitors,  including  Mirage  Re- 
sorts and  its  flamboyant  chair- 
man, Steve  Wynn.  The  deal 
also  gives  Park  Place  a  fourth 
casino  in  Atlantic  City. 

THE  NET  IS 

WHERE  THE  KIDS  ARE 

THE  BATTLE  FOR  CHILDREN'S 

minds  and  mouse  clicks  is 
heating  up.  On  Apr.  27,  Fam- 
ilyEducation  Network  (fen) 
announced  $51  million  in  new 


investments,  mainly  fro 
America  Online  and  textbo 
publisher  Hareourt.  Bostoi 
fen  will  expand  its  ad-su 
ported  Web  sites,  whe 
schools  can  post  informatii 
such  as  assignments  and  lun 
menus.  And  on  Apr.  28,  cal 
and  telecom  company  R( 
took  a  47.5%  stake  in  Junk 
Net,  a  commercial-free  onli 
service  for  kids.  JuniorN 
will  get  $25  million  and  rci 
Lancit  Media  Entertainmei 
producer  of  the  Readi 
Rain  bow  children's  TV  serk- 

ET  CETERA . . . 

■  Alex  Yemenidjian  will  si 
ceed  Frank  Mancuso  as  he 
of  mom's  studios. 

■  Walt  Disney's  earnings  f  1 
30%  due  to  high  programme 
costs  and  low  ratings  at  Ail 

■  Amazon.com  lost  $62  millij 
in  the  first  quarter  on  sales! 
$294  million,  beating  forecast 

■  First  Union  is  buyil 
Everen  Capital  in  a  $1  billii 
stock  swap. 
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are  customers. 


EMC 

The  Enterprise  Storage  Company 


n  technology,  transportation,  and  banking  to  the  manufacturing  and  insurance  sectors,  EMC  Enterprise  Storage  '  is  providing  strategic 
mtages  that  help  the  world's  leading  companies  meet  their  most  aggressive  goals.  How?  By  consolidating  information  and  making  it  available 

'1,  regardless  of  the  computers  in  use.  To  put  The  EMC  Effect  '  to  work  for  you,  reach  us  at  www.EMC.com/bw50  or  1 -800-424-EMC2,  ext.  707. 

'  I 

SS  WEEK  MARCH  30   1993  EMC  AND  EMC  ARE  REGISTERED  TRADEMARKS  OF  EMC  CORPORATION  EMC  ENTERPRISE  STORAGE,  THE  ENTERPRISE  STORAGE  COMPANY  AND  THE  EMC  EFFECT  ARE  TRADEMARKS  OF  EMC  CORPORATION 
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1\>  Harriott 

HOTEIS   RESORTS  SUITES 


RENAISSANCE. 

HOTELS  AND  RESORTS 


Marriott  Rewards'  25K  Bonus.  Earn  free  vacations  faster  than  ever.  Marriott  Rewards  members  wr 
sign  up  for  our  special  bonus  will  get  5,000  extra  points  for  every  three  stays*  at  Marriott  Hotels,  Resort 
and  Suites  or  at  participating  Renaissance  Hotels  and  Resorts  from  February  21  -  September  6, 1999.  All  t 
way  up  to  a  grand  total  of  25,000  bonus  points.  Add  that  to  the  points  you're  already  earning  as  a  Marriott 
Rewards  member  and  soon  you'll  be  going  pretty  much  anywhere  in  the  world  on  us.  We  have  over  1,500  plact 
where  you  can  redeem  your  points.  Plus  cruises,  flights,  car  rentals  and  vacation  packages.  To  sign  up  fo 
the  25K  Bonus  and  make  your  reservation,  just  click  over  to  www.marriottrewards.com  or  call  1-888-977-701 


"A  "stay"  means  the  complete  period  for  which  payment  was  made 
(either  one  night  or  consecutive  nights)  from  check-in  to  checkout 


i\>  Harriott  rew  a  r  d  s 
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SUN  CONTROL:  EVEN  AFTER  LITTLETON, 
HE  NRA  WILL  KEEP  IT  AT  BAY 


I as  public  outrage  at  long  last  pierced  the  National  Rifle 
Assn.'s  full-body  armor?  One  would  think  so  in  the  af- 
termath of  the  Littleton  (Colo.)  school  massacre,  a  shoot- 
;  spree  that  left  15  dead.  As  Americans  watched  grue- 
ne  footage  of  the  carnage  at  Columbine  High  School,  the 
A.  was  put  on  the  defensive — forced  to  scale  back  its  Den- 
•  convention  and  look  on  in  silence  as  politicians  readied  a 
rage  of  anti-gun  legislation. 

But  so  much  for  denning  moments:  When  the  rhetoric  sub- 
es,  the  nra  will  still  be  standing — maybe  not 
tall,  but  in  the  same  feral  crouch  that  has 
)t  it  one  of  the  nation's  most  resilient  lobbies, 
rhat's  not  to  say  that  Littleton  hasn't  hurt, 
tias.  The  massacre  had  NRA-loving  lawmakers 
m  Colorado  to  Florida  keeping  a  low  profile 
!  snatching  back  pro-gun  bills.  In  early  April, 
ssouri  voters  defeated  an  nra  bid  to  allow 
icealed  weapons.  And  President  Clinton  was 
ck  to  respond  to  the  tragedy:  On  Apr.  27,  he 
veiled  proposals  that  seek  to  limit  gun  pur- 
ises  to  one  a  month  and  make  parents  re- 
msible  for  some  gun  crimes  committed  by 
\ir  children. 

ITE  STRATEGY.  Yet  the  ability  of  the  2.8 
lion-member  nra  to  weather  such  challenges 
i  hardly  be  overstated.  Armed  with  a  slick 
issroots  organization  and  lobbyists  adept  at 
;tling  for  "the  right  to  keep  and  bear  arms,"  ~ 
s  nra  has  managed  to  withstand  six  years  of  an  anti-gun 
mocratic  Administration  and  make  major  progress  at  the 
te  level.  In  fact,  President  Charlton  Heston  has  kept  nra 
mbership  stable  and  its  bank  account  full:  The  group  has  a 
>0  million  annual  budget  and  a  $100  million  cash  cushion, 
en  the  Brady  Law  requiring  background  checks  of  gun 
yers  has  proven  porous:  Only  10  people  have  been  prose- 
ed  under  the  law  in  five  years,  according  to  the  nra. 
Prue,  Senate  Democrats  made  headway  on  Apr.  27  when 


CAPITAL  WRAPUP 


CLINTON:  Li 


Senate  Majority  Leader  Trent  Lott  (R-Miss.)  promised  that 
they  will  be  able  to  offer  a  package  of  anti-gun  provisions,  in- 
cluding Clinton's  proposals  and  others,  as  a  floor  amendment 
in  May.  But  with  elections  looming,  some  Dems  fear  that  the 
issue  could  backfire  by  galvanizing  pro-gun  voters.  Some  oi 
the  party's  toughest  races  next  year  will  be  in  the  gun- 
friendly  South  and  Mountain  States.  And  Dems  don't  want  a 
replay  of  1994,  when  two  dozen  House  candidates  lost  aftei 
voting  for  the  Brady  Law. 

BACKPEDALING.  Senate  Minority  Leader  Thomas 
A.  Daschle  (D-S.  D.),  usually  an  outspoken  lib- 
eral, sent  a  chill  through  gun-control  advocates 
when  he  said:  "I'm  not  sure  that  gun  legislation 
is  what  we  need"  to  prevent  future  Littletons 
Daschle's  survival  instincts  may  be  kicking  in 
Just  a  few  weeks  before  Littleton,  South  Dako- 
ta lawmakers  joined  four  other  states  to  pass 
laws  prohibiting  cities  and  towns  from  suing 
gun  manufacturers  for  abetting  violent  crimes — 
the  latest  tack  of  anti-gun  forces.  Even  aftei 
the  shootings,  the  nra  was  able  to  push  a  simi 
lar  bill  through  the  North  Carolina  House. 

The  nra  has  also  persuaded  31  states  to  lib- 
eralize statutes  to  make  it  easier  to  carry 
concealed  weapons.  It  expects  several  more  tc 
follow  suit  this  year.  In  Colorado,  however 
the  future  of  concealed-weapon  legislatior 
"  looks  doubtful. 
For  now,  nra  reps  in  Washington  are  walking  softly.  But 
the  gun-control  crowd  shouldn't  be  misled  by  the  lull.  The  or- 
ganization has  lots  of  campaign  cash  to  throw  around.  Th{ 
nra  and  like-minded  groups  donated  some  $4.2  million  tc 
federal  candidates  and  parties  during  the  '98  elections,  up  259c 
since  '94.  In  the  near  term,  anyway,  the  disarming  of  Amer- 
ica will  remain  a  pipe  dream. 

By  Lorraine  Woellert,  with  Richard  S 
Amy  Borrus 
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UNO-RAISING  DOs  AND  DON'Ts     PENTAGON  PORK 


Haunted  by  the  '96  Donorgate  scan- 
al,  Vice-President  Al  Gore  is  taking 
o  chances  in  his  2000  Presidential 
id.  Gore  is  not  only  refusing  pac 
ioney,  he's  also  taking  care  to  avoid 
staff  mistakes"  like  the  one  that  had 
im  attending  a  fund-raiser  at  a  Los 
ngeles  Buddhist  temple.  Gore  2000 
nance  aides  must  sit  through  a  legal 
riefing  on  fund-raising  dos  and 
an'ts — and  take  home  for  further 
-udy  a  three-ring  binder  packed  with 
stails  on  federal  fund-raising  laws. 


►  Hill  Democrats  have  seized  on  a 
new  General  Accounting  Office  study 
showing  that  lax  Defense  Dept.  pro- 
cedures resulted  in  the  loss  of  some 
$3  billion  worth  of  Navy  gear,  includ- 
ing missile  launchers  and  night-vision 
devices,  from  1996  to  1998.  It's  Exhib- 
it A  in  the  Dems'  effort  to  stop  the 
gop  from  loading  money  for  base  con- 
struction, spare  parts,  and  military 
pay  onto  Clinton's  $6  billion  Kosovo- 
emergency  request.  Those  gop  good- 
ies could  send  the  tab  to  $13  billion. 


A  NEW  CAMPAIGN-FINANCE  IDEA 

►  Venture  capital's  Jerome  Kohlberg, 
a  leading  advocate  of  campaign- 
finance  reform,  wants  Securities  & 
Exchange  Commission  Chairman 
Arthur  Levitt  Jr.  to  require  publicly 
traded  corporations  to  disclose 
political  donations  in  quarterly  or 
annual  reports.  On  Apr.  28,  Kohlberg 
asked  that  the  sec  require  disclosure 
of  both  hard-money  gifts  to  state 
pols  and  unlimited  soft  money  to 
political  parties,  sec  insiders  doubt 
Levitt  will  act. 
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EUROPE 


KOSOVO'S 
FALLOUT 

The  war  spawns  major  economic  fears 


Standing  atop  his  motionless  tug, 
Ukrainian  skipper  Yevgeny 
Anyikanov  surveys  the  clusters 
of  Danube  river  barges  around 
ihim.  Anyikanov  had  delivered  a  load  of 
iron  ore  in  Austria  and  was  heading 
■home  on  Apr.  3  when  NATO  planes  de- 
stroyed a  large  bridge  at  Novi  Sad,  in 
northern  Serbia.  This  blocked  shipping 
[traffic  on  Europe's  longest  shipping 
[route,  stranding  hundreds  of  merchant 
{marine  sailors,  including  Anyikanov, 
lialong  the  Hungary-Serbia  border.  "I 
(called  my  wife  and  told  her  I  won't  be 
home  for  a  while,"  he  says. 

The  economic  fallout  of  Europe's  war 
stretches  far  beyond  the  Danube.  Along 
Italy's  Adriatic  coast,  airports  that  nor- 
mally would  be  gearing  up  for  tourists 
are  now  hosting  NATO  bombers — and 
?losed  to  civilian  traffic.  Some  35,000 
Kosovar  refugees  have  poured  into 
Western  Europe's  heartland,  taxing  so- 
cial-service networks  still  struggling  to 
process  earlier  waves  of  Bosnians. 

Safe  in  their  glass  towers,  European 
economists  are  digesting  these  devel- 
apments  and  revising  then-  forecasts  for 
i  continent  at  war.  Figuring  on  a  four- 
month  campaign,  Deutsche  Bank  Chief 
Economist  Norbert  Walter  calculates 
chat  war  and  reconstruction  will  shave  a 
combined  half-point  of  much-needed 
growth  off  Europe's  economies  over  this 
vear  and  next.  On  average,  the  Conti- 
aent  is  expected  to  grow  only  2rt  this 
year  and  2.8%  in  2000. 

Indeed,  the  brutal  war  just  a  day's 
irive  from  Munich  or  Milan  has  trans- 
formed a  year  of  tri-  DI?r,AT  wt-,^ 
imph   into   one   of  BLCALMED 

leep  anxiety  for  Eu-  Bombed  bridge* 

•ope.  Instead  of  the  biopking 

wpes  that  surround-  ulutMIlB 

id  the  birth  of  the  Danube  barges 

■ommon  currency  on  sever  a  crucial 

N'ew  Year's  Day.  in-  tmde  Unk 
.•estors  are  focused 


on  fears.  Even  before  the  bombing  be- 
gan, sputtering  growth  in  Germany  and 
Italy  was  punishing  the  euro.  Looking- 
for  better  prospects,  investors  plowed 
funds  into  America's  booming  markets 
and  Japan's  nascent  recovery.  Now  the 
war  adds  greatly  to  the  doubts  sur- 
rounding Europe.  Down  10%  against 
the  dollar  so  far  this  year,  the  euro  has 
been  hitting  low  after  low  since  the  air 
war  first  thundered  over  Yugoslavia. 
euro  TRAP.  Now  investors  must  at  least 
consider  the  possibility  of  a  ground  war. 
The  war  itself  could  cost  less  than  $10 
billion  for  the  region  if  it  never  involves 
a  xato  ground  invasion.  But  the  uncer- 
tainties it  stirs  add  to  an  increasingly 
gloomy  view  of  the  European  economy, 
where  growth  is  lagging  at  half  the  rate 
of  its  booming  U.S.  counterpart.  In  ad- 
dition, more  bad  news  from  Kosovo 
could  push  the  euro,  now  worth  $1.06, 
toward  the  crucial  threshold  value  of 
one  dollar. 

Breaking  through  that  psychological 
trading  barrier  could  sink  the  euro's 
short-term  prospects  of  becoming  a 


worldwide  reserve  currency.  Alreaj 
European  Central  Bank  President  \\1 
Duisenberg,  French  Finance  Minis 
Dominique  Strauss-Kahn,  and  Bund 
bank  President  Hans  Tietmeier  hi 
been  trying  to  talk  up  the  euro,  wh 
they  nudged  up  by  a  cent  on  Mar. 
But  bad  news  from  the  Balkans  co 
quickly  drive  it  down. 

The  ecb  is  in  a  tough  position.  R; 
ing  interest  rates  to  defend  the  ei 
would  snuff  out  what  little  econoi 


Lft  ri  i<;i mfc;=;  wffk  /  may  in  iqqq 


wth  there  is  and  push  Europe  to- 
il recession.  Economists  think  it's 
*e  likely  that  the  ecb  would  urge 
tral  banks  to  sell  dollar  reserves  to 
st  the  euro's  value.  "If  we  see  dollar- 

0  parity,  you  could  see  intervention 
the  ecb  and  the  Fed,"  says  Robert 
'ker,  deputy  chairman  of  Credit 
sse  Asset  Management  in  London. 
Tie  euro's  strength  and  credibility 
not  the  only  symptoms  of  battle  fa- 
te so  far.  In  parts  of  Europe,  the 

COST  OF  WAR  IN  EUROPE 

Dortant  shipping  route  along  the 
has  been  blocked  since  Apr.  3. 
tourism,  critical  to  the 
es  of  Italy,  Greece,  and  Croatia, 

1  off. 

)f  ground-war  combat  have  fur- 
ressed  the  beleaguered  euro 
strikes  began.  Investor  confi- 
is  dropped. 

:he  U.S.  finances  most  of  the 
)pe  handles  far  more  refugees 
5  likely  to  be  eventually  saddled 
<an  reconstruction — which  grows 
py  with  each  bomb  that  falls. 
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war  is  already  causing  palpable  eco- 
nomic trouble.  As  gas-guzzling  xato 
planes  refill  their  tanks,  the  price  of  jet 
fuel  has  climbed  from  $10  to  $16  per 
gallon,  squeezing  margins  at  commer- 
cial aii-lines  that  are  already  losing  traf- 
fic because  of  shut-down  airports  in  the 
south.  Italy,  for  one,  predicts  that  its 
$12  billion  tourist  industry'  will  suffer 
a  $2  billion  setback  this  year  alone. 
SCROUNGING.  Easiness  leaders  are  warn- 
ing that  the  war  could  drag  down  Italy's 
economy,  already  Europe's  most  slug- 
gish with  growth  of  only  1.5%.  In  mid- 
April,  the  retailers'  association  warned 
that  Italy  would  require  a  tax  hike  to 
fund  the  war  and  associated  costs,  which 
it  estimated  at  $3.5  billion.  Consumer 
fears  of  a  prolonged  war  and  a  refugee 
crisis  are  already  translating  into  lower 
spending.  Food  purchases  are  down  by 
5%  to  10%  since  the  war  started.  The 
highest  declines  are  in  the  southeast- 
ern province  of  Puglia,  where  some 
1,000  Kosovar  refugees  arrive  by  dinghy 
every  day. 

The  other  large  European  countries 
remain  confident  they  can  bankroll  their 
share  of  an  air  war  within  current  bud- 
gets. In  fact,  while  European  central 
bankers  wring  their  hands  and  interna- 
tional investors  park  funds  in  the  U.S. 
and  Japan,  many  European  businesses 


UPROOTED 
Sheltering 
refugees  from  the 
Balkans  conflict 
will  burden  Italy 

and  consumers  seem 
undaunted  by  theii 
neighborhood  war. 
The  mood  in  France 
is  swinging  toward 
spending,  and 
much-watched  Ger 
man  index  of  business 
confidence  tracked  up 
in  April. 

Among  Serbia's 
closest  neighbors,  of 
course,  the  picture  is 
far  graver.  In  Hun- 
gary, farmers  worry 
the  blocked  Danube 
will  leave  them  with 
hills  of  unshipped 
grain  later  this  sum- 
mer. Steel  company 
Dunafeir,  meanwhile, 
is  scrounging  to  re 
place  the  half-million 
tons  of  Ukrainian  and 
South  African  ore  it 
usually  ships  up  the 
river  for  its  smelters.  Bulgaria  has  also 
lost  key  trade  routes  through  Serbia 
and  is  seeing  foreign  investors  flee. 

Paradoxically,  Albania,  Europe's  pooi 
est  economy,  stands  to  benefit  in  the 
long  nan  from  the  war  on  Serbia.  By 
hosting  NATO,  the  tiny  country  with  a 
per  capita  income  of  only  $1,370  is  posi- 
tioning itself  for  massive  aid  injections 
that  are  sure  to  follow  the  war. 

The  potential  costs  of  reconstructing 
Albania  and  other  Balkan  lands  would 
not  significantly  hurt  the  European 
Union's  budget.  But  they  would  ignite 
severe  controversy  among  eu  members 
over  where  the  money  would  come 
from.  Eric  Chaney,  Morgan  Stanley': 
Paris-based  Europe  economist,  thinks 
Europe  could  afford  up  to  $40  billion 
worth  of  reconstruction.  But  a  chunk 
of  that  money  would  have  to  be  divert- 
ed from  recipients  of  such  eu  goodies  as 
agricultural  subsidies.  How  much  aid 
ultimately  gets  disbursed  depends  on 
the  length  and  expanse  of  the  war,  and 
whether  bombed-out  Serbia  ends  up  as 
vanquished  friend  or  resolute  foe.  That'? 
one  more  mystery  in  a  war  that's  giving 
Europe  the  jitters. 

By  Stephen  Baker  in  Paris,  with 
Karen  Lowry  Miller  in  Frankfurt,  Man 
ica  Lamer  i?i  Rome,  and  Chris  Con- 
don in  Mohacs,  Hungary 
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BRAZIL 


PULLING  BRAZIL  BACK  FROM 
THE  BRINK 

New  Central  Bank  boss  Fraga  is  wowing  investors-for  now 

■  t  was  a  whirlwind  week  for  Arminio  Federal  Reserve  Board  Chairman  Alan 

I  Fraga.  On  Apr.  21,  Brazil's  Central  Greenspan  and  U.  S.  Treasury  Secretary 

I  Bank  president  raced  around  New  Robert  E.  Rubin.  "I'm  a  bit  surprised  by 

'  York,  smooth-talking  investment  bankers  the  speed  [of  the  recovery],  but  not  the 

about  the  improving  financial  condition  of  outcome,"  Fraga  told  business  execu- 

"  Latin  America's  largest  economy.  The  tives  in  Washington, 

next  day,  Fraga  oversaw  the  govern-  Brazil  is  gaining  in  confidence  again, 

ment's  triumphant  return  to  the  inter-  and  Fraga  is  leading  the  way.  Since  his 

i  national  capital  markets  after  a  year — a  appointment  on  Mar.  3,  he  has  been  the 

S2  billion  offering  of  five-year  bonds,  man  in  the  hot  seat,  the  person  most  re- 

iThen  it  was  off  to  Washington  to  brief  sponsible  for  pulling  Brazil  back  from 

i 


the  brink  after  Russia's  collapse  li 
year  shocked  emerging  markets  arou 
the  world.  A  market-savvy  econom 
with  five  years  experience  as  a  fu 
manager  for  billionaire  financier  Geoi 
Soros,  Fraga  has  moved  decisively 
prevent  a  rout  of  the  real,  a  dangerc 
spike  in  inflation,  and  a  default 
Brazil's  domestic  debt. 
GLOBAL  GLOW.  It's  probably  the  b 
performance  of  a  central  banker  t 
year — and  in  some  ways,  Fraga's  f 
has  helped  create  the  current  euphc 
over  the  end  of  the  global  crisis, 
some  skeptics  believe  that  Fraga's 
cess  is  more  marketing  genius  than 
nomics.  His  ability  to  convince  invest 
that  he  has  a  solid  plan  is  unparallel 
But.  says  Robin  L.  Rosenberg,  a  Ls 
America  specialist  at  the  University 
Miami's  North-South  Center,  "His 
forts  have  been  more  directed  tow; 
investor  psychology,  and  not  necessa 
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Some  worry  that  Fraga's  smooth  talk  will  lead 
the  government  into  complacency 


fundamentals."  Rosenberg  and  others 
worry  that  Fraga's  smooth  talk  will  lull 
the  government  into  thinking  it  has  won 
the  war  to  stabilize  the  real.  "That's  a 
fragile  strategy  on  which  to  base  an 
economy,"  adds  Rosenberg. 

No  doubt,  Brazil  still  has  a  long  way 
to  go  to  turn  itself  around.  Fraga's  next 
challenge  will  be  to  lower  interest  rates 
from  their  current  rate  of  32%  to 
around  25%  by  yearend.  That's  crucial  if 
he  is  to  prevent  a  prolonged  recession  in 
the  country,  where  companies  are 
already  squeezed  and  gross  domestic 
product  is  expected  to  plunge  2% 
to  3%  this  year.  At  the  same  time, 
he  has  to  keep  rates  high  enough 
to  control  inflation,  maintain  a  stable 
real,  and  keep  investors  pouring 
money  into  Brazil's  government 
.bonds. 

BLACK  FRIDAY.  Fraga's  fans  think 
[he  can  pull  off  this  balancing  act. 
l"Fraga  is  the  right  person  at  the 
.right  time,"  says  Carlos  Guimaraes, 
'head  of  Latin  American  investment 
banking  for  Lehman  Brothel's  Inc.  in 
New  York.  Before  President  Fer- 
nando Henrique  Cardoso  named 
jFraga  to  the  job  in  early  February, 
the  real  had  plunged  44%  in  16  days. 
January  was  a  disaster.  Itamar 
Franco,  Governor  of  Minais  Gerais 
'state,  had  sparked  a  panic  when  he 
Stopped  debt  payments  to  the  fed- 
eral government.  Market  pressure 
had  forced  Cardoso  on  Jan.  15  to 
abandon  the  real's  peg  to  the  dollar. 
On  Jan.  29,  which  Brazilians  dubbed 
Black  Friday,  the  real  plunged  to 
,48c  (chart,  page  50). 

Suddenly,  Brazilians  were  worried 
.that  the  government  would  shut 
down  the  banks  or  declare  a  mora- 
torium on  the  country's  $200  billion 
n  domestic  debt.  Investors  didn't 
know  if  the  Central  Bank  had  the  will 
,:o  defend  the  real  and  keep  inflation 
from  taking  off.  The  stock  market 
swung  wildly. 

In  the  tense  weekend  that  followed, 
Cardoso  moved  boldly.  He  fired  Central 
Bank  President  Francisco  Lopes,  who 
lad  been  appointed  to  the  job  less  than 
;hree  weeks  earlier.  In  his  place,  Car- 
loso  named  Fraga,  who  was  running 
Soros'  Quantum  Emerging  Growth 
Fund.  The  bank  needed  "more  ener- 
getic leadership,"  Cardoso  said  on 
Brazilian  television.  "That's  why  I  chose 


a  trader  with  experience  in  internation- 
al markets."  Fraga  had  credentials  in 
spades:  a  Princeton  University  PhD  in 
economics  and  real-world  experience  at 
Salomon  Brothers  and  Brazil's  Garan- 
tia  investment  bank,  as  well  as  Soros. 

Fraga  didn't  disappoint.  Although  a 
month  went  by  while  Brazil  shut  down 
for  Carnival  and  Congress  debated  his 
appointment,  the  bearded,  41-year-old 
financier  immediately  threwT  the  market 
an  unmistakable  signal  that  he  was 


FRAGA  He  is  noted  for  self-confidence 
and  so  far  it  seems  justified 


ready  to  control  inflation.  On  that  first 
day,  Fraga  hiked  Brazil's  interest  rates 
from  39%  to  45%.  It  was  a  risky  move, 
because  Brazil  was  already  deep  in  re- 
cession and  every  bump  up  in  rates 
added  to  the  government's  ballooning 
debt.  But  Fraga  bet  that  if  he  shocked 
the  market  by  lifting  rates  six  full 
points,  he  could  lower  rates  slowly  later 
on.  The  tiny  rate  hikes  his  predecessors 
had  favored  hadn't  impressed  investors. 

Suddenly,  investors,  who  only  days 
before  had  bet  against  the  real,  began 
to  give  Brazil  the  benefit  of  the  doubt. 


Since  late  March,  Fraga  has  redui 
rates  four  times  and  reaped  positive 
action  mi  each  occasion.  Inflation,  wh 
many  analysts  feared  w-ould  soar  to  4 
this  year,  is  nowT  expected  to  level  off 
less  than  15%. 
CHEERING.  But  that  was  only  the  fi 
part  of  Fraga's  strategy.  Jawboning 
markets  was  phase  two.  Fraga  sco: 
with  the  investment  community  as 
swept  through  New  York,  London, 
Paiis  in  mid-March.  Almost  immedia 
ly,  he  got  a  promise  from  bankers 
stop  cutting  credit  lines  to  Bra 
The  markets  cheered  Brazil's  revii 
inflation  and  budget  targets  with 
International  Monetary  Fund,  e^ 
though  they  amounted  to  an  adn 
sion  that  the  economy  had  seriou 
deteriorated  since  January.  Even 
bad  news  on  Apr.  13  that  the  fis 
deficit  had  hit  a  dizzying  14%  of  ( 
was  largely  ignored. 

Improving  the  mood  in  the  m 
kets  isn't  enough,  however.  Braz 
165  million  people,  a  third  of  wh< 
live  in  poverty,  are  still  hinting  fn 
the  crisis.  Even  moderate  inflation 
10%  to  15%  will  deal  a  body  blow- 
workers,  who  can  expect  small 
no  raises  this  year.  Unemployme 
officially  8%  but  much  higher  if  pa 
time  or  informal  workers  are  cou 
ed,  is  a  growing  problem. 

The  wave  of  good  feelings  tl 
Brazil  is  riding  could  crash  doi 
anytime.  The  government  must  cc 
tinue  to  trim  its  budget  and  gua 
against  overspending  by  states  a 
municipalities.  Reform  of  the  t 
code — on  the  government's  wish  1 
for  four  years — must  be  tackk 
And  the  country  remains  vulnei 
ble  to  scandal  at  home  and  uns< 
tling  news  from  abroad.  On  Apr.  ! 
Brazil's  markets  slumped  aft 
Lopes  was  arrested  for  refusing  to  t< 
tify  about  alleged  insider  trading  at  t 
Central  Bank.  He  was  later  releas 
and  the  charges  dropped. 

Rescue  operations  are  never  clet 
Still,  the  lesson  from  Brazil's  rebound 
the  same  one  Mexico  and  Argenti 
learned  a  few  years  ago:  Boldness  a 
openness  pay  off.  Brazil's  economy 
still  fragile.  But  thanks  to  the  goodw 
created  by  Fraga,  the  country  has  l 
covery  in  its  sights. 

By  Ian  Katz  in  Sao  Paulo,  with  La 
ra  Cokn  in  Washington,  D.C. 
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Hiuosolt.  Windows,  and  Windowl  NT  are  either  registered  rrademarks  or  trademark  of  Microsoft  Corporation  in  (he  United  Stales  and/01  other  countries   Cthei  product  and  company  names  mentioned  herein 
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HOW  THE  TABLES 
HAVE  TURNED 

(Obuchi  gets  set  to  tour  the  U.S. -and  plead  for  investment 


When  Prime  Minister  Keizo  Obuchi 
visits  the  U.  S.  stalling  on  Apr. 
29,  he'll  be  flanked  by  Japanese 
Corporate  chieftains.  With  Japan  Inc.'s 
finest  in  tow,  he  will  swing  through  Los 
Angeles,  Chicago,  and  Washington  with 
U  new  message:  Pull  out  your  check- 
books, folks,  Japan  is  opening  up. 
1  How  the  tables  have  turned  since 
■President  George  Bush  asked  Japan  to 
=)pen  up  in  1992.  The  U.  S.  economy  is 
thriving  and  companies  are  strong  and 
throwing.  By  contrast,  Japanese  compa- 
[  hies  need  foreign  money  and  expertise 
(o  cope  with  overcapacity,  poor  earn- 
ings, and  heavy  debt  loads.  So  they  are 
putting  out  the  welcome  mat. 

But  just  how  real  any  such  opening 
tvould  be  remains  a  big  question.  U.  S. 
officials  dismiss  the  Bush-style  trip  with 
t>xecs  in  tow  as  mere  "propagandizing." 
Ureat  obstacles  to  foreign  investment 
ktill  exist,  from  sky-high  energy  prices 
to  barriers  against  entering  businesses 
f;uch  as  construction  and  retailing.  And 
'•otential  investors  worry  that  when 
apan  recovers,  it  will  revert  to  its  bad 
old  gaij  in -hostile  ways, 
f  But  big  deals  are  taking  place  al- 
ready. In  March,  Renault  spent  over  $5 
oillion  to  take  a  37%  stake  in  flailing 
Uissan  Motor  Co.  And  on  Apr.  25,  at&t 
}nd  British  Telecommunications  PLC  said 
fhey  would  together  spend  $1.85  billion 
ior  a  30%  stake  in  Japan  Telecom.  Last 
^ear,  foreign  deals  with  Japanese  part- 


ners soared  to  $11.3  billion,  vs.  just  $806 
million  in  1997,  according  to  kpmg  Cor- 
porate Finance.  So  there  will  be  a  ling 
of  truth  to  what  Obuchi  tells  President 
Clinton  when  they  meet  on  May  3. 

Obuchi's  push  for  new  investment 
seems  genuine  enough.  He  has  done 
much  to  kick  stall  an  economy  in  the 
grip  of  a  three-year  recession.  About 
$200  billion  in  tax  cuts  and  public-works 
spending  is  now  wending  through  the 
economy,  and  $60  billion  has  been 
pumped  into  a  banking  sector  crushed 
by  bad  loans.  Obuchi  may  well  pony  up 
another  $50  billion  to  $100  billion  in 
fresh  spending  this  fall  if  need  be. 

WARMING  TO 
FOREIGN  MONEY 

APR.  1999  AT&T  and  British 
Telecommunications  spend 
$1.85  billion  for  a  30%  stake 
in  Japan  Telecom 

MAR.  1999  Renault  buys  37%  of 
Nissan  Motor  for  over  $5  billion 

MAR.  1999  Germany's  Robert 
Bosch  pays  $167  million  for  con- 
trol of  fuel-injection  specialist  Zexel 

JAN.  1999  GE  Capital  buys 
$6.5  billion  worth  of  leasing 
contracts  from  Japan  Leasing 

DATA:  COMPANIES.  BUSINESS  WEEK 


CHIEF  CHEERLEADER 

Obuchi  (center)  will  spread  th 
news  that  Japan  is  opening  up 

He's  also  developing  a  plan  to  ma 
Japan  more  investor  friendly  Japan  w 
make  it  easier  to  value  companies  1 
lifting  the  veil  on  profits  earned  by  su 
sidiaries  as  well  as  debts  hidden  on  th< 
books,  starting  in  2001.  Japan  may  al 
adopt  U.  S.-style  (401)k  pensions  th 
will  make  the  country's  rigid  labor  for 
more  mobile,  something  Washington  h 
pushed  for  years.  More  internatior 
schools  and  better  healthcare  for  fc 
eigners  should  also  help  expats. 
DEEP  POCKETS.  Obuchi  will  be  pushi 
these  points  when  he  meets  Americ 
leaders.  And  the  cream  of  Japan's  c( 
porate  elite — including  Mitsubishi  Coi 
Chairman  Minora  Makihara  and  Yota 
Kobayashi,  chairman  of  Fuji-Xerox  Lt 
will  be  on  hand  to  underline  the  positi 
changes.  Take  the  attitude  toward  fc 
eign  investors.  Back  in  the  1980s, 
Boone  Pickens  bought  an  equity  sta 
in  an  auto-parts  maker  called  Koi 
Manufacturing  Co.  and  demanded 
board  seat.  The  whole  country  we 
nuts.  These  days  blue-chip  banks,  bi 
kers,  and  auto  makers  pass  into  forei 
hands  without  a  murmur. 

Meanwhile,  Sumitomo  Bank  Pre 
dent  Yoshifumi  Nishikawa,  who  h 
teamed  up  with  Daiwa  Securities, 
Rowe  Price,  and  Robert  Fleming  Ho 
ings  in  asset  management,  has  a  rea 
answer  to  those  who  doubt  Japa 
change  of  heart.  He  insists  the  ecoi 
my's  problems  run  so  deep  that  "t 
old  rales  won't  come  back." 

First,  though,  Japan  has  to  swe 
away  those  rales.  It  would  help  to 
protective  barriers  in  sectors  such 
housing  and  distribution  that  are  1 
employers.  Also,  only  U.  S.  compan 
with  very  deep  pockets  can  afford 
invest  in  Japan.  Electricity  prices 
40%  higher  than  in  the  U.S.,  whl 
coastal  shipping  and  international  phcl 
rates  are  three  times  more  expensivl 

And  there's  a  long  road  ahead  befil 
foreign  investment  in  Japan  reaches  nil 
mal  levels  for  an  industrial  econorl 
Foreign  direct  investment  still  only  ri 
resents  about  1%  of  gross  domesl 
product,  vs.  8%  in  the  U.  S.  If  that  J* 
ure  jumps  as  Obuchi  hopes,  the  ircl 
would  be  rich.  What  three  decadesl 
hectoring  from  the  West  failed  to  5. 
Japan's  own  mismanagement  of  its  eel 
omy  just  might  yet  accomplish. 

By  Brian  Brenvni:  irith  Irene  I 
Kiinii,  in  Tokyo  and  Owen  Ullmanrm 
Washington 
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ou're  forgiven.  Inuensys  was  only  born  on  4th  February,  the  result  of  the  merger  between  BTR  and 
iiebe.  But  what  a  merger  it  is.  Inuensys  is  now  a  force  to  be  reckoned  with,  having  consolidated 
ales  of  US$14  billion  and  a  current  market  value  of  over  USS18  billion.  It's  already  a  worldwide 
>eader  in  automation  and  controls.  VUe  are  off  to  a  remarkable  start.  But  that's  all  it  is  -  a  start, 
"nvensys  will  now  be  in  an  ideal  position  to  combine  the  individual  strengths  of  both  BTR  and  Siebe 
,nd  offer  a  more  comprehensive  package  of  products,  systems  and  services  to  our  customers.  This 
(iight  well  be  the  first  time  you've  ever  heard  the  name  Invensys.  But  it  certainly  won't  be  the  last. 
\ 

vensys  pic,  Carlisle  Place.  London  SW1P  IBM,  United  Kingdom.  Telephone:  +  44  (0)  171  834  3848.  Web  site:  Muvw.inuensys.com  All  amounts  relate  to  BTR  1? 
-onths  to  30th  June  1998  and  Siebe  12  months  to  3rd  October  1998.  Market  values  as  at  close  of  trading  on  9th  April  1999  USS  are  quoted  at  USS  1.61:  {1. 


international  Outlook 


TED  BY  JOHN  TEMPLEMAN 


AN  MANDELA'S  MAN 

IAKE  THE  DREAM  A  REALITY? 


lor  Thabo  Mbeki,  56,  winning  South  Africa's  June  2  elec- 
tions should  be  the  easy  part.  But  President  Nelson 
Mandela's  handpicked  successor  as  head  of  the  African 
ional  Congress  faces  a  daunting  task:  He  must  redeem  the 
im  of  prosperity  for  the  masses  that  his  charismatic  pre- 
2ssor  spun  but  failed  to  deliver. 

'he  crunch  may  come  early  in  Mbeki's  five-year  term, 
ed  in  recession  last  year  like  other  emerging  countries, 
th  Africa  is  expected  to  show  paltry  eco- 
lic  growth — no  more  than  1%  this  year.  In- 
id  of  creating  jobs  to  relieve  the  33%  un- 
)loyment  rate,  the  Mandela  administration 
sided  over  more  than  500,000  job  losses  in 

years.  And  rather  than  booming,  as  fore- 
n  under  the  government's  Growth,  Em- 
/•ment  &  Redistribution  (gear)  program, 
r-term  investment  inflows  fell  to  $4.5  billion 

year  from  $6.5  billion  in  1997. 
'he  shattering  of  black  voters'  aspirations 
a  better  life  has  already  taken  a  toll  on 

anc.  Its  popularity  has  sunk  as  low  as 
>  in  recent  polls  from  a  high  of  64%  in  1995. 

facing  an  opposition  splintered  among  small 
:ies  ranging  from  black  nationalists  to  white 
aratists,  the  anc  still  stands  to  win  60% 
nore  of  the  seats  in  the  next  Parliament,  ac- 
ting to  political  analysts  at  Pretoria's  inde- 
dent  Human  Sciences  Research  Council. 
INGS  MUST  CHANGE."  All  the  same,  Mbeki,  currently 
uty  president,  will  have  to  move  quickly  to  placate  his 
^-suffering  black  constituents  who  hanker  for  jobs  and 
ter  lives.  At  present,  a  quarter  of  the  population  earns  as 
e  as  $88  a  month.  Says  41-year-old  Martha  Khoza,  an 
mployed  seamstress  living  in  Johannesburg:  "I  believe 
the  anc,  and  I  am  patient,  but  things  must  change." 
eki  seems  to  be  listening  to  such  voices.  Warned  the  for- 
i-educated  Marxist  turned  free  marketeer  in  one  speech: 


MBEKI:  Antipoverty  plans 


"I  am  convinced  we  are  faced  with  the  danger  of  a  mounting 
rage  to  which  we  must  respond  seriously." 

But  as  he  moves  to  bridge  the  chasm  between  blacks,  77% 
of  the  country's  40  million  people,  and  whites,  he  could  cause 
friction.  If  he  alienates  the  white-dominated  business  com- 
munity, which  must  invest  and  provide  jobs,  a  bad  economic 
situation  could  turn  worse.  Already,  a  wave  of  violent  crime 
and  affirmative-action  labor  laws  are  fueling  a  "white  flight"  of 
skilled  professionals.  And  there's  what  the  local 
press  refers  to  as  "corporate  brain  drain"  as 
companies,  such  as  South  African  Breweries, 
move  then*  primary  listings  to  London. 

Lately,  Mbeki  has  stressed  redistribution  of 
income  as  his  preferred  way  to  square  the  po- 
litical circle.  That  is  alarming  business  leaders 
who  bristle  at  the  notion  of  a  wealth  tax 
bandied  about  by  some  left-wing  anc  stalwarts. 
Finance  Minister  Trevor  Manuel  seeks  to  re- 
assure business  by  saying  that  taxes  cannot 
be  increased.  Still,  some  analysts  argue  that 
business  must  cough  up  more  cash  eventually. 
"I  know  this  is  not  popular  in  business  circles, 
but  they  also  must  realize  that  it  is  actually  an 
investment  in  social  stability  in  the  long  ran," 
says  Sampie  Terreblanche,  a  political  analyst  at 
the  University  of  Stellenbosch. 

But  even  if  Mbeki's  call  to  ease  poverty  riles 
some  business  leaders,  others  profess  increasing 
respect  for  him.  "People  accept  [Mbeki's  call]  as  strong  lead 
ership,  and  that  makes  people  feel  confident,"  says  Ben  van 
Rensburg,  director  of  economic  policy  at  the  South  African 
Chamber  of  Business. 

That  measure  of  respect  might  give  Mbeki  just  enough 
room  to  maneuver  between  the  competing  demands  of  voters 
and  business.  But  it  will  be  a  long,  hard  slog  as  workaday  re- 
ality supplants  the  political  magic  of  Mandela's  presidency. 

By  Kathy  Chenault  in  Johannesburg 


GLOBAL  WRAPUP 


U.ESTINE  STATE  MAY  WAIT 

Palestine  leader  Yassir  Arafat 
ants  to  delay  declaring  a  Palestinian 
ate  beyond  May  4,  when  the  interim 
iddle  East  peace  accords  with  Israel 
cpire.  On  Apr.  28,  the  Palestine  Cen- 
al  Council,  the  parliament  of  the 
ilestine  Liberation  Organization, 
"epared  to  dodge  the  issue  by 
ulling  putting  itself  into  permanent 
:Ssion  as  it  debated  the  declaration. 
Arafat  wants  to  avoid  a  eonfronta- 
m  with  Israel  over  the  question  until 
e  Israeli  general  elections,  due  on 


May  17  and  June  1,  are  over.  Israeli 
Prime  Minister  Benjamin  Netanyahu 
has  threatened  to  annex  parts  of  the 
West  Bank  and  Gaza  if  Arafat  goes 
ahead.  Meanwhile,  Washington  has 
urged  both  parties  to  aim  to  negotiate 
a  deal  within  a  year. 

U.S.  HEARS  DECISION  ON  IRAN  OIL 

►  The  Clinton  Administration  is  close 
to  making  a  decision  on  whether  to 
allow  Mobil  Corp.  to  swap  oil  from  its 
wells  in  the  Caspian  Sea  with  Iran, 
according  to  Under  Secretary  of  State 
Stuart  E.  Eizenstat.  Mobil  applied  a 


year  ago  for  permission  to  deliver 
crude  to  northern  Iran  and  receive 
Iranian  oil  from  the  south  in  return. 

The  swap  would  enable  Mobil  to 
export  Caspian  oil  before  a  pipeline  is 
built,  possibly  through  Turkey.  Mobil 
Chairman  Lucio  Noto  has  argued  that 
the  deal  would  help  improve  relations 
with  Iran.  The  U.  S.  announced  on 
Apr.  28  some  easing  of  sanctions 
against  Iran,  as  well  as  Libya  and  the 
Sudan,  to  allow  the  sale  of  food  and 
medical  supplies,  but  the  Administra- 
tion wants  to  decide  Mobil's  applica- 
tion separately. 
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At  most  conferences, 
you'll  go  home  with  some 

rhetoric  and  a  fancy 
embroidered  tote  bag. 

At  this  one,  you'll  go 
home  with  a  plan. 
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Timothy  F.  Price 

President  and  CEO, 
MCI  WorldCom 
Communications 


Tim  Koogle 

President  and  CEO, 
Yahoo! 


Jerry  Gregoire 

VP  and  CIO, 
Dell  Computer 


The  1999  Business  Week  Technology  Leadership  Summit 
is  designed  for  senior  technology  leaders  and  other  execu- 
tives who  need  to  integrate  business  strategies  through 
technology.  Key  executives  from  leading  firms  will  drive  in- 
depth  strategy  workshops  designed  to  help  you  make  sense 
of  your  technology  challenges  and  business  opportunities. 
We've  stripped  away  the  visionary  rhetoric  and  the  empty 
promises  to  create  a  single  day  full  of  real-world  value. 

You'll  work  with  industry  analysts,  financial  specialists, 
marketing  and  technical  specialists  to  learn  how  e-business 
customers  and  suppliers  are  changing  IT  and  how  IT  has  the 
power  to  create  new  business  opportunities  for  you. 

In  addition  to  this  hands-on  learning,  you'll  have  a  chance 
to  hear  Chuck  Martin,  author  of  Net  Future,  and  take  home 
a  copy  of  his  book.  Plus  Bill  Gates'  new  book,  Business  @ 
the  Speed  of  Thought  and  Profit  Patterns:  30  Ways  to  Anticipate 
and  Profit  from  Strategic  Forces  Reshaping  Your  Business  by 
Adrian  J.  Slywotzky  and  David  J.  Morrison.  You  may  even  wind 
up  with  a  tote  bag. 

Limited  Reservations  Available. 

In  order  to  make  this  a  valuable  experience  for  each 
executive,  conference  attendance  will  be  strictly  limited.  To 
reserve  your  place  or  for  more  information,  visit  our  website: 

http://conferences.businessweek.com/1999/ctls/ 
You  can  also  call  Julie  Terranova  at  1-800-682-6007,  e-mail 
her  atjulie_terranova@businessweek.com,  or  contact  fax-on- 
demand  at  1-800-682-6007,  document  #90. 
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VP  and  CIO, 
Cisco  Systems 


Peter  Cochrane 

Head  of  Research 
British  Telecom 


Todd  A.  Garrett 

Chief  Information 
Officer,  Procter 
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Alan  Citron 

President,  USA 
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Chuck  Martin 

Author,  Net  Futur 
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STARTUPS 


JIM  BARKSDALE, 
INTERNET  ANGEL 


The  ex-Netscape  CEO 
s  putting  his  cash  and  his 
counsel  into  new  online 
companies  and  philanthropy 

There  will  be  no  lazing  on  the  front 
porch  in  a  rocking  chair  for  James 
L.  Barksdale.  Just  a  month  after 
completing  the  sale  of  Netscape 
ommunications  Corp.  to  America  On- 
ine  Inc.,  the  former  Netscape  CEO  in- 
vested $5  million  in  HomeGrocer.com, 
i  Bellevue  (Wash.)  startup  that  takes 
ibod  orders  over  the  Internet  and  de- 
ivers  them  with  a  fleet  of  trucks,  ceo  J. 
Terrence  Drayton  is  ecstatic  that  Barks- 
lale  has  agreed  to  serve  on  his  board. 
We're  really  lucky  to  get  his  advice," 
says  Drayton.  "He's  a  business  legend." 

This  is  one  legend  that  isn't  content 
o  rest  on  his  laurels.  The  folksy  South- 
mer  is  launching  the  next  phase  of  his 
career — this  time  as  a  high-profile  fi- 
lancial  backer  and  adviser  to  startups. 
\fter  handling  day-to-day  operations  at 
"ederal  Express  Corp.  and  McCaw  Cel- 
ular  Communications  Inc. — then  piloting 
Netscape  for  five  years — the  silver- 
laired  56-year-old  is  done  with  run- 
ling  companies.  He  believes  he  can 
ontribute  better  as  an  investor. 
Jarksdale  pocketed  S700  million  after 
Netscape  was  sold  to  AOL  for  $10.2  bil- 
ion  in  March.  But  he  wants  even 
nore — with  the  goal  of  gradually  giving 
t  all  to  charity.  "If  there's  a  penny  left 
n  my  account  when  I  die,  it  will  be 
)ecause  I  miscalculated,"  says  Barks- 
lale  in  his  characteristic  drawl. 

Unlike  Ted  Turner's  pledge  of  $1  bil- 
ion  to  the  U.  N.,  Barksdale's  give-away 
cheme  has  a  geographic  focus.  He 
vants  to  improve  education  and  hous- 
ng  in  his  native  Mississippi.  The 
)roject  is  intensely  personal.  Barks- 
lale  cherishes  his  American-as-ap- 
)le-pie  childhood  in  Jackson,  Miss. 
But  he  is  embarrassed  by  the  state's 
>ast  racial  segregation,  so  his  pride  in 
Mississippi  is  tinged  with  shame. 
Vow,  he  aims  to  help  bootstrap  the 
;tate. 

in  PII?INF<;c;  u/ffK  ;  may  in    1  QQQ 


He  got  started  three  years  ago. 
That's  when  he  and  his  wife,  Sally,  do- 
nated $5.4  million  to  the  University  of 
Mississippi  to  establish  an  educational 
and  cultural  enrichment  program  to 
keep  top  students.  That  has  inspired 
others  to  give,  too:  Since  then,  the 
overall  endowment  has  quadrupled, 
to  $130  million.  Says  Edith  Kelly 
Green,  a  Federal  Express  execu- 
tive and  fellow  alum  wrho  donated 
$50,000  to  create  a  scholarship  for 
minority  women:  "Jim  has  been 
very  successful.  I  think  what  he's 
looking  for  now  is  significance — 
which  in  the  end  is  a  lot  more 
important." 

"HUGE  event."  For  Barksdale  to 
truly  improve  people's  lives  rather 
than  just  improve  com- 
panies, he  needs  a 
lot  more  money. 
To  do  that,  he's  in 
the  process  of  set- 
ting up  a  ven- 
ture-capital fiiTn 


the  Barksdale  Group,  with  partners  Pi 
ter  Currie  and  J.  Quincy  Smith,  the  fo: 
mer  chief  financial  officer  and  a  directt 
of  investor  relations  at  Netscape.  A 
though  Barksdale  will  live  most  of  tr 
time  in  Aspen,  Colo.,  the  partnershi 
will  have  its  offices  in  Menlo  Par] 
Calif.,  and  he'll  keep  an  apartment  nea 
by.  The  strategy:  to  invest  in  four  ( 
five  Internet  companies  each  year.  "Tl 
Internet  is  a  huge,  transforming  eci 
nomic  event,"  says  Barksdale.  "We'i 
interested  in  companies  that  are  pa 
ticipating  in  a  big  wTay." 

HomeGrocer.com  fits  the  bill.  It  ain 
to  roll  out  a  nationwide  network  of  loc 
grocery-delivery  services.  Barksdale  b 
lieves  the  company  can  create  what  I 
calls  the  first  "physical  portal"  on  tl 
Net.  Its  local-delivery  infrastructiu'e  wl 
make  it  possible  to  sell  and  ship 


HomeGrocer 


ids  of  perishable  items — from  food  to 
wers.  Although  some  online  groceries 
e  struggling,  Barksdale  believes 
>meGrocer  has  the  right  mix  of  ser- 
:e  and  efficiency  to  be  successful.  And 
's  not  alone.  Amazon.com  Inc.,  which 
m't  comment,  is  rumored  to  be  an  in- 
stor  in  the  cybergrocer,  too. 
Barksdale's  advice  should  be  invalu- 
le  to  entrepreneurs.  He's  no  techie 
iionary,  but  he  can  offer  wisdom  ac- 
mulated  over  three  decades  of  man- 
ing  technology-oriented  companies. 
|  was  the  first  real  professional  man- 
er  brought  into  the  Internet  realm," 
fs  David  Bierne,  general  partner  at 
nture-capital  firm  Benchmark  Capi- 
.  Currie,  who  worked  with  Barksdale 
McCaw,  says  he  would  follow  him 
ywhere.  "He  rides  to  the  sound  of 
3  guns  and  shows  people  how  it's 


how  to  motivate  employees,  from  pim- 
ply-faced engineers  to  turf-battling  man- 
agers. His  Southern  charm  helps  mask  a 
relentless  drive.  At  Netscape's  new-em- 
ployee orientations,  he'd  lay  out  his  ex- 
pectations. "He  said  Netscape  is  a  team, 
but  it's  not  your  family  and  I'm  not 
your  daddy,"  recalls  Joel  Rothstein,  a 
former  assistant  to  Barksdale.  "He  was 
saying  it  in  a  nice  way — but  the  serious 
message  was,  if  you  don't  perform, 
you're  gone." 

HIGH  EXPECTATIONS.  While  Barksdale 
is  demanding,  he's  not  a  win-at-any-cost 
executive.  He  has  a  strong  code  of  hon- 
or. If  he  makes  a  verbal  promise  to  a 
customer,  he  makes  good  on  it,  even  if  it 
means  a  shade  less  profit  on  a  deal.  He 
pays  a  high  price  for  being  honorable. 
At  Netscape,  for  example,  Barksdale 
delayed  getting  into  the  lucrative  Net- 


Barksdale  Group  aims  to  invest  in  four  or 
five  Internet  startups  a  year.  The  first, 
HomeGrocer.com,  just  got  $5  million 

VISITING  THE  OFFICES  OF  HOMEGROCER.COM  IN  BELLEVUE,  WASH. 


done,"  Currie  says. 

Barksdale  certain- 
ly   doesn't  shrink 
from  a  fight.  At 
FedEx,  he  went  up 
against    the  much 
larger  United  Parcel 
Service  Inc.  Wireless 
provider  McCaw  was 
dwarfed  by  telecom  gi- 
ants such  as  at&t.  And  upstart 
Netscape  took  on  Microsoft  Corp. 
as  its  Web  browser  helped  usher 
in  the  Internet  Age.  "This  guy 
revolutionized  three  industries — 
shipping,  wireless  communi- 
cations, and  computers," 
\    says  John  Doerr,  the 
venture  capitalist 
who   first  backed 
Netscape.  "He 
gave  Microsoft  the 
S  most  serious  run 
1  for  the  money  it 
ever  had." 

That  feisty 
spirit  should  serve 
i  him  well  as  an  ad- 
viser  to  upstart 
companies.  But  it's 
just  one  piece  of  a 
multidimensional 
Jim  Barksdale. 
Above  all,  he's  a 
leader  who  knows 


portal  business  partly  because  he  didn't 
want  to  compete  with  his  customers, 
such  as  AOL.  It  felt  like  a  betrayal. 

What  drives  him?  His  fiercely  com- 
petitive ways  came  from  growing  up  as 
one  of  six  boys  in  a  crowded  house.  His 
father  was  a  well-to-do  banker  who  ran 
an  orderly  household  and  had  high  ex- 
pectations. If  a  son  came  home  with  a 
97  test  score,  Barksdale's  mother,  Mary, 
would  say:  "Why  didn't  you  make  100?" 
"That  wasn't  a  put-down.  It  was  a  chal- 
lenge," says  Rhesa  H.  Barksdale,  a 
brother  who  is  a  judge  on  the  U.  S. 
Court  of  Appeals.  Once  a  week,  Barks- 
dale's parents  handed  out  a  "Boy  of  the 
Week  Award"  for  a  good  deed  around 
the  house.  The  winner  found  a  silver 
dollar  under  his  plate  at  Sunday  supper. 

There  was  plenty  of  fun  in  the  Barks- 
dale household,  too.  Young  Jim  played 
sports — though  he  couldn't  match  the 
exploits  of  his  oldest  brother,  Jack  Jr.,  a 
basketball  star.  He  danced  in  a  high 
school  production  of  Carousel.  Barks- 
dale liked  to  party,  but  he  steered  clear 
of  excess  after  he  got  a  stem  lecture 
from  his  dad  when  he  was  17  and  had 
broken  his  midnight  curfew  on  a  date. 
"Father  sat  me  down  and  told  me  I  had 
the  potential  to  go  into  any  man's  office 
in  the  world — and  I  should  never  do 
anything  that  takes  that  great  asset 
away,"  Barksdale  says. 

Leadership  came  easily — and  early. 


JAMES  LOVE  BARKSDALE 

BORN  January  24,  1943, 
Jackson,  Miss. 

EDUCATION  B.A.,  University  of 
Mississippi,  1965. 

CAREER  HIGHLIGHTS  In  1980, 
joined  Federal  Express  and  devel- 
oped its  breakthrough  customer- 
service  and  package-tracking  sys- 
tems. Named  COO  in  '83.  Next 
stop:  McCaw  Cellular,  where,  in 
'92,  he  became  president  and 
COO.  Three  years  later,  Barksdale 
became  CEO  of  Netscape  Commu- 
nications. Now  an  investor,  he 
offers  guidance  to  entrepreneurs. 

ADVICE  TO  ENTREPRENEURS 

"Shoot  for  the  moon.  Don't  waste 
your  time  on  little  ideas." 


BARKSDALE-ISMS  ON 
DECISION-MAKING 

"If  you  see  a  snake,  kill  it. " 
(Make  decisions  quickly.) 
"Don 't  play  with  dead  snakes.  " 
(Don't  rehash  old  debates.) 
"Don 't  forget  that  great  opportuni- 
ties look  like  snakes  at  first. " 
(Turn  a  problem  into  a  new 
business  venture.) 


HEROINE  His  mother,  who  spent 
years  in  a  wheelchair  because  of 
arthritis.  "You  never  heard  her 
complain,  even  though  she  was  in 
constant  pain,"  he  says. 


FAMILY  Wife  Sally  and  three  chil- 
dren: Susan  runs  a  bed  &  breakfast 
in  Oxford,  Miss.,  Betsy  is  a  new 
mother,  and  David  is  a  junior  at 
Tulane  University. 


POLITICS  Supports  Texas  Gover- 
nor George  W.  Bush  for  President. 
Co-founded  TechNet,  an  organiza- 
tion of  high-tech  execs  advocating 
improved  public  education  and 
securities-litigation  reform. 


You  are  everywhere. 

Now  there's  a  phone  that  works  everywhere  too.  The  Ericsson  788 
is  the  smallest  Go-Everywhere  "  tri-mode  phone  around.  Which 
means  you  get  unsurpassed  coverage  in  all  50  states  and  a  phone 
that  fits  in  your  shirt  pocket.  And  as  small  as  the  788  is,  it  has 
the  ability  to  store  up  to  200  numbers,  plus  voicemail,  paging  and 
the  ability  to  vibrate  when  you  get  a  call.  So  you  can  be  reached 
discreetly  and  still  make  yourself  heard. 


nformation  Technology 


rksdale  was  president  of  his  eighth- 
ide  class.  At  the  University  of  Mis- 
sippi,  he  led  the  school's  chapter  of 
rma  Chi  fraternity,  where  his  sense 
fairness  surfaced  again.  Barksdale  was 
:raged  during  his  freshman  year  when 
;n-Govemor  Ross  Bamett  prevented  a 
ick  man  from  entering  the  whites-only 
iversity — which  resulted  in  riots  and, 

many  years,  a  dark  cloud  over  his 
na  mater.  "The  historian  Shelby  Foote 
the  South  is  hampered  by  a  triple 
ammy  of  bad  feelings — guilt,  poverty, 
1  defeat,"  says  Barksdale.  "To  a  cer- 
n  extent,  that  motivated  me  to  suc- 
id.  I  wanted  to  overcome  that." 

BENDED  KNEE.  Barksdale  has  always 
;  ambitious  goals  and  gone  after 
m — even  in  matters  of  the  heart.  On 

first  date  with  Sally,  the  beanie- 
aring  freshman  brashly  predicted  that 
y  would  spend  their  lives  together, 
m  going  to  marry  you."  he  recalls 
ling  her.  Four  years  later,  he  did. 
Barksdale's  persistence  hasn't  always 
n  the  day.  After  graduating  with  a 
siness  degree  in  1965,  he  followed  in 

brother  Jack's  footsteps  and  took  a 
es  job  with  IBM  in  Memphis.  His  first 
get  was  the  First  Tennessee  Bank 
ount.  He  worked  on  winning  the  ac- 


count for  two  years — to  no  avail.  Lesson 
learned:  You've  got  to  understand  a  cus- 
tomer's business  and  be  able  to  tell  that 
customer  how  your  product  will  make  a 
difference.  "I  can  still  remember  the 
pain  of  that  loss  30  years  later,"  says 
Barksdale. 

When  he  joined  FedEx,  Barksdale 
brought  the  latest  technology  to  the 
shipping  business.  His  crowning  achieve- 
ment was  building  the  first  computer 
system  that  could  keep  track  of  millions 
of  packages.  "He  revolutionized  not  just 
our  business  but  the  whole  transporta- 
tion industry,"  says  Frederick  W.  Smith, 
the  company's  founder  and  ceo.  Pro- 


moted to  run  day-to-day  operations, 
Barksdale  established  a  quality  program 
that  won  FedEx  the  coveted  Malcolm 
Baldrige  National  Quality  Award.  He ; 
was  so  determined  to  bring  about 
change  that  he  got  a  pilot's  license  so  he  I 
could  better  communicate  with  the  com- 
pany's strong-willed  aviators.  "I  try  to  I 
put  myself  in  the  other  person's  shoes  j 
without  being  a  milquetoast,"  he  says,  j 
As  president  of  McCaw,  Barksdale  i 
put  his  organizational  and  communica-i 
tion  skills  to  immediate  use.  The  com- 
pany's 22  goals  were  boiled  down  to 
three.  And  he  compelled  fiercely  inde-j 
pendent  regional  managers  to  play  nice-] 


RALLYING  THE  TROOPS:  At  Netscape,  Barksdale  was  famous  for  a  cheer  he  mad. 


y  together.  That  established  a  truly  na- 
ional  network  worth  $11.5  billion  when 
kT&T  bought  McCaw  in  1994.  "He  took  a 
rreat  mergers-and-acquisitions  compa- 
ly  and  made  it  into  a  great  operating 
:ompany,"  says  founder  Craig  McCaw. 

At  Netscape,  the  formerly  buttoned- 
lown  Barksdale  reinvented  himself  to 
ead  a  children's  crusade.  He  rallied 
roung  staffers  at  all-hands  meetings  with 
i  cheer  he  made  up.  Barksdale  would 
pell  out  the  letters  N-E-T  with  his  fin- 
ders and  shout  "Netscape!  Everywhere! 
[earn!  Fight!"  It  was  silly — but  he  pulled 
t  off.  The  result:  fierce  loyalty  from  the 
roops.  "I'd  kill  for  him,"  vows  Dov  An- 
Irews,  an  earring-wearing  engineer  who 
;oes  by  the  nickname  comrade.cid. 

Barksdale  put  his  money  where  his 


mouth  was.  For  two  years  in  a  row  at 
Netscape,  he  refused  to  accept  a  salary 
because  the  company's  performance 
wasn't  up  to  snuff.  Last  year,  when  ex- 
ecutives from  Siemens  complained  about 
delays  in  delivering  an  E-commerce 
product,  Barksdale  left  a  family  reunion 
and  flew  to  Munich.  He  pledged  to  hand 
over  $500,000  of  his  own  money  if  the 
Germans  weren't  satisfied  with 
Netscape's  performance — an  offer  that 
he  never  had  to  follow  through  on. 

Barksdale  has  made  his  share  of  mis- 
takes, too.  He  continued  to  charge  for 
the  browser  long  after  Microsoft  began 
giving  its  browser  away — which  sent 
Netscape's  market  share  skidding.  He 
challenged  Microsoft  and  IBM  in  large 
corporate  accounts  but  didn't  deliver 


the  quality  and  service  that  those  cu 
tomers  demand.  And  he  realized  t< 
late  the  value  of  the  company's  W( 
portal.  "Jim  was  an  inspirational  leade 
says  David  B.  Yoffie,  a  Harvard  ] 
school  professor  and  co-author  of  a  bo< 
about  Netscape,  Competing  on  Intern 
Time.  "But  he  clearly  had  his  limits.  1 
missed  the  chance  to  be  Yahoo!" 
"NEW  CHAPTER."  Barksdale  has  son 
regrets.  At  the  last  all-hands  meeting 
Netscape  on  Mar.  24,  he  lamented  th 
the  company  couldn't  remain  indepe 
dent.  "I  know  a  lot  of  people  are  feelii 
sad.  And  I've  had  some  feelings  lil 
that.  But  this  is  just  a  new  chapter 
the  story  of  the  Internet,"  he  said.  "V 
were  part  of  the  greatest  industrial  d 
velopment  in  the  latter  half  of  the  20 
century,  and  that's  something  to  1 
proud  of."  A  day  later,  at  a  good-b; 
party,  Barksdale  greeted  employees  f 
two  hours  and  signed  copies  of  a  colk 
tion  of  his  sayings.  It  was  like  the  r 
ception  line  at  a  wedding — or,  someo: 
noted,  a  wake. 

But  that's  history.  Now,  Barksdali 
back  in  action — helping  to  build  a  ne 
generation  of  Internet  companies,  su  i 
as  HomeGrocer.com.  "I  couldn't  just  i 
out  and  play  golf,"  he  says.  It's  like 
that  a  lot  of  entrepreneurs  will  be  gl; 
he  didn't. 

By  Steve  Hamm  in  New  Yo 


Silicon  Graphics  is  now 


That's  short  for  ervers,  supercomputers 
and  graphics  workstations  that  enable  breakthrough  nsigh 

The  new  name  is  shorter,  but  behind  it  is  a  big  idea.  We're  building  computing  solutions  that  enable  you  to  4 
expand  the  realm  of  innovation  and  creativitY.  Solutions  that  enable  you  to  achieve  critical  insights  into  your  most 
difficult  challenges  -  before  your  competition  does. 

With  our  servers  and  supercomputers,  you  have  phenomenal  power  to  compute  the  absolute  toughest  probleu 
Our  graphics  workstations  allow  you  to  see,  manipulate  and  use  data  in  more  meaningful  ways.  And  when  combined 
with  our  broad  range  of  global  services,  we  make  it  possible  to  build  exactly  the  solution  you  need  to  explore  the  idea 


0 1999  Silicon  Graphics,  inc  All  rights  reserved  Silicon  Graphics  is  a  revered  trademark,  and  SGI.  the  SGI  logo.  The  solution  is  In  sight.  Origin.  Silicon  Graphics  3r0  and  Silicon  Graphics  I600SW  are  trademarks,  of  Silicon  Graphics,  Inc. 


dream  of,  no  matter  how  big  they  are.  From  safer  cars,  to  better  drugs,  to  new 
liscoveries,  we  can  help  you  make  anything  possible. 

Have  a  new  look  at  SGI.  See  for  yourself  how  our  servers,  supercomputers 
graphics  workstations  can  solve  your  most  complex  problems.  You'll  discover 
for  every  challenge  you  have,  the  solution  is  in  sight." 


The  solution  is  in  sight. 


Developments  to  Watch 


■DITED  BY  NEIL  GROSS 


STARTING    MORE    THAN  10 

'ears  ago,  electrical  and 
nechanical  engineers  joined 
orces  to  craft  minuscule 
^ears,  switches,  and  power 
lupplies  for  next-generation 
slectronic  devices.  Micro- 
nachines  have  now  arrived 
n  the  form  of  air-bag  sen- 
iors and  other  tiny  gizmos. 
But  prices  have  remained 
ligh  because  the  devices 
ire  often  made  in  costly 
emiconductor  cleanrooms. 

Adam  Cohen,  an  engineer 
it  the  University  of  South- 
;rn  California's  Information 
sciences  Institute,  has  a  dif- 
ferent production  approach 
hat  could  drastically  reduce 
•osts.  Dubbed  Efab,  for  elec- 
rochemical  fabrication,  the 
>rocess  relies  on  a  technique 
mown  as  rapid  prototyping, 
n  which  engineers  build  up 
levices  layer  by  layer,  rather 
han  precision-machining 
hem  from  silicon. 

The  most  common  devices 
urrently  produced  by  rapid 
>rototyping  are  plastic  com- 
tonents  a  few  centimeters  in 
liameter.  Cohen  hopes  to  do 
nuch  better.  His  team  has 
ilready  built  tiny  chains  con- 
isting  of  up  to  12  metal  lay- 
ers. Soon,  the  team  plans  to 
tack  up  thousands  of  layers 
o  make  sophisticated  3-D 
omponents  that  are  far 
mailer  than  the  width  of  a 
iiiman  hair.  These  could  be 
onstructed  directly  on  top 
>f  other  semiconductors. 
Cfab,  according  to  Cohen, 
ould  reduce  the  cost  of 
ome  microcomponents  by  a 
actor  of  100. 


YOUR  LAWN 
fS  KILLING 
THE  PLANET 


THERE  S  NOTHING  LIKE  THE 

sweet  smell  of  freshly  mown 
grass.  But  the  chemicals  that 
cause  the  pleasant  fragrance 
in  certain  combinations 
do  a  lot  of  harm  to  the 
atmosphere.  What's  «^ 
more,  the  emissions  grow 
stronger  as  cut  grass 
withers,  according  to  the 
Cooperative  Institute  for 
Research  in  Environ- 
mental Sciences  in  Boul- 
der, Colo. 

The  troublesome  gas- 
es, called  volatile  organic 
compounds  (vocs),  consis 
mostly  of  carbon,  hyd 
gen,  oxygen,  or  nitr 
They  contribute  to  gi 
house-effect  wanning 
react  in  sunlight 
nitrogen  oxides  to  form  pho- 
tochemical smog.  In  a  lab  ex- 
periment that  simulated  typi- 
cal outside  conditions,  stems 
of  white  clover  and  fescue 
grass  were  cut  and  evaluated 
for  voc  content  by  means  of 


mass  spectrometry.  The  re- 
searchers found  that  emissions 
of  certain  vocs  spiked  imme- 
diately after  cutting,  while 
others  continued  at  a  high 
rate  for  the  next  two  days, 
until  the  stems  dried  out. 

Uncut  grass,  like  trees  and 
other  plants,  also  give  off 


vocs.  But  cutting  makes  it 
worse.  During  the  summer, 
in  a  city  the  size  of  Los  An- 
geles, mowing  accounts  for  up 
to  10%  of  the  vocs  entering 
the  atmosphere,  researchers 
say.  Nellie  Andreeva 


DEJA  VU  WORTH  A  SECOND  LOOK  

COMPRESSION  TECHNOLOGY  FOR  VIEWING  IMAGES  ON  THE 

World  Wide  Web  has  many  limitations.  Graphics  that 
are  rich  in  detail  hog  computer  memory  and  take  ages 
to  download.  Heavily  compressed  images,  on  the  other 
hand,  open  quickly  but  may  look  pretty  fuzzy. 

AT&T  Labs  has  addressed  these  trade-offs  with  a  new 
compression  technology  called  DjVu  (pronounced  "deja 
vu"),  which  is  available  at  www.djvu.att.com.  It  uses 
mathematical  tricks  to  crunch  image  data  far  more 
tightly  than  common  standards  such  as  GIF  and  jpeg. 
DjVu  starts  by  separating  background  and  foreground 
data  in  a  document.  Then  it  spots  and  tags  recurring 
text  elements  and  compresses  them  in  blocks  rather 
than  pixel  by  pixel.  A  JPEG  file  that  takes  up  604  kilo- 
bytes of  space  will  occupy  just  70  KB  as  a  DjVu  file. 

The  best  part  is  that  at&t's  software  decompresses 
large  image  files  progressively  in  screen-size  segments. 
Prior  to  downloading  a  large  DjVu-encoded  picture,  for 
example,  a  PC  user  equipped  with  at&t's  plug-ins  can 
browse  around  and  zoom  in  on  various  segments  of  the 
image,  which  opens  screen  by  screen  as  the  user 
scrolls  in  different  directions,  umi,  a  Bell  &  Howell 
company  in  Ann  Arbor,  Mich.,  and  Teletrade.com  are 
using  the  DjVu  on  their  Web  sites.  □ 


IT  WEIGHS  NOTHING 
BUT  THIS  GEL  S 
NO  LIGHTWEIGHT 

AEROGELS   ARE    MADE  1 

taking  a  gel  of  silica  al 
drying  it  to  form  a  sol 
material  only  three  timj 
heavier  than  air.  This  exois 
stuff,  invented  in  the  193(1 
has  been  used  for  insulatii 
on  the  Mars  Rover,  amoi 
other  applications.  But  tjj 
incredibly  lightweight  mat- 
rial  would  be  far  more  ve- 
satile  if  scientists  could  e# 
ily  tailor  its  properties  o 
conduct  electricity  or  pc 
form  other  useful  tasks. 

Now,  scientists  at  te 
Naval  Research  Laboratof 
in  Washington  have  disccl 
ered  a  way  to  make  a  wii 
variety  of  custom  aeroges 
A  team  led  by  Debra 
Rolison  and  Celia  Merzbach 
has  developed  a  method  i 
adding  other  substances,  sub 
as  minuscule  particles  of  c;} 
bon  or  gold,  to  the  silica  jit 
before  it  begins  to  gel.  Bjs 
mechanism  that  is  still  unci 
study,  the  added  particlp 
end  up  "glued"  into  the  J 
and  are  dispersed  throua 
out  the  material  when  its 
dried  into  aerogel. 

That  opens  up  many  pi 
sibilities.  In  the  Apr.  23  issi 
of  Science,  Rolison  report| 
that  she  had  created  a  sens 
by  coating  gold  particles  wta 
an  organic  dye  that  instany 
changes  color  when  a<3 
wafts  through  the  mal 
pores  in  the  aerogel.  She  aB 
has  made  aerogels  with  c| 
bon  and  platinum  particlj 
in  which  the  added  elemejl 
can  act  as  catalysts  for  chel 
ical  reactions.  And  she  en| 
sions  putting  in  the  ri|| 
combination  of  electric  pair 
ways  and  catalytic  materia 
to  fashion  the  guts  of  m<e 
efficient  fuel  cells  fur  pol.- 
tion-free  energy.  With  te 
new  method  of  gluing  ma1- 
rials  into  aerogels,  "the  oil 
restriction  of  their  versatily 
is  how  clever  you  are,"  ffl 
says.  John  Cam 
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ltroducing  Delta  BusinessElite.™ 


ii  experience  so  unique, 

le  improvements  are  immeasurable. 

ut  if  you  insist... 


Sometimes,  more  is  more. 

When  we  set  out  to  create  the  best  international 
business  class  service,  we  focused  first  on  giving 
you  more  personal  space. 

How  we  measure  up.  And 
down.  Over  and  under. 

By  this  summer,  you'll  find  fully  electric  seats  with 
52%  more  legroom  than  British  Airways  and  28° 
more  recline  than  American  Airlines.  And  unlike 
Lufthansa,  when  you  fly  BusinessElite  you'll  never 
get  stuck  in  a  middle  seat. 


But  wait,  that's  not  all. 

To  outclass  all  other  business  classes,  we  added  more 
flight  attendants,  as  well  as  extra  amenities  to  meet 
your  needs.  You'll  enjoy  five-course  dining,  award- 
winning  Vinum  wines,  and  in-seat  entertainment 
units.  There  are  also  battery-saving  EmPower™  ports 
for  your  laptop  available  at  every  seat.  All  the  while, 
we  offer  you  more  nonstops  to  more  cities  in  Europe 
than  any  other  airline. 


98%  more  Ooh's,  Ahh's, 
Mmm's  and  Zzz's. 

So  maybe  you  can  quantify  all  of  these  improvements 
after  all.  But  we  think  you'll  appreciate  them  more 
when  you  sit  back,  relax  and  enjoy  them.  For  reserva- 
tions or  for  more  information  about  BusinessElite 
flights  to  Europe,  Japan,  India  or  Brazil,  just  visit 
our  website  at  www.bizelite.com.  Or  call  your  Travel 
Agent  or  Delta  Air  Lines  at  1-800-241-4141. 


BusiNEsse//te" 

A  Delta  Air  Lines 


Personal  space  is  defined  as  the  sum  of  legroom  and  recline.  Legroom  based  on  measurements  taken  from  the  fi 
point  of  the  bottom  seat  cushion  to  the  back  of  the  seat  in  front  of  it  using  non-bulkhead  seats  on  a  widebody  a 
of  American  Airlines,  British  Airways,  Lufthansa,  Virgin  Atlantic,  Continental,  US  Airways,  TWA,  ATM,  ANA. 
Alitalia  and  Northwest.  Fully  electric  seats  will  be  available  on  all  but  7  intercontinental  aircraft  by  this  summer 
©/999  Delta  Air  Lines,  inc. 
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COMMENTARY 

By  Howard  Gleckman 

A  SIMPLE  PLAN  FOR  SIMPLER  TAX  RETURNS 


"Alice  longed  to 
get  out  of  that 
dark  hall,  and 
wander  about 
among  those 
beds  of  bright 
flowers  and 
those  cool 
fountains.  But 
she  could  not 
even  get  her 
head  through  the 
doorway.' 


Did  you  have  fun  as  Apr.  15  drew 
nigh?  Politicians  sure  did. 
Republicans  spent  the  day  busily 
decrying  the  complex  Internal  Rev- 
enue Code  even  as  they  trumpeted 
tax  cuts  that  would  make  filing  more 
complicated.  President  Clinton  pro- 
moted his  new  USA  savings  plan, 
which  will  create  a  new  tax  credit — 
and  add  dozens  more  lines  to  future 
returns.  The  rest  of 
us — or  our  accoun- 
tants— were  up  half 
the  night  wrestling 
with  paperwork.  The 
IRS  estimates  that  it 
took  an  average  22 
hours  to  prepare  a  '98 
return. 

Meanwhile,  two  lit- 
tle-known House  De- 
mocrats were  doing- 
something  to  make  fil- 
ing easier.  Ways  & 
Means  Committee 
members  Richard  E. 
Neal  of  Massachusetts 
and  William  J.  Coyne 
of  Pennsylvania  have 
proposals  that  could  cut  tax  returns 
by  200  lines.  They're  on  to  something. 

Neither  is  pushing  grand  reform. 
Nor  do  they  want  to  raise  or  lower 
your  taxes.  And  they  are  deliberate- 
ly avoiding  such  theological  debates 
as  whether  capital-gains  taxes  boost 
investment.  Their  modest  goal:  to 
make  life  easier  in  April.  "We're  sim- 
ply saying,  'let's  do  the  same  things 
in  a  less  complicated  way,' "  Neal 
says.  "I  don't  think  citizens  should 
dread  filling  out  tax  forms." 
LONG  OVERDUE.  Sounds  good.  So  how 
would  they  do  it?  First,  Coyne  and 
Neal  would  change  the  way  capital- 
gains  taxes  are  figured.  Neal  would 
also  combine  eligibility  rules  for  a 
host  of  middle-class  tax  credits  and 
ditch  the  alternative  minimum  tax, 
which  can  hit  taxpayers  who  have 
lots  of  credits  and  deductions.  And 
he  would  get  rid  of  the  phase-outs 
for  the  personal  exemption  and  item- 
ized deductions  that  plague  high-in- 
come filers. 

There's  no  question  that  simplifica- 
tion is  long  overdue.  As  many  as  20 


million  taxpayers  this  year  used  com- 
mercial software  to  help  sort  through 
their  tax  mess.  An  additional  60  mil- 
lion gave  up  and  hired  someone  to  do 
it  for  them — 44%  more  than  in  1980, 
says  the  National  Taxpayers  Union. 

Tax  complexity  costs  individuals 
$67  billion  in  time,  preparation  fees, 
and  software,  according  to  Joel  B. 
Slemrod,  director  of  tax-policy  re- 


search  at  the  University  of  Michigan. 
And  the  price  is  paid  in  more  than 
dollars.  Says  Kevin  A.  Hassett,  a  tax 
economist  at  the  American  Enterprise 
Institute:  "As  the  system  gets  more 
crazy  and  obscure,  people  have  less 
respect  for  it  and  for  government." 

Capital-gains  taxes  are  typical. 
Just  as  many  Americans  began  buy- 
ing stocks  and  mutual  funds,  Con- 
gress made  it  tougher  than  ever  to 
figure  out  how  much  tax  to  pay  on 
investment  earnings. 

Before  1986,  when  mainly  rich 
folks  worried  about  investment  prof- 
its, the  Schedule  D  cap-gains  form 


The  number  of 
people  hiring 
tax  preparers  is 
up  44%  since  1980 


was  simple.  Investors  took  long-term 
gains,  excluded  60%,  and  paid  ordi- 
nary income  tax  on  the  rest.  Then 
Congress  changed  the  way  gains  are 
figured.  Now,  there  are  five  rates, 
depending  on  the  nature  of  the  asset 
and  how  much  total  income  the  seller 
has.  As  a  result,  a  taxpayer  who  gets 
mutual-fund  gains  of  a  few  hundred 
bucks  has  to  slog  through  a  mind- 
boggling  54-line  form 
to  pay  $40  in  taxes. 
"EASY."  Coyne  and 
Neal  would  restore 
the  old  system.  All 
taxpayers  would  ex- 
clude 38%  of  gains 
from  income  and  pay 
tax  at  ordinary  rates 
on  the  rest.  It  works 
like  this:  Say  you  had 
$1,000  in  profits. 
You'd  subtract  $380 
and  pay  tax  on  the 
remaining  $620  at 
your  regular  rate. 
The  result:  The  54- 
line  Schedule  D 
would  shrink  to  a 
manageable  18  lines.  "As  long  as  we 
have  a  capital-gains  tax,  we  ought  to 
make  it  as  simple  and  easy  as  possi- 
ble to  report,"  Coyne  says. 

The  plan  isn't  perfect.  A  38%  ex- 
clusion would  mean  a  hefty  tax  in- 
crease for  the  wealthy  and  a  compa- 
rable cut  for  lower-bracket 
taxpayers.  That's  because  high-brack- 
et taxpayers  now  pay  a  maximum 
capital-gains  rate  of  20%.  Under  the 
plan,  they  would  be  paying  a  top  tax 
rate  of  39.6%  on  the  62%  taxable 
portion  of  their  gains — or  an  effec- 
tive rate  of  24%.  Ideally,  simplifica- 
tion shouldn't  get  cluttered  with  ef- 
forts to  redistribute  tax  burdens.  But 
the  size  of  the  exclusion  can  always 
be  adjusted.  The  key  is  that  the  shift 
would  dramatically  reduce  the  aggra- 
vation factor  for  everyone. 

Neal  would  also  get  rid  of  the  al- 
ternative minimum  tax.  Filling  out 
the  amt  form  was  a  nightmarish  ex- 
perience for  1  million  people  this 
year.  And  as  more  families  qualify 
for  tax  credits  for  education,  child 
care,  and  earned  income,  they  will 
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EMPER 


Gee,  last  year  she  couldn't  hit  the  ball  that  far. 
Our  combined  auto/homeowners  policy  can  save  you  money. 
Sorry  we  can't  save  the  window. 


KcmPER 


INSURANCE  FOR  TODAY'S  WORLD 

TRUST  •  HISTORY  •  SERVICE 


Contact  your  independent  Kemper  agent  or  www.kemperinsurance.com  or  1-800-228-2579. 
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Call  today  for  your  FREE  CATALOG 


the  ULTIMATE  GRILL 

■ 

1-800-626-6488 


Stuttering  Didn't 
Keep  Her  Grounded. 


.Annie  Glenn,  wife  of  astronaut 
John  Glenn,  was  grounded  for 
vears  bv  a  stuttering  problem, 
^reecr.  :r.er?.r'.  .^r.j  t.-zz  v..- ; r.< 
turned  it  around.  Todav  she 
speaks  with  confidence,  grace, 
and  strength. 

For  more  information  on  what  you 
can  do  about  stuttering,  write  or 
call  us  toll-free. 


L -800-992-9392 
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The  Most  EFFective 
SAT  and  ACT  Prep 

Want  to  maximize  your  scores?  Our  unique 
combination  of  small,  focused  classes,  great 
instructors,  and  revolutionary  test-taking 
techniques  will  help  you  do  it.  Want  proof? 
Our  SAT  course  students  improve  an  aver- 
age of  140  points.  And  more  than  9  out  of 
1  0  Princeton  Review  SAT  students  get  into 
one  of  their  top-choice  colleges.  We  also 
offer  tutoring  for  students  who  prefer 
one-on-one  preparation.  For  more  informa- 
tion, call  (800)  2-REVIEW. 

The  Most  Comprehensive 
Guides  to  College  LiFe 

Our  highly  acclaimed  Best  3  1 I  Colleges 
provides  a  candid  and  informative  look  at 
life  in  college.  This  guide  helps  you  make 
an  informed  choice  on  where  to  apply.  It 
includes  the  results  of  the  largest,  most 
comprehensive  annual  campus  life  survey. 
Available  at  bookstores,  or  call 
(800)  733-3000. 


The  Most  Excellent  SAT 
and  ACT  Prep  Software 

Our  Inside  the  SAT  and  ACT  allows  you  to 
prep  in  the  comfort  of  your  own  home, 
working  on  questions  just  like  the  ones  on 
the  real  test.  Our  CD-ROM  software 
includes  our  exclusive  strategies,  problem- 
solving  techniques,  and  skill-building 
exercises.  And  to  help  you  choose  the 
right  college,  Inside  the  SAT  and  ACT 
includes  "College  Advisor",  the  ultimate 
guide  to  college  admissions  and  college 
life.  Available  at  software  stores,  or  call 
(800)  716-8503. 


The 

Princeton 
Review 


Its  clock  was  designed  to  measure  time 
within  1 /40,000th  of  a  second.  And  the  rest 
of  the  car  to  help  you  lose  track  of  it. 


Could  it  be  a  time  machine  in  disguise?  What  else  would  you  call  the  sheer  joy  of  driving  a  luxury  car  this  precisely 
engineered?  Indeed,  from  the  moment  you  close  the  multisealed  door  to  the  instant  its  253  hp  engine  purrs  to 
life,  the  Chrysler  LHS  proves  that  worldly  elegance  can  coexist  with  NASA-like  precision.  The  1999  Chrysler  LHS, 
$29,545  fully  equipped."  For  more  information,  call  1.800. CHRYSLER  or  simply  visit  www.chryslercars.com. 


Bo ■  r.V  MP  includes  destination  Tax  and  options  extra 
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AKEOVERS 


VILL  ROCKWELL 
IND  SOME  ROOTS? 

's  back  in  Wisconsin-this  time  betting  on  factory  automation 


t 


Vorking  for  Rockwell  International 
Corp.  means  keeping  your  bags 
packed.  Somehow,  Steve  Etzel  let 
nself  forget  that.  Just  three  years 
o,  the  investor-relations  executive 
uled  his  family  from  Pittsburgh  to 
npany  headquarters  in  Costa  Mesa, 
after  Rockwell  decided  to  clus- 
•  support  functions  near  its  semicon- 
ctor  business.  Against  his  better  in- 
ncts,  Etzel  had  a  new  home  custom- 
ilt.  Now,  just  a  year  after  moving  in, 
it  home  is  on  the  market.  And  Etzel, 
has  to  explain  to  his  family  why 
iy're  leaving  sunny  Southern  Califor- 
i  for  blustery  Milwaukee.  Says  a  re- 
ned  Etzel:  "I  swore  I'd  never  build  a 


house.  Now,  I'm  building  my  second." 

If  Rockwell's  history  means  anything, 
he  ought  to  keep  those  blueprints  handy 
Three  times  this  decade,  the  former  de- 
fense titan  has  relocated  its  headquar- 
ters. Each  move  accompanied  a  change 
in  strategic  focus  as  Rockwell  sought  a 
place  in  the  post-cold-war  economy.  The 
latest  move  was  announced  in  February, 
following  a  decision  last  year  by  Chair- 
man and  ceo  Don  H.  Davis  Jr.  to  spin 
off  the  semiconductor  division  and  refo- 
cus  Rockwell  around  Allen-Bradley,  its 
Milwaukee-based  factory-automation 
controls  business. 

After  many  attempts,  Rockwell  may 
finally  have  found  a  core  business  in 


HE 

tOCKWELL 
iLES 

low  the  company 
as  evolved — and 
'here  it  has  traveled 
-over  eight  decades 


1919   

OSHKOSH,  WIS. 

Rockwell  Parts 
is  founded  as  a 
manufacturer  of 
axles  for  the  growing  auto 
and  trucking  industry. 


which  it  can  thrive.  Allen-Bradley  is 
the  domestic  leader  in  making  electron 
ic  controls  and  other  devices  that  move 
goods  through  a  factory.  It  has  an  edg< 
in  some  technologies  that  is  letting  ii 
steal  business  from  worldwide  leadei 
Siemens.  Rockwell  has  streamlinec 
everything  from  the  production  of  Lip- 
ton  tea  bags  for  Unilever  to  the  sorting 
of  packages  for  Federal  Express.  Th( 
biggest  winner  in  Rockwell's  latest 
makeover,  however,  is  Milwaukee.  Aftei 
a  long  drain  of  companies  from  the  city 
it  is  gaining  its  first  big  new  industria 
headquarters  in  20  years  (page  80). 
"WHAT  ARE  THEY?"  In  a  way,  Rockwell  is 
returning  home.  The  company  got  it; 
start  in  1919  when  Willard  Rockwel 
slapped  his  name  on  an  Oshkosh  (Wis. 
factory  making  axles,  springs,  and  othei 
parts  for  automobiles.  From  there,  it  sel 
out  on  a  winding  road  as  it  delved  intc 
new  transportation  technologies.  In  1967 
Rockwell  merged  with  North  Americar 
Aviation  and  moved  to  Pittsburgh  to  gel 
into  the  booming  aircraft  business.  Thc- 
'80s  defense  buildup  found  it  making  the 
B-l  bomber  and  the  Space- 
Shuttle  while  head 
quartered  in  El  Se 
gundo,  near  Los  An 
geles.  When  defense 
spending  shriveled 
Rockwell  hopscotchec 
across  Southern  California,  spinning  of 
and  selling  divisions. 

The  exit  from  the  semiconductoi 
business,  which  provides  chips  foi 
modems,  startled  some  investors  anc 
analysts.  It  was  Rockwell's  fastest  grow 
er  and  the  center  of  a  restructuring 
just  completed  under  Davis'  predecessor 
Donald  R.  Beall,  when  he  retired  in  Oc 
tober,  1997.  "The  semiconductor  sys 
terns  division  was  supposed  to  be  th< 
'new  Rockwell,'"  says  Anthony  Gins 
berg,  an  analyst  at  Fourteen  Researcl 
in  New  York.  "What  are  they  now?" 

But  Davis,  59,  saw  semiconductors 
as  dangerously  volatile  and  a  drain  or 
his  plan  to  build  around  automation  anc 
aircraft  systems.  After  taking  the  reins 
of  Rockwell,  Davis  confided  in  Kennetl 
F.  Yontz,  a  friend  who  helped  try  tc 
buy  Allen-Bradley  12  years  earlier 


1967  

PITTSBURGH 

Rockwell-Standard 
merges  with  North 
American  Aviation  to 
form  an  aviation  and  defense 
conglomerate. 
REVENUES:  $2.4  BILLION 


1988   ► 

EL  SEGUNDO,  CALIF. 

Rockwell  International 
shifts  its  focus  to  aero- 
space as  work  proceeds 
'V  on  ballistic  missile  and 
space  systems. 
REVENUES:  $11.9  BILLION 
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Goals. 


COMPOWARE 

What  do  you  need  most?5"1 
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HOW  MILWAUKEE 
LANDED  A  BIG  ONE 


For  the  past  three  decades,  most 
of  the  movement  of  corporate 
executives  in  Milwaukee  has 
been  in  one  direction:  out.  Since  the 
late  '70s,  as  manufacturing  shrank  in 
the  Rust  Belt,  the  number  of  compa- 
nies headquartered  in  the  city  dwin- 
dled along  with  it. 

But  when  Rockwell  International 
Corp.  launched  its  search  for  a  new 
base  of  operations,  Milwaukee  for 
once  had  a  headstart.  Chicago  was 
considered  a  top  contender  because 
of  its  cultural 
amenities  and  a 
ready  supply  of  ex- 
ecutive talent, 
thanks  to  recent 
mergers.  However, 
several  top  execs, 
including  ceo  Don 
H.  Davis  Jr.,  had 
deep  ties  to  Mil- 
waukee, having  cut 
their  teeth  at  the  Allen-Bradley  Co. 
automation  unit  there.  And  they 
were  inclined  to  base  the  company 
near  its  biggest  factory.  Says  Tim 
Sheehy,  president  of  the  Metropoli- 
tan Milwaukee  Association  of  Com- 
merce: "It  was  really  ours  to  lose." 

To  ensure  that  that  didn't  happen, 
politicians  at  the  state  and  local  lev- 
el swung  into  action.  Governor  Tom- 


my G.  Thompson  promised  to  push 
through  a  Wisconsin  corporate-tax 
change  that  would  tax  companies 
only  on  their  sales,  not  on  payroll 
and  property.  The  state's  universi- 
ties waived  residency  requirements 
for  Rockwell  families.  And  Thomp- 
son, Sheehy,  and  Milwaukee  Mayor 
John  0.  Norquist  persuaded  Mid- 
west Express  Airlines  Inc.  to  fly 
from  Milwaukee  to  Cedar  Rapids, 
Iowa,  where  Rockwell  has  its  avion- 
ics and  communications  group. 

It  worked. 
Rockwell  an- 
nounced on  Feb.  8 
that  it  was  joining 
the  short  list  of 
big  Milwaukee- 
based  corporations 
including  North- 
western Mutual 
Life  Insurance, 
Manpower,  and 
Rockwell  competitor  Johnson  Con- 
trols. And  as  the  champagne  corks 
popped  in  Milwaukee,  Mayor 
Norquist  declared  it  "Don  Davis 
Day"  citywide.  Why  not  Rockwell 
Day?  "Because  I've  known  Don  sincf 
he  was  manager  of  the  manufactur- 
ing plant  over  here,"  he  explains. 
With  a  little  more  of  that  small-town 
charm,  this  could  become  a  trend. 


Milwaukee 

IUTION  636.29 
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:  about  his  strategy.  Yontz,  the  ceo  and 
president  of  scientific-equipment  maker 
Sybron  International  Corp.,  pointed  out 
I  that  many  of  Davis'  customers  and  com- 
petitors are  based  in  the  Midwest.  "Don 
sits  on  my  board,"  Yontz  says.  "I  talked 
to  him  about  bringing  the  headquarters 
to  Milwaukee  so  they  could  be  closer 
I  to  customers.  And  it  would  be  a  good 
,  thing  for  Milwaukee,  too." 

Davis'  fears  were  driven  home  last 
year,  when  Rockwell  fell  behind  after 
miscalculating  demand  for  the  new  high- 
speed v.90  modem  technology,  leaving  it 
with  outdated  products.  Rockwell  wound 
up  losing  $410  million  in  1998  on  rev- 
enues of  $6.8  billion — after  spin-offs — 
about  half  of  its  1995  revenues.  With 
that,  Davis  made  his  decision. 
CLEAN  BREAK.  Did  he  move  too  soon? 
Since  the  semiconductor  business  was 
spun  off  in  December  as  Conexant  Sys- 
tems Inc.,  it  has  thrived,  recruiting  top 
new  personnel  and  launching  new  prod- 
ucts. Its  shares  have  more  than  dou- 
bled, to  about  40.  Still,  with  Rockwell's 
shares  up  some  21%  so  far  in  1999,  to 
about  50,  the  clean  break  seems  to  have 
been  a  good  move  all  around.  Semicon- 
ductors, Davis  argues,  were  simply  too 
different  a  business.  "Our  strategy  to  fo- 
cus on  our  core  business  of  automation, 
avionics,  and  communications ...  is  work- 
ing," he  says.  This  year,  Rockwell  should 
have  net  income  of  $567  million,  on  rev- 
enues of  $7  billion,  according  to  a  con- 
sensus of  analysts  compiled  by  First 
Call  Corp. 

Automation  may  not  have  the  upside 
of  chips,  but  Rockwell's  position  there  is 
much  stronger.  And  Davis  knows  the 
automation  business  well.  He  spent  22 
years  at  Allen-Bradley  before  making 
an  unsuccessful  attempt  with  other  ex- 
ecs to  buy  it  from  the  Bradley  family  in 
1985.  Davis  joined  Rockwell  shortly  af- 
ter its  $1.6  billion  offer  won  out. 

While  U.  S.  spending  on  automation  is 
expected  to  grow  3%  this  year,  Rock- 
well expects  to  expand  at  more  than 
twice  that  rate.  Having  smoothed  out 
some  of  the  bumps  that  came  from  re- 
pent acquisitions,  it  is  also  seeing  re- 
;overy  in  Asia.  Rockwell  is  a  strong 
No.  2  worldwide,  with  a  21%  share  be- 


hind Siemens'  28%,  according  to  Stan- 
dard &  Poor's.  One  customer  says  Rock- 
well benefits  from  a  perception  that  it  is 
not  beholden  to  certain  equipment  sup- 
pliers. "We  went  with  Rockwell  because 
they  were  flexible  and  would  work  with 
companies"  that  Siemens  and  others 
would  not,  says  Peter  Lui,  general  man- 
ager for  planning  at  Hactl,  which  man- 
ages operations  at  Hong  Kong  Interna- 
tional Airport. 

Rockwell  will  move  about  150  of  its 
total  40,000  jobs — including  the  top  15 


executives — into  the  40-story  Firsi 
Center  building  in  downtown  Milw; 
kee.  Its  employees  can  only  hope  tl 
strategy  proves  more  permanent  til 
previous  ones.  Says  W.  Michael  Barnl 
Rockwell's  chief  financial  officer:  "(1 
customers  are  in  the  Midwest  now.  (I 
largest  manufacturing  plant  is  herel 
don't  know  why  we  would  need  to  I 
anywhere  else."  Except  that  wrhl 
you've  got  itchy  feet,  the  open  road  1 
ways  beckons. 

By  De'Ann  Weimer  in  Chicm 


1992  

SEAL  BEACH,  CALIF. 

As  the  Reagan  defense 
buildup  diminishes, 
Rockwell  concentrates 
on  the  electronics 

industry 

REVENUES:  $10.9  BILLION 


1997  

COSTA  MESA,  CALIF. 

The  company 
moves  its  head- 
quarters closer 
to  its  big  semiconductor 
facility. 

REVENUES:  $11.6  BILLION 


►  1999 

MILWAUKEE 

Having  spun  off  semiconductors, 
Rockwell  announces  it  will  return  to  i 
its  home  state  to  make  automation 
controls  its  primary  business.  It  also  makesi 
electronics  systems  for  aircraft. 
REVENUES:  $6.8  BILLION 
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m  he  readers  of 
m  Business  Week 
'  m  have  recognized 
*  twelve  distinguished 
advertisers  for  creating 
the  best-remembered 
corporate  campaigns 
of  1998. 


The  winners  were 
determined  based 
on  1998  advertising 
readership  scores 
compiled  for  Business 
Week  by  Roper  Starch, 
an  independent  research 
firm  and  the  acknowledged 
readership  measurement 
standard  for  the  print 
industry. 


Business  Week  is  proud  to 
recognize  these  companies  for 
excellence  in  corporate  advertising 
and  award  them  with  a  symbol 
of  excellence,  the  Steuben 
crystal  eagle. 

Representative  ads  of 
„    the  winning  campaigns 
are  shown  on  the 
following  pages. 
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ornpuware 


a 


PETER  KARMANOS,  JR.,  CEO  AND  CHAIRMAN  OF  THE  BOARD 
ARIAN,  LOWE  6c  TRAVIS,  INC.,  CHICAGO,  IL 


Jaircliild  ^/lerosjbace 

CARL  A.  ALBERT,  CHAIRMAN  AND  CHIEF  EXECUTIVE  OFFICER 
KEILER  &  COMPANY,  FARMINGTON,  CT 


la 


NAOYUKI  AKIKUSA,  PRESIDENT 
ASIAN  ADVERTISERS,  INC.,  TOKYO,  JAPAN 


LOUIS  V.  GERSTNER,  JR.,  CHAIRMAN  AND  CHIEF  EXECUTIVE  OFFICER 
OCILVY  &  MATHER  WORLDWIDE,  NEW  YORK,  NY 


<=J^uceni  ^Jec/inold 


RICHARD  A.  McGINN,  CHAIRMAN  &  CEO 
McCANN-ERICKSON  WORLDWIDE,  NEW  YORK,  NY 


r,  Sine. 


ssociates, 


WILLIAM  L.  LARSON,  PRESIDENT,  CEO  &  CHAIRMAN  OF  THE  BOARD 
THINK  NEW  IDEAS,  LOS  ANGELES,  CA 


on;         lo  push 


network 


*****  t.Jiyim  ifjiiiiiH* 


lams 

KEITH  E.  BAILEY,  CHAIRMAN,  PRESIDENT  AND  CHIEF  EXECUTIVE  OFFICER 
ACKERMAN  McQUEEN,  TULSA,  OK 


as 


inner s 

Jor  Excellence  in  Corporate  ^^Jceriisina 


waras 


1997 


1995 


Amoco  Chemicals 
Andersen  Consulting 
Digital  Equipment 
Fujitsu  Ltd. 
Hoechst  AG 
Lucent  Technologies 
Merrill  Lynch  6t  Co. 
Microsoft  Corporation 
Siemens  Corporation 
Sun  Microsystems,  Inc. 
3M 

The  Timken  Company 
Toyota  Motor  Corporate  Services 

1996 

Amoco  Chemicals 
Andersen  Consulting 
Digital  Equipment 

Fujitsu  Ltd. 
Hewlett-Packard 
Hoechst  AG 
IBM 

Lucent  Technologies 
Merrill  Lynch  &  Co. 
Siemens  Corporation 
Sprint 
Texas  Instruments 


Amoco  Chemicals 
Ford  Motor  Company 
GE  Capital 
Hewlett-Packard 
IBM 

Microsoft  Corporation 
NCR  Corporation 
The  Principal  Financial  Group 
Rockwell  International 
Siemens  Corporation 
Sprint 
Texas  Instruments 


199A 


Amoco  Chemicals 
Andersen  Consulting 
Digital  Equipment 
Fortis 
Fujitsu  Ltd. 
GE  Capital 
IBM 

P  lorgan  Stanley 
Ni  rfolk  Southern 
Sien  ^ns  Corporation 
Sun  Microsystems,  Inc. 
Unisys 
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COMMENTARY 

By  Mike  France 


THE  NET:  HOW  TO  HEAD  OFF  BIG-TIME  REGULATION 


Is  E-commerce  blossoms  into  a 
trillion-dollar  business,  there's 
only  one  thing  that  seems  capa- 
e  of  slowing  it  down:  politics.  Wor- 
id  about  the  Internet's  potential  to 
vade  people's  privacy,  separate 
em  from  their  money,  and  cause 
itold  additional  havoc,  politicians 
ound  the  globe  are  con- 
iering  new  laws  to  pre- 
:nt  the  revolutionary  com- 
unications  channel  from 
ling  misused.  That  im- 
ilse,  in  turn,  is  making 
any  business  executives 
jrry  that  their  dream  of  a 
ictionless,  worldwide  elec- 
onic  marketplace  will  be 
ined  by  a  patchwork  of  in- 
nsistent  local  regulations, 
lagine  how  much  harder 
e  would  be  at  Ama- 
n.com  if  the  com- 
my  were  forced  to 
mply  with  every- 
ing  from  Kuwaiti 
icency  standards 
European  privacy 
ws  to  Iowa  sales 
xes. 

For  the  moment,  com- 
mies have  avoided  this 
tditmare.  But  it  could 
sily  happen  down  the 
ad,  and  that's  why  busi- 
sses  have  pleaded  with 
vernment  to  let  them  po- 
e  themselves.  The  Clinton 
Iministration  heard  this 
issage  loud  and  clear — much  to 
>rporate  America's  relief:  In  1997, 
resident  cyberguru,  Ira  C.  Maga- 
ler,  wrote  "Framework  for  Global 
ectronic  Commerce,"  a  blueprint 
•  Internet  governance.  Because  of 
3  Net's  global  reach  and  evolving 
mnology,  Magaziner  argued  that 
^ulation  should  be  kept  to  a  mini- 
mi. In  the  few  areas  where  rules 
;re  needed,  such  as  privacy  and 
cation,  he  suggested  that  politi- 
ns  bow  out  and  let  policy  be  made 
such  quasi-govemmental  groups 
the  World  Intellectual  Property 
ganization  (wipo)  or  the  Organiza- 
n  for  Economic  Cooperation  &  De- 
opment  (oecd). 
While  Magaziner's  philosophy 


makes  sense  in  theory,  it's  not  work- 
ing out  as  well  in  practice.  Unlike 
traditional  government,  such  quasi- 
governmental  organizations  operate 
outside  the  public  eye  and  have  few 
rules  about  due  process.  Their  lead- 
ers aren't  always  required  to  talk  to 
the  press,  open  up  their  meetings,  or 


When  Net  rules  get 
made  behind  closed 
doors,  the  public 
usually  loses  out 


let  critics  participate  in  their  deci- 
sion-making— and  often  they  aren't 
even  elected. 

That's  bad  news.  As  a  practical 
matter,  this  lack  of  transparency  is 
making  it  harder  for  consumers  to 
shape  the  way  the  Internet  is  gov- 
erned— and  much  easier  for  big  com- 
panies to  dominate  the  process.  Few 
people  may  be  complaining  right 


now,  but  as  the  Web  becomes  a  big- 
ger part  of  everyday  life,  they're 
likely  to  find  this  imbalance  intolera- 
ble. Just  as  citizens  demand  account- 
ability from  officials  making  impor- 
tant decisions  about  highways,  phone 
lines,  and  other  key  parts  of  the  eco- 
nomic infrastructure,  they're  going  to 
demand  a  voice  in  the  gover- 
nance of  the  Internet.  And  if 
they  don't  get  it,  they're  apt 
to  chuck  Magaziner's  vision  of 
self-regulation  and  ask  elected 
representatives  to  take 
charge  of  the  Web — the  exact 
thing  business  wanted  to 
avoid. 

WEB  TRADEMARKS.  The  trans- 
parency problem  shows  up 
clearly  in  one  of  the  first  big 
Net  policy  dilemmas:  cyber- 
squatting. That's  when  a  pri- 
vate speculator  seizes  a  valu- 
able corporate  brand  name  on 
the  Internet — say,  "business- 
week.com" — and  sells  it  back 
to  the  company  at  an  exorbi- 
tant price.  Because  Web  ad- 
dresses are  critical  to  online 
branding,  companies  want  to 
establish  a  rule  that  they  are 
entitled  to  any  domain  names 
using  their  trademarks — no 
matter  who  gets  there  first. 

But  because  the  Net  is 
used  for  more  than  just  E- 
commerce,  many  consumer 
advocates  say  this  rule  would 
unfairly  restrict  the  rights  of  schools, 
museums,  political  parties,  and  myri- 
ad other  noncommercial  Net  users.  If 
an  astronomy  club  or  a  New  Age  re- 
ligious sect  is  first  to  register  "Sat- 
urn.com,"  they  reason,  why  should 
the  car  company  later  be  able  to 
boot  it  off? 

The  group  the  Administration  ap- 
pointed to  resolve  this  important  dis- 
pute was  wipo,  an  arm  of  the  U.  N. 
But  ever  since  the  agency  began 
considering  the  issue  of  cybersquat- 
ting last  July,  its  deliberations  have 
been  attended  mostly  by  multination- 
al corporations  such  as  Ford,  Mi- 
crosoft, and  Time  Warner — just 
about  the  only  groups  that  could  af- 
ford to  have  staffers  study  the  tech- 
nicalities of  the  issue,  write  formal 
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If  an  astronomy  club  registers  the  name  "Saturn.com," 
should  the  car  company  be  able  to  boot  it  out? 

comments,  and  go  to  public  healings     what  you  want  from  [private]  regula-    Lawrence  Lessig,  a  sharp  critic  of 
in  Sydney,  Brussels,  and  elsewhere.      tory  processes."  Unlike  wipo,  he  the  White  Paper:  "You've  had  inter- 

In  contrast,  representatives  of  the        says,  traditional  government  has  ested  parties  in  closed  meetings  for 

Internet's  many  other  constituencies     more  checks  and  balances.  "Democra-    the  past  three  years  making  this 
"were  grossly  unrepresented,"  ac-         cy  is  a  messy  way  of  making  deci-        code  for  Internet  commerce  tilted  in 
cording  to  A.  Michael  Froomkin,  a        sions,  but  one  of  the  reasons  is  that      then-  favor." 
professor  at  University  of  Miami  law    we  try  to  ensure  that  different  RIGHT  DIRECTION.  Issues  such  as 

school  who  was  asked  by  wipo  to         groups  are  heard."  electronic  contracts  and  cybersquat- 

serve  as  a  "public"  advocate,  months        Internet  regulation  is  still  in  its  in-    ting — not  to  mention  Internet  taxa- 
after  the  deliberations  were  well  un-     fancy,  but  problems  are  cropping  up      tion  and  privacy — are  simply  too  im- 
der  way.  in  other  areas,  too.  One  of  the  most      portant  to  be  dealt  with  in 

Unsurprisingly,  wipo's  smoke-filled  rooms.  Whili 

solution  to  the  problem  PllflllP  PITI7EAIQ  A  If  AIPE  Magaziner  was  right  to 

of  cybersquatting  is  UIVIIIU  III  I  l&EllO  H  VUIUC  recognize  the  limits  of 

everything  corporate  Responding  to  criticism  that  the  Internet  is  susceptible        traditional  government, 

trademark  holders  could  t0  domination  by  special  interests,  one  group,  ICANN,  the  S^P8  he  favors  ^ 
have  hoped  for-and  ^  ^ ^  Qjm  aM  has  instituted  several  reforms:     have  to  open  up  their  de 

one  rroomkin  doubts   •  '  J   cision-making  processes  i 

would  have  been  adopt-      ELECTIONS  A  coalition  of  teenies  appointed  ICANN's  they  are  going  to  take  a 

ed  if  Magaziner,  now  a       first  nine  board  members.  A  committee  is  now  devising         substantial  role  in  gov- 
private  consultant,  had       a  plan  for  elections.  erning  online  commerce. 

assigned  the  matter  to  a   ~   Otherwise,  their  policies 

branch  of  the  U.  S.  gov-  PUBLIC  MEETINGS  Meetings  of  board  members,  which  W0lVt  seem  fair  and  ulti. 
ernment.  Under  wipo's       used  to  be  closed,  are  now  sometimes  open.  Minutes  mately  will  be  rejected 

plan,  owners  of  Internet     detailing  comments^ and  votes  are  also  published.  by  ordinary  citizens, 

addresses  will  be  forced  CONFLICT  OF  INTEREST  N ew~  ru les  proh i bit" board  mem  - "  whose  dependence  on  th< 
to  sign  a  contract  obhg-  ber$  fmm  VQtj     Qn  jssues  jf  th     have  a  financja|  stake  Internet  will  become  too 
ing  them  to  submit  to    great  to  accept  second- 
mandatory  arbitration  if                                    data  business  week  rate  g0vernance- 

a  corporate  trademark  holder  al-  critical  issues  for  online  merchandis-         One  organization  making  headway 

leges  cybersquatting.  Whoever  loses  ers  is  the  extent  to  which  they're  li-  in  this  regard  is  the  Internet  Corpo- 

this  fight  must  pay  the  other  side's  able  for  defective  goods.  Currently,  ration  for  Assigned  Names  &  Num- 

legal  fees.  many  companies  try  to  limit  their  re-  bers  (icann),  the  group  assigned  to 

This  means  that  a  jewelry  compa-  sponsibility  by  publishing  one-sided  oversee  the  Net's  address  system, 

ny  that  spent  $70  for  the  domain  contracts  on  then-  Web  sites,  then  di-  When  icann  was  established  last 

name  "Ivoiy.com" — to  take  a  hypo-  recting  buyers  to  click  on  a  button  summer,  it  had  bylaws  fit  "for  a 

thetical  example — could  face  tens  of  agreeing  to  the  terms.  But  pur-  charity,"  says  interim  chairperson 

thousands  of  dollars  in  liability  if  chasers  almost  never  plow  through  Esther  Dyson.  But  in  recent  months 

Procter  &  Gamble  Co.  charged  it  the  legalese — and  have  no  opportuni-  the  organization  has  established  con- 

with  trademark  violation.  Such  an  ty  to  negotiate  for  different  terms —  flict-of-interest  rules,  opened  up  som 

arrangement,  says  Froomkin,  creates  so  the  legality  of  these  "point-and-  board  meetings,  and  worked  towards 

"enormous  potential  for  'reverse  do-  click"  contracts  is  doubtful.  developing  a  mechanism  to  elect 

main  name  hijacking'  in  which  One  of  the  organizations  the  Mag-  board  members  (table).  The  group 

wealthy  parties  could  threaten  to  im-  aziner  Report  suggests  should  re-  has  further  to  go,  as  Dyson  acknowl 

pose  substantial  costs  on  (chal-  solve  such  issues  is  the  National  edges,  but  it's  moving  in  the  right  d: 

lengers]  unless  they  surrender  with-  Conference  of  Commissioners  on  rection.  "Enough  accountability  can 

out  a  fight."  wipo's  final  ruling,  Uniform  State  Laws  (nccusl),  a  107-  be  built  in  to . . .  make  this  process 

including  the  loser-pays  provision,  is  year-old  organization  based  in  Chica-  work,"  she  predicts, 

due  out  on  Apr.  30.  go  that  is  devoted  to  creating  "model       Let's  hope  she's  right.  No  one  re- 

"MESSY  WAY."  wipo's  initial  foray  laws."  Many  E-business  giants  have  ally  wants  the  alternative:  tradition- 

into  Internet  regulation,  according  to  been  lobbying  the  nccusl  to  declare  al,  cumbersome  government  regula- 

Froomkin,  illustrates  why  companies  point-and-click  contracts  legal — while  tion.  Of  course,  more  due  process 

want  to  keep  traditional  government  a  small  band  of  public-interest  will  slow  down  decision-making  for 

away  from  online  regulation:  "Busi-  lawyers  has  tried  to  halt  the  process,  groups  like  icann,  but  that's  the 

ness  has  figured  out  that  you  can  get  In  April,  the  organization  came  out  price  of  democracy.  The  Net  can't 

  in  favor  of  point-and-click  contracts  thrive  any  other  way. 

For  more  on  Internet  regula-        BusinessWeek  an('  announced  plans  to  lobby  states 

tion  and  related  issues,  go         ^T17  ^°  ^ass  suc^  ru'es  ^s       Scoffs  France  watches  Internet  policy  at 

)  ebiz.businessweek.com     '^^MMAJm  Harvard  Law  School  Professor  Legal  Affairs  editor. 
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Reach  these  Business  Week  advertisers  on  the  Web: 


address 
directory 


3M 

www.3m.com 

AeroMexico 

www.aeromexico.com 

he  American  Institute  of 
Architect 

www.aia.org 

Andersen  Consulting 

www.ac.com 

Audi  Asia  Pacific 

www.audi.com 

Bayer  Corporation 

www.BayerUs.com 

BMC  Software 

www.bmc.com 

Chrysler 

www.chryslercorp.com/ 

CNF  Transportation 

www.cnf.com 

Compuware  Corporation 

www.compuware.com 
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www.falconjet.com 

loitte  &  Touche  Consulting 
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www.dtcg.com 

Delta  Air  Lines 

www.delta-air.com 

Discovery  Channel 
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Dun  &  Bradstreet 

www.dnb.com 

EMC  Corporation 

www.EMC.com 
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www.ericsson.com/us/phones 

Ernst  &  Young 

www.ey.com 

Fidelity  Investments 

www.fidelity.com 

Ford 
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www.iberia.com 

IBM 

www.ibm.com 

INFONET 

www.infonet.com 


Iowa  Department  of  Economic 
Development 

www.smart.state.ia.us 

LandRover 

www.landrover.com 

Lufthansa  German  Airlines 

www.lufthansa-asiapacific.com 

Maker's  Mark 

www.makersmark.com 

Mercury 

www.mercuryvehicles.com 

Microsoft 

www.microsoft.com 

NEC 

www.nec.com 

Novell 

www.novell.com 

Oracle  Corporation 

www.oracle.com 

Paine  Webber 

www.painwebber.com 

Quantum 

www.quantum.com 

Royal  &  Sun  Alliance 
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www.sas.com/ 
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www.sgi.com 

Singapore  Airlines  Ltd 

www.singaporeair.com 
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www.sprint.com 

Star  Alliance 

www.star-alliance.com 

Sun  Microsystems 

www.sun.com 

Toshiba  America  Information 
Systems 
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Toyota  in  America 
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Unisys 

www.unysis.com 

United  Airlines 

www.ual.com 
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www.wausa.com 
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www.williams.com 

Zurich  Financial  Services 
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REINCARNATION 


BE  :'s  8  a.m.  on  a  brilliant  Sunday  morning  and  Mike 
fi  Milken,  looking  tanned  and  fit,  is  wide-eyed  and 
£l  eager  to  show  off  his  library  and  new  kitchen. 
H  Both  are  paneled  in  a  blonde  shade  of  pine  that. 
■  Milken  says,  helps  him  to  relax.  "Listen."  he  says 
quietly,  pointing  to  a  small  fountain  running  just  out- 
side. Milken  had  that  installed,  too.  Out  by  the  pool,  a 
garden  is  bursting  with  flowers.  "Honeysuckle  and 
jasmine,"  the  former  financier  says  wist- 
fully, his  head  tilting  back  as  he  savors 
the  faint  scents  in  the  air.  Having  just 
finished  up  Ms  yoga  routine,  Milken  shows 
his  meditation  technique:  He  sits  cross- 
legged,  his  elbows 
resting  on  his 
knees,  hands  ex- 
tended, eyes 
closed.  Yet  even 
as  he  relaxes,  the 
ultracompetitive 

Milken  seems  to  be  setting  goals.  "You 
know,  if  you  are  really  good,"  he  says, 
half-smiling,  "you  can  stop  breathing." 

The  miracle  about  Michael  R.  Milken  is 
that  he  is  breathing  at  all.  Diagnosed  with 
terminal  prostate  cancer  in  1993,  Milken  was  told  by  his 
doctors  that  he  had  12  to  18  months  to  five.  Rather 
than  give  up,  Milken  counterattacked.  He  learned 
everything  about  his  disease,  took  up  yoga  and  medi- 
tation to  reduce  stress,  and  became  a  strict  vegetarian, 
abandoning  his  diet  of  burgers  and  fries  for  steamed 
broccoli  and  soy  shakes.  So 
far.  Milken  has  proven  his 
doctors  wrong:  His  cancer  is 
in  full  remission. 

Had  Milken  not  beaten  the 
odds,  cancer  would  have  tak- 
en one  of  the  most  storied, 
vilified  business  figures  of  our 
time.  From  his  X-shaped 
trading  desk,  Mike  Milken, 
as  everyone  knows,  launched 
a  revolution  that  transformed 
the  financial  system  forever. 
But  he  also  overreached.  And 
when  he  became  ensnared  in 
a  federal  crackdown  on  insid- 


er trading,  Milken's  world  crumbled.  In  the  publi 
mind.  Milken  was  the  iconic  white-collar  criminal 
symbol  of  everything  wrong  with  Wall  Street. 

It  has  been  eight  years  since  Milken  went  to  jail,  t 
the  debate  over ■  who  Mike  Milken  is  and  how  bad 
crimes  were  goes  on.  Junk-bond  villain  or  brilliant 
nancial  innovator?  There  are  plenty  who  think  Milk 
got  sandbagged  with  trumped  up.  politicized  charg 
and  plenty  more  who  think  he  simply  got  what 
deserved.  And  long  after  many  of  the  less  reputal 
characters  he  financed  have  been  forgotten,  Milk 
remains  controversial.  Indeed,  he  has  1 
come  something  of  a  human  Rorschach 
test:  How  you  feel  about  Milken  says 
more  about  your  view  of  the  swash- 
buckling business  atmosphere  of 


■  OUTSIDE  COURT,  1990 


I 


He  is  not 
wasting  a 
minute  trying 
to  restore  his 
health-and 
reputation 
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the  late  '80s  than  it  does  about  the  man  himself. 

That  debate  will  never  be  fully  resolved.  All  that  is 
certain  is  that  Mike  Milken  has  moved  on.  As  far  as 
Milken  is  concerned,  he  has  paid  his  penalties — a  total 
of  $1.1  billion — and  done  his  time.  But  that  doesn't 
mean  he  has  faded  from  the  scene.  Far  from  it.  For  the 
past  six  years,  Milken  has  used  every  waking  moment 
to  rebuild 
his  life  and 
his  reputa- 
tion. First, 
he  became  a 

major  cancer  philanthropist,  raising  some  $75  million  for 
research  and  appearing  regularly  on  such  TV  programs 
as  Larry  King  Live  and  The  Charlie  Rose  Show  to 
push  efforts  to  cure  prostate  cancer.  And  since  1996, 
he's  moved  back  into  business  in  a  big  way,  founding 
Knowledge  Universe  (ku),  a  new  venture  that  he  hopes 
to  build  into  a  huge  presence  in  the  $800  billion  edu- 
cational-services industry.  Together,  his  twin  pursuits 
have  given  Milken  a  new  platform  from  which,  on  his 

own  terms,  he  is  once 
again  a  player. 

To  have  risen  so  high, 
to  have  crashed  so  hard, 
and  then,  to  just  pick  up 
the  pieces  and  move  on. 
That  could  not  have  been 
easy.  I  can't  help  but 
wonder  what  the  past  10 
years  of  this  man's  life 
have  really  been  like. 
How  has  that  experience 
changed  him?  What's  it 
like  to  be  Mike  Milken 
today?  As  I  finally  come  face-to-face  with 
this  legend  of  the  1980s,  he  reminds  me  of 
no  one  so  much  as  Richard  Nixon  and  his 
own  relentless  quest  for  rehabilitation. 
Is  Milken,  too,  driven  mainly  by  the  desire  to  win 
back  his  good  name?  That  is  certainly  a  part  of  it. 
But  it  doesn't  take  long  to  realize  that,  despite  all  he 
has  been  through,  Mike  Milken  seems  much  the 
same  intense  and  compulsive  guy  he  always  has 
been,  passionately  worked  up  by  his  ideas.  As  I 
watch  him  move  through  his  daily  routine,  I  notice 
an  almost  robotic  quality  to  him.  He's  perpetually  in 
motion,  and  every  minute  of  his  day  is  scheduled. 
He  strikes  me  as  the  opposite  of  an  introspective 
man.  At  work  and  at  play,  he  continues  to  sur- 
round himself  with  the  same  loyal 
family  members  and  business 
associates  who've  stood 
by   him   since  the 
1980s.  There  is 


1946  Born, 
Los  Angeles 

1964  Gradu- 
ates from 
high 
school 
where, 
Eh     as  head 

cheerleader  and  prom 
king,  he  is  voted  "most 
spirited"  in  his  class. 

1964-1968  At  UC 

Berkeley  becomes 
obsessed  with  the 
credit  markets. 

1968  Weds  Lori  Hackel,  his 
girlfriend  since  ninth  grade. 


ft 


1970  Finishes  at  the  top  of 
his  class  at  Wharton  Busi- 
ness School.  Begins  work  as 
a  researcher  at  Philadelphia 
investment  t 
bank  Drexel 
Harriman 
Ripley. 

1971 

Convinces 
Drexel  to 
fund  a  new 
noninvest- 
ment-grade 
bond  trading 
operation. 

His  unit  gets  35%  of 
company's  profits. 

1975-1976  Milken's  junk 
bonds  generate  100%  of 
Drexel's  profits  as  smaller 
companies  turn  to  firm  rather 
than  banks  for  financing.   perelrr 

1976  Learns  his  father  has 
terminal  cancer.  He  moves 
his  entire  28-member 
department  to  Los  Angeles 
to  be  close  to  his  family. 


1977-1983  Drexel  under- 
writes huge  high-yield  deals 
for  such  startups  as  MCI, 
Turner  Broadcasting,  and 
Mirage  Resorts. 

1984-1985 

Corporate 
raiders  backed 
with  Drexel 
junk  bonds 
launch  barrage 
of  hostile 
takeovers.  Vic- 
tor Posner  (right),  Ron 

Icahn,  and 
others 


about  Milken  an  ah'  of  un- 
reality, a  need  to  rewrite 
history  on  much  of  what  he 
has  done.  It's  as  if  to  stop 
long  enough  to  explain  his  past  would  prevent  him  from  do- 
ing what  he  clearly  loves  best:  propelling  himself  into  the  fu- 
ture at  500  mph. 

Milken  hates  to  talk  about  the  old  days.  "It  would  be  so 
time-consuming  to  deal  with."  he  says.  "It  is  better  to  focus 
on  the  future,  that  is  what  gives  me  energy."  It  has  always 
been  that  way  with  Milken.  "Even  in  prison,  he  didn't  want 
to  talk  about  himself,"  says  a  friend  and  former  junk-bond 
client  who  phoned  Milken  during  his  time  in  prison.  "He 
would  say.  "Let's  talk  about  something  more  pleasant,  some- 
thing constructive.'  " 

These  days,  that  "something  constructive"  is  Milken's  dual 
quest  to  find  a  cure  for  his  own  prostate  cancer  and  to  build 
his  education  company.  "In  the  1980s,  I  had  one  huge  idea. 
Now.  I  have  two  huge  ideas."  Milken  pronounces.  Just  as  he 
once  trained  all  his  forces  on  creating  and  controlling  the  then 
S200  billion  junk-bond  market.  Milken  has  refocused  his  ef- 
forts, turning  his  high-energy  laser  beam  on  those  tasks. 

Cancer  doesn't   

seem  to  have 
slowed  him.  The 
man  works — really 
works — 15  hours  a 
day,  seven  days  a 
week.  He  seems  al- 
most too  focused, 
lacking  the  little 
flaws  and  weakness- 
es that  make  the 
rest  of  us  fallible, 
susceptible  to  dis- 
traction, and  in  a 
word,  human.  He 


emerge  as 
big  players 
in  the  take- 
over game. 


1986  Pays 
himself  $550 
million  for  one 
year's  work. 
U.S.  Justice 
Dept.  subpoe- 
nas Milken 
after  arbi- 
trageur Ivan 
Boesky  (right)  implic; 
in  securities  fraud. 

1989  Milken  and  bra 
Lowell  resign  from  Dr 
after  firm  settles  with 
ernment.  SEC  charge: 
with  98  counts  of  rac 
ing  and  securities  frai 

1990  Milken  pleads 
to  six  felonies,  receiv 
10  years  in  prison.  D 
files  for  bankruptcy  a 
market 
tanks  and 
several 
big  lever- 
aged 
deals  go 
south. 


doesn't  touch  coffee, 
alcohol,  or  even 
soda.  He  never  swears.  His  jcj 
are  always  hopelessly  wholesd 
and  corny.  Even  as  a  kid,  he  never  rebel 
When  he  married  his  wife.  Lori.  at  the  age  of  22  in  1968, 
pah*  had  been  dating  since  the  ninth  grade. 

Some  of  his  friends  and  those  who've  worked  closely  \ 
Milken  say  his  drive  for  perfection  is  both  inspiring 
maddening.  "In  so  many  ways,  he  is  who  you  hope  \ 
kids  become.  He  is  diligent,  loyal,  a  great  listener,  grouni 
persistent,  optimistic,  generous  to  a  fault."  says  Joseph  Coi 
lo.  who  was  hired  by  Milken  in  1997  to  inn  KU,  only  to 
months  later  after  a  disagreement  over  strategy.  "But  so 
tiling  is  missing.  He  never  seems  completely  relaxed.  Thei 
always  a  point,  a  purpose.  If  he  could  just  lose  it,  let  go 
would  be  easier  to  relate  to." 

HIGH  CONCEPTS.  When  I  visit  Milken  in  his  Santa  Monici 
flees,  he  immediately  explains  that  driving  purpose.  Stanc 
at  a  white  board,  he  shows  me  a  mathematical  formuk 
says  he  drew  up  as  a  19-year-old  at  Berkeley.  He  cla 
without  a  trace  of  humor  or  irony,  that  it  has  been  the  pi 


THE  DEALMAKER 
IS  BACK 

Milken  is  going  after  the 
$800  billion  educational- 
sendees  market  in  a  big 
way.  He  has  already 
acquired  30  companies, . 
and  more  deals  are  pend- 
ing. Here's  what  his  Knowl- 
edge Universe  looks  like: 


1  KNOWLEDGE  ENTERPRISES  /  $1.3  BILLION  (REVENUES) 

SPRING  (BRITAIN)  $700  million 

Offers  corporate  clients  information- 
consulting,  training,  recruiting,  and 

PRODUCTIVITY  POINT 
INTERNATIONAL  $250  million 

Provides  corporations  with  computer 
training  classes 

NEXTERA  ENTERPRISES  $185  million 

Human-resources  and  info-tech  cons 
company.  Expected  to  go  public  in  W| 

TEC  WORLDWIDE  S50  million 

Support  group  for  CEOs  of  small  bus! 

BOOKMAN  TESTING  $20  million 

Assesses  employee  computer  skills  J 

1993  Establishes  CaP  CURE, 
a  foundation  to  cure  prostate 
cancer.  Begins  raising  $75 
million  to  fund  research  sci- 
entists. Becomes  vegetarian, 
embraces  meditation,  aroma- 
therapy, and  yoga. 


:ers  prison,  a  mim- 
urity  work  camp 
nton,  Calif, 
i  pay  the  first  of 
ion  in  fines  and 
its. 

1993 

Judge 
Kimba 
Wood 
reduces 
Milken's 
prison 
sentence 
to  time 
served. 
Milken 
has  incurable 
:ancer.  Doctors  give 
3  18  months  to  live. 


1998 

Milken  pub 
lishes  The 
Taste  for 
Living 
Cookbook 


1997  Hires  Merrill  Lynch 
chief  economist  Donald 
Straszheim  to  head  his 
Milken  Institute  public-policy 
and  economics 
think  tank. 


1996  Invests  $250  million 
with  brother  Lowell  to  create 
Knowledge  Universe  (KU),  an 
educational-services  compa- 
ny. Oracle  CEO  and  Milken 
friend  Larry 
Ellison 
(right)  puts 
up  another 
$250 
million. 


1996-1998 

Under  former 
Mattel  exec 
Tom  Kalin- 
ske,  KU 
nabs  over 
30  com- 
panies 
and  starts 
up  half  a 
dozen  more. 


with  tips  for  fighting  cancer. 
Book  hits  Amazon.com  best- 
seller list. 

1999  With  $1.5  billion  in 

sales,  KU's  reach 
extends  from 
educational 
toys  and 
preschools  to 
corporate  con- 
sulting and 
technical 
training. 


ical  underpinning  for  his  entire 
P=EFT  (DHC  +  ESC  +  ERA). 
ti?"  I  ask.  "Prosperity  is  the  sum  of  financial  technology 
3  the  sum  of  human  capital  plus  social  capital  plus  real  as- 
|  Milken  reads,  looking  at  his  scribblings  with  satisfaction, 
ilken,  I  later  learn,  trots  out  this  neat  little  theorem 
'ever  he  gives  a  talk.  Another  story  he  is  fond  of  telling 
>w  he  decided  to  study  business — and  eventually  went 
investment  banking — after  the  Watts  riots  of  1965  made 
realize  that  underprivileged  African  Americans  and  oth- 
lidn't  feel  they  had  access  to  the  financing  and  credit  that 
>  the  American  dream.  Self-serving  as  these  stories 
d,  they  do  help  me  get  a  handle  on  what  he's  about, 
i's  The  World  According  to  Mike:  First,  he  was  focused 
financial  technology"  and  "democratizing  capital" — what 
rest  of  the  world  knows  as  the  creation  of  his  junk- 
I  empire.  In  his  mind,  that  period  of  his  life  came  to  an 
not  because  he  was  fired  from  his  job  and  sent  to  prison 
jecause  he  solved  the  riddle,  helping  men  like  Ted  Tum- 
id William  McGowan  finance  the  launch  of  Turner  Broad- 
ng  and  MCI  Communications.  Then  he  turned  his  atten- 
to  "access  to  knowledge,  and  access  to  social  capi- 
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INTURES  /  $245  MILLION  (REVENUES)  f 

5  DISCOVERY  CENTERS  $150  million 

Owns  and  operates  250  preschools 

$80  million 

Makes  toys  that  help  kids  spell,  read,  and  multiply 

1TIVE  STUDIO  $10  million 

Develops  computer-based  learning  systems 

1ING  $5  million 

Publishes  educational  magazines  and  books 

NIVERSE  (Startup) 

Computer  training  for  teachers 

irtup) 

Online  graduate  courses  by  Columbia  University  and  other  professors 

CATION  DYNAMICS 

20%  stake  in  this  for-profit  preschool  and  elementary  school  chain 

tal."  Read:  cancer  research,  education,  and  public  policy. 

I  feel  like  shaking  him  and  saying:  "But  Mike,  don't  you  re- 
member, you  went  to  jail?  Will  you  at  least  make  a  joke 
about  it?"  He  doesn't,  he  can't.  I  find  it  all  a  bit  overbearing, 
this  tendency  of  Milken's  to  ramble  on  in  academic-speak 
and  rewrite  history.  Maybe  all  the  high  concepts  are  true,  but 
they  sound  like  a 
mental  balm,  swathing 
Milken's  old  wounds. 
"You  don't  get  com- 
plete  candor  from  Mike,"  says  one  former  junk-bond  client. 
"He  never  thinks  he  got  a  math  problem  wrong  in  his  life. 
Forget  about  admitting  he  made  a  legal  and  ethical  mis- 
take." Adds  another  former  close  associate:  "Do  I  think  he 
went  into  investment  banking  to  help  people  who  couldn't  get 
access  to  capital?  I  think  he  now  thinks  he  did.  But  I  don't 
know  any  investment  bankers  who  started  out  that  way." 
REAL  FLOWERS.  Yet  that  ability  to  focus  on  only  that  which 
he  wants  to  see  may  also  be  part  of  what  is  keeping  Milken 
alive  today.  From  the  day  he  was  diagnosed,  he  has  acted  al- 
most as  though,  through  hard  work  and  concentrated  effort, 
he  can  will  his  disease  away.  When  Milken  learned  he  had 

cancer,  just  a  week 
after  getting  out  of 
prison,  his  doctors 
told  him  to  reduce 
his  stress,  to  stop 
and  smell  the  flow- 
ers. He  took  the  ad- 
vice literally.  "It 
was  around  Moth- 
er's Day,"  recalls  his 
sister  Joni  Noah, 
"and  all  the  flowers 
were  in  bloom. 
'Look,'  he  said, 
grabbing  both  me 


In  a  quest  to  find  families  with  prostate  cancer,  Milken 
called  Ted  Turner  and  got  on  Larry  King's  show 
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and  Lori  by  the  arms,  'Let's  stop  and  look.'  He  said,  'It  is  so 
special'  He  never  did  anything  like  that  before." 

Milken  quickly  began  the  usual  hormone  therapy  for  late- 
stage  prostate  cancer,  but  he  also  threw  himself  into  a  host  of 
other  things.  He  took  up  aroma  therapy  and  meditation  and 
became  a  strict  vegetarian,  convinced  that  eating  just  grains 

and  steamed  vegeta- 
bles would  boost  his 
immune  system.  He 
went  on  retreats  con- 
ducted by  celebrity  guru  Deepak  Chopra.  He  got  sesame-oil 
massages  and  rented  a  place  on  the  beach  in  Malibu  to 
breathe  the  sea  air.  Milken  even  moved  a  specialist  in  East- 
ern alternative  therapies  into  his  house.  "I  had  nothing  to 
lose.  I  would  try  eveiything,"  says  Milken,  whose  father  and 
six  other  relatives  had  died  of  cancer. 

But  under  this  New  Age  surface,  the  old  Milken  was  still 
very  much  in  evidence:  He  at- 
tacked his  disease  with  the 
same  intensity  that  he  once 
saved  for  scrutinizing  a  com- 
pany's balance  sheet,  deter- 
mined that  the  riddle  of  his 
advanced-stage  prostate  can- 
cer could  be  solved  if  the 
right  capital  and 

■  SMART  TOYS 

Product  engineers  kick 
back  at  Leapfrog.  Once 
paroled,  Milken  seized 
on  the  idea  of  melding 
entertainment,  technol 
ogy,  and  education 


boost  it  might  not  have  gotten  otherwise  (page  1( 
By  1994,  Milken  was  greeted  with  a  welcome  developm 
He  was  still  alive,  and  his  cancer  was  in  remission.  Faced  \ 
the  prospect  of  actually  being  around  a  while  longer,  Mil 
vowed  to  get  a  measure  of  quality  back  into  his  life.  "I  fe 
had  more  time,"  he  says.  "I  had  gone  from  the  dash  to  r 
ning  the  mile."  Still  committed  to  his  vegetarian  diet,  Mil 
was  weaiy  of  eating  the  same  bland  meals.  So  he  hired  B 
Ginsberg,  a  gourmet  vegetarian  cook.  Her  mandate:  to  use 
and  other-  ingredients  to  make  proxies  of  hamburgers, 
dogs,  and  the  other  foods  he  used  to  love.  "After  two  year 
steamed  vegetables  and  lettuce  with  nothing  on  it,  I  starte< 
think,  'O.K.,  my  life  expectancy  is  longer  than  I  thou 
what  can  I  do  without  rocking  the  boat?' " 

It's  a  thought  that  applies  to  far  more  than  Milken's  c 
He  began  spending  more  time  on  his  Milken  Institut< 
think  tank  he  created  in  1991  to  advance  debate  on  the  g 


focus  were  ap- 
plied. Within  a 
week  of  being  di- 
agnosed, Milken 
was  on  his  Gulf- 
stream  jet  with 
his  oncologist, 
Stuart  Holden,  to 
attend  a  research 
conference  on 
prostate  cancer. 
"No  patients  go  to  these  con- 
ferences," says  Huh It'n.  Milken 
soon  made  Holden  the  med- 
ical director  of  a  new  founda- 
tion set  up  to  fund  research 
into  prostate  cancer,  <  ;aP  cure. 
And  he  began  pouring  millions 
into  the  foundation,  using  his 
status  and  contacts  to  accel- 
erate the  search  for  a  cure. 
HELPFUL  CONNECTIONS.  Researchers,  for  instance,  had  been 
working  for  nine  years  to  find  families  in  which  three  or  four 
members  had  prostate  cancer.  "Mike  heard  this  and  said, 
'0.  K.,  we  need  those  families,  fine.  We'll  go  on  Larry  King 
with  Norman  Schwarzkopf  and  myself  and  make  a  pitch.' 
I  arry  King  didn't  want  to  do  the  show.  So  Mike  called 
tier,"  and  the  show  went  on,  Holden  says, 
ion,  says  Holden,  the  research  team  had  the  families  it 
needt  1  for  the  project.  "He  thinks  he  can  do  anything.  He 
said,  'Once  we  get  prostate  behind  us,  we'll  solve  the  rest  of 
them.'  I  said,  '0.  K.,  Mike,  I'm  with  you.'  And  after  awhile 
you  believe  it.  It  is  like  a  cult,  maybe.  But  I  am  a  person 
who  is  hardly  susceptible  to  cults,"  says  Holden.  While  it's 
arly  to  know  if  any  of  this  research  will  yield  signifi- 
results,  leading  scientists  say  Milken's  money  and  his 
enthusiasm  have  given  prostate  cancer  research  a  huge 


issues  of  the  day.  He  was  also  antsy  to  get  back  into  the 
ness  world  that  he  once  loved.  But  what  business?  Bannec 
life  from  the  securities  industry  as  part  of  his  plea  barj 
Milken  had  just  gotten  a  slap  on  the  wrist  by  the  Secur 
&  Exchange  Commission  for  his  advisory  role  in  the  Tu 
Broadcasting-Time  Warner  merger.  So  he  turned  to  ano 
passion,  education. 

Ever  since  Milken  began  tutoring  inner  city  kids  in 
1980s,  he  says  he  recognized  a  business  opportunity  in  pri 
education.  As  early  as  1988,  he  and  the  late  Steve  R 
then  chairman  of  Warner  Communications,  had  startf 
venture  called  Education  Entertainment  Network.  Late 
prison,  he  put  some  of  his  ideas  to  work,  tutoring  other  ) 
oners  and,  on  the  weekends,  then-  kids  who  came  to  visit 
when  he  was  ready  to  start  his  next  business,  Milkei 
huge  science-fiction  fan  who  loves  to  make  reference 


Rivals  wonder  if  Milken's  grand  educational  scheme  is 
matched  by  a  well-thought-out  business  strategy 
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Star  Trek  and  Star  Wars  in  his  speeches — decided  to  many 
entertainment  and  technology  with  education  to  make  learn- 
ing more  accessible  for  both  kids  and  adults. 

As  high-minded  as  it  all  may  sound,  make  no  mistake: 
This  move  has  as  much  to  do  with  making  money  as  it  does 
with  improving  education.  He  likens  the  situation  to  the 

transformation  that 
occurred  in  the  health- 
care industry  a  few 
decades  ago.  "There 
was  not  one  medical  company  in  the  top  50.  Today,  20%  of  the 
top  50  are  pharmaceuticals,"  he  says.  Milken  is  convinced  that 
consolidation  in  the  fragmented  educational-services  business 
will  allow  for  the  creation  of  huge  new  corporations — and  he 
intends  to  be  in  charge  of  one  of  them. 

In  short  order,  Milken  has  snatched  up  dozens  of  compa- 
nies, ranging  from 

■  UP  FROM  WALL  STREET 

The  Milkens  with 
developmentally  impaired 
students.  Milken  got  the  bug 
for  educating  when  tutoring 
inner-city  kids  in  the  1980s 


Leapfrog  LLC,  a  mak- 
er of  educational  toys 
now  with  $80  million 
in  revenue,  to  CRT 
Group  PLC,  a  British 
information-technolo- 
gy training  and  re- 
cruiting company 
now  with  $700  mil- 
lion in  revenues.  In 
what  would  have  been  its 
biggest  deal,  last  year  ku 
lost  a  bid  to  acquire  the  ed- 
ucational properties  of  Si- 
mon &  Schuster  to  Pearson 
PLC,  which  paid  $4.7  billion 
for  the  divisions. 
"MACRO  PLAN."  To  build  his 
new  empire,  Milken  has 
surrounded  himself  with  fa- 
miliar faces.  He  has  hooked 
up  with  Tom  Kalinske,  a 
former  Mattel  Inc.  CEO 
whom,  in  another  lifetime, 
Milken  saved  from  disgrace 
with  a  1984  junk-bond  of- 
fering that  staved  off  bank- 
ruptcy at  the  toy  company. 
Kalinske,  who  later  became 
ceo  of  video-game  compa- 
ny Sega  America,  has  been 
working  closely  with  Mil- 
ken, serving  as  ku's  presi- 
dent and  mapping  out  its  business  structure.  For  his  board, 
Milken  has  picked  other  old  friends  and  business  associates. 
The  list  reads  like  a  who's  who  of  the  1980s  junk-bond  days: 
Rupert  Murdoch,  ceo  of  News  Corp.;  Leo  J.  Hindrey  Jr., 
•resident  of  Tele-Communications;  and  Stephen  Bollenbach, 
i  >  of  Hilton  Hotels. 

Conspicuously  absent  from  this  list  of  entertainment  and 
^communications  titans  are  any  real  educators,  though 
any  education  experts  run  his  companies.  And  so  far,  ku 
-.von  a  measure  of  support  from  outside  educators,  in 
cause  of  Milken's  longstanding  record  of  education- 
nthropy.  "In  this  world,  anything  that  is  for  profit  is 
ed  to  have  shady  motives,"  says  Arthur  Levine,  pres- 


ident of  Columbia  University's  Teachers  College.  "The  j 
question  is  whether  any  of  these  companies  can  make 
ey  and  deliver  better  quality.  If  Milken  can  do  it,  more 
er  to  him." 

Milken's  plan  is  to  forge  a  broad  ku  brand,  which  w 
provide  everything  from  local  preschools  to  computer  cla 
"The  macro  plan  for  20  years  from  now,"  says  Kalinske, 
child  who  plays  with  Leapfrog  toys,  then  moves  on  to  KU 
ware  in  high  school,  and  then  takes  an  sat  prep  course 
KU,"  says  Kalinske.  After  using  various  KU  services  thrc 
out  a  lifetime,  the  plan  goes,  a  retiree  could  even  "get  t 
ing  for  a  new  part-time  career."  And  though  he  says  it 
crucial  to  Ms  plan,  Milken  is  likely  to  go  after  the  difficult 
controversial  market  for  owning  and  managing  for-profit 
ondary  schools. 

Milken  and  Kalinske  could  hardly  have  set  themseh 
more  ambitious  goal.  But  they  have  plenty  of  company.  L 
last  few  years,  dozens  of  publicly  traded  educational  co 
nies,  like  tutoring  company  Sylvan  Learning  Systems  Inc 
adult-education  specialist  Apollo  Group  Inc.,  have  beei 
joying  hefty  profits  and  soaring  stock  prices. 


But  no  one  except  Milken  is  trying  to  go  after  the  m 
so  broadly.  Clitics  and  competitors  wonder  if  his  high-m 
rhetoric  is  matched  with  a  well-thought-out  strateg 
many,  he  seems  to  be  indiscriminately  snatching  up  e 
thing  that  comes  his  way  without  a  real  plan  to  put  it  £ 
gether.  "What  is  the  core  competency,  the  focus?"  asks 
Sperling,  ceo  of  Apollo,  parent  of  the  publicly  traded 
versity  of  Phoenix. 

Milken  has  no  doubts  about  his  strategy.  Althoug 
says  he  spends  less  than  half  his  time  on  KU,  he  hea( 
KU's  Los  Angeles-based  finance  arm,  which  plots  str: 
and  scouts  for  acquisition  opportunities.  He  is  d< 
involved  in  the  details  of  key  deals  and  doesn't 
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Jfiey  say  ™h  lmlml,tcd  access  to  &ee 

real-trme  quotes  and  online  trading,  who  needs  to  rely 
on  a  full-service  broker? 

T8)e  Say  anyone  with  something  significant  at  stake 
Be  it  assets  or  aspirations.  Yes,  our  web  sites  were! 
recently  called  the  best  among  full-serv.ee  firms  by 
SmartMoney*  Yet  what  our  clients  want  most  is  access' 
to  customed  investment  adv.ee.  At  Pa.neWebber  we 
beheve  the  presence  of  a  Financial  Advisor  -  someone 
who  knows  you  and  your  financ.al  goals- is  more 
valuable  than  what  you  may  save  by  going  it  alone, 
frank  back  to  the  third  quarter  of  '98.  Amid  all 
the  market  turmoil,  Pa.neWebbers  stance  was  clear 
(while  a  lot  of  that  "free"  research  out  there  may  havei' 
proved  costly  to  some  investors).  And  our  Financial 
Advisors  didn't  disappear  when  their  adv.ee  was  needed 
most.  When  you  see  how  that  could  mean  a  visible1 
difference  between  saving  money  on  commission,  and 
meeting  your  financial  objectives, 


yOU'//. 


ou  11  say 

PaineWfebber 

Jo  learn  more  about  Pa.neWebber 
call  1-888-PWJ-2001,  Ext.  70  or  visit 
www.  pame  webber.  com 

'Source:  1 1/98  SmartMoney.  SmartMoney  is  a  registered  trade™  t  A 


Although  his  cancer  is  in  remission, 
Milken  knows  it  could  come  back  at  any  time 
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twice  about  calling  his  executives  at  (5  a.m.  or  midnight  to 
brainstorm. 

Milken's  M.  0.  is  to  buy  small  companies  that  could  use  his 
deep  pockets  to  grow.  In  the  preschool  market,  for  instance, 
Milken  bought  publicly  traded  Children's  Discovery  Centers 
last  year  to  gain  a  foothold  in  the  $34  billion  market.  The 

poorly  run  company's 
stock  was  depressed. 
ku  has  taken  it  pri- 
vate, overhauled  its 
management,  and  plans  to  use  it  as  the  core  of  a  national 
chain  to  provide  in-house  day  care  to  corporations.  Although 
bigger  chains  already  exist,  such  as  Bright  Horizons  and 
KinderCare  Learning  Centers,  the  largest  50  companies  have 
just  6%  of  the  market,  says  Michael  T.  Moe,  a  Meirill  Lynch 
analyst.  Milken  figures  there's  plenty  of  room. 

As  in  cancer  research,  Milken  is  throwing  around  his 
celebrity  status  to  give  his  new  companies  a  boost.  In  1997, 
Leapfrog,  then  a  tiny  com- 
pany with  $10  million  in 
revenues,  needed  a  spokes- 
person for  its  reading  toys. 
Milken  called  up  his  friend 
Whoopi  Goldberg,  who  is 
also  involved  in  educational 
programs.  "We  were  a  little 
skeptical  that  she  would 
show  up,"  recalls  Leapfrog 
ceo  Michael  C.  Wood.  A 
few  days  later,  though,  "a 
car  pulls  up  and  out  jumps 
Whoopi.  She  said,  'Show  me 

what  you  have  What  can 

I  do  to  help,  to  spread  the 
word?  How  about  Rosie, 
Katie  Couric?'"  Plugs  from 
those  stars  no  doubt  helped 
Leapfrog's  sales  jump  from 
$17  million  in  1997  to 
an  expected  $80  mil- 
lion in  1999. 

Despite  all  his 
frenetic  activity,  ask 
Milken  what  he 
wants  his  legacy  to 
be  and  the  answer 
will  nut  be  curing 


house  where  Mike  grew  up  and  where  his  mother,  Feme,! 
lives.  Although  the  land  around  the  house  was  subdivl 
years  ago,  the  Milkens'  place  feels  secluded,  surrounded 
huge  sycamore  trees  and  chaparral-covered  hills. 

Mike's  brother,  Lowell,  and  his  sister,  Joni  Noah,  and  tjji 
families  all  live  a  few  miles  from  Mike  and  Lori  as  do  Lfc 
brothers  and  sisters.  Lowell,  Joni,  and  their  spouses  | 
work  with  Milken  at  the  Milken  Family  Foundation,  a  prl 
educational  and  medical-research  charity  founded  in  If 
The  foundation  has  a  half-dozen  programs  ranging  from  -. 
port  for  schools  for  disabled  kids  to  handing  100  awarl 
year  for  $25,000  each  to  outstanding  public-school  teaeh$ 

Lori  Milken  says  Mike  feels  responsible  for  the  hardship 
prison  days  caused  his  own  children.  The  investigation  § 
prison  term  dragged  on  from  1986  to  1993,  formative  y| 
for  Milken's  children.  When  the  investigation  broke,  Mil 
two  sons  were  11  and  9  years  old.  His  daughter  was  5. 
of  his  children  suffer  from  medical  problems,  and  as  the 


■  ECONOMICS  BRAIN  TRUST 

Milken  with  Nobel  laureates 
Merton  Miller,  Gary  Becker, 
and  Myron  Scholes  at  a 
Milken  Institute  conference 
on  public  policy  in  March 


cancer  or  revolution- 
izing capital  or  edu- 
cation. Instead,  his  response  seems  to  jump  right  out  of  a 
1950s  black-and-white  TV  sitcom.  "I'll  take  'great  dad,'"  he 
says  without  hesitation.  "I  love  being  a  dad,  a  husband,  a  son. 
Relationships  make  life  worth  living.  That  is  what  got  me 
i  hrough  the  legal  storm."  Milken  has  always  been  a  devoted 

<>n,  too,  moving  his  entire  junk-bond  operation  from  New 
>rk  to  Los  Angeles  in  1976,  when  his  father  became  fatally 

!i  with  cancer. 

DTIME.  Lori  and  Mike  live  in  the  same  rambling  ranch 
-e  where  they  have  raised  their  three  children  since  pur- 
Ci    >ng  it  in  1978  for  $700,000.  Built  for  Clark  Gable  and  Ca- 
role Lombard  in  the  1930s,  the  house  has  two  stories  with  a 
■  front  and  blue  wood-shingled  sides  and  is  on  what 
nee  rolling  ranch  land.  It  is  less  than  a  mile  from  the 
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approached,  their  conditions  worsened,  says  Lori  Mils 
Weekends  were  consumed  by  the  long  trip  to  Pleasanto| 
visit  Milken  in  prison.  When  his  eldest  graduated  from  I 
school,  Milken  wasn't  there  to  see  him  win  awards  for  I 
standing  work  in  science  and  languages.  Says  Milken:  I 
kids  know  who  I  am,  but  people  don't  realize  how  cliff  IB 
something  like  this  can  be  for  families  of  public  figures.'! 

Life  is  much  better  now,  but  Milken  is  still  trying  to  n| 
up  for  time  lost.  He  regularly  discusses  homework  witll 
daughter,  now  17.  When  he  travels,  he  stuffs  copies  ofl 
books  into  one  of  the  duffel  bags  he  always  carries  aro|^ 
"We  were  at  a  charity  dinner,"  says  Gresh  Brebach.  "I  I 
Mike  looking  down  at  his  napkin  while  he  was  carrying  i 
conversation.  I  said,  'What  are  you  doing?'  He  was  revie^ 
his  kid's  homework  assignment  as  he  was  talking." 

His  daughter  is  studying  dance,  and  Milken  likes  to  artf 
her  by  going  up  to  her  room  in  the  evenings,  deftly  imitan 
her  dance  steps.  To  share  her  passion,  he  absorbs  eveiy  sal 
of  knowledge  on  ballet.  Did  I  know,  he  asked,  that  there!i 
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When  you  buy  a  Dell  OptiPlex""  Desktop,  you're 
buying  power  and  quality.  So  why  settle  for 
anything  less  when  it  comes  to  your  monitor?  Your 
decision  to  buy  Dell  will  be  brighter  and  better 
when  you  include  a  ViewSonic  monitor.  By 
specifying  ViewSonic,  you'll  ensure  that  your 
Visual  Computing'"  experience  is  excellent. 

The  new  VP150,  15"  viewable  LCD  ViewPanel"  is  a 
case  in  point.  It  features  a  140°  viewing  angle,  a 
spectacular  true  resolution  of  1,024  x  768,  a  rock 
solid  image  and  amazing  screen  performance.  Put 
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and  enjoy  the  best  in  Display  Technology™ 
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The  VP1 50's  warranty  covers  3-years  on  parts  and 
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Predictable. 


In  the  beginning,  your  computer  network  was  predictable. 


Then  came  a  deluge  of  users,  platforms  and  applications.  And  each  one  brought  a  little  bit  of  chaos  to  the  system. 

There  is  a  solution.  Novell  Directory  Services®. 
At  Novell,  we're  network  specialists.  We  create  order.  With  NDS   software,  employees  are  organized  according  tell 
unique  identities.  By  typing  one  password— on  any  machine,  in  any  location— your  users  can  securely  access  all  their  files  and  applicat 
NDS  is  the  first  directory  to  integrate  with  different  platforms  like  NetWare  ,  NT  and  UNIX,  so  each  department  can  contini 
use  the  system  they  prefer.  And  intelligent  NDS-enabled  applications  can  help  you  correct  problems  like  Y2K,  before  they  become  a  cris. 
Chaos  is  not  inevitable.  Novell  Directory  Services  can  stem  the  tide. 

1.800.208.2700  or  www.novell.com/directory 


1  million  people  who  perform  in  ballet,  vs.  3.5  million  in  opera? 
It  was  as  if  he  had  concluded  that  ballet  was  undercapitalised. 

Milken,  of  course,  isn't  just  making  up  for  veal's  lost  in  the 
past.  He's  also  making  up  for  the  near  certainty  of  years  lost 
in  the  future.  Although  his  cancer  is  in  remission,  he  knows  it 
could  strike  again  at  any  time.  Says  Milken:  "My  hope  is 
there  will  be  a  breakthrough."  But  that  might  take  a  while. 
And  unless  new  treatments  are  found.  Milken  "is  living  with 
a  ticking  time  bomb,"  says  oncologist  Holden. 

That's  why  Milken  is  more  focused  than  ever  these  days. 


With  the  time  that's  left  to  him,  he  is  striving  to  erase 
painful  episodes  of  the  last  decade.  It  hasn't  been  easy. 
Milken,  the  only  answer  is  to  keep  pushing.  "If  I  were  ii 
position.  I  would  be  in  the  French  Riviera,"  says  Holden. 
loves  to  work  hard.  As  long  as  he  is  doing  something  w 
he  works  tirelessly,  he  is  happy."  As  Mike  and  I  part 
pany.  I  feel  relieved.  He's  an  exhausting  guy  to  be  an 
and,  at  the  core,  a  tragic  character.  But  his  way  of  dej 
with  his  situation  is  to  work  twice  as  hard  to  win  ever 
over.  That  ought  to  keep  Mike  Milken  very  busy  indeed 


MONEY  FLOODS  IN  TO  FIGHT  A  KILLER 


I 


don't  know  junk  bonds 
from  junk  mail,"  says  Dr. 
I  Jonathan  W.  Simons.  But 
the  Johns  Hopkins  University 
School  of  Medicine  oncologist 
does  know  all  about  the  power 
of  Michael  Milken's  money 
when  it  comes  to  battling 
prostate  cancer.  Back  in  the 
early  1990s,  when  prostate  can- 
cer was  seen  as  "just  one  of  the 
diseases  of  old  men  that  was 
incurable,"  Simons  recalls,  he 
was  able  to  wipe  out  cancer  in 
rats  with  a  new  gene-therapy 
vaccine  approach.  But  Simons' 
search  for  funding  came  up  dry. 
Total  annual  prostate  cancer 
spending  at  the  National  Insti- 
tutes of  Health  was  a  measly 
$10  million. 

Once  Simons  got  Milken  be- 
hind his  work,  though,  doors 
opened  quickly  Not  only  did  Milken's 
Association  for  the  Cure  of  Cancer  of 
the  Prostate  (cap  cure)  step  in  with 
crucial  grants,  Milken  also  jawboned 
biotech  execs  into  taking  on  the  proj- 
ect. Now,  one  clinical  tiial  has  shown 
promising  results.  And  with  support 
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from  biotech  company  Cell  Genesys, 
larger  trials  are  beginning.  "This  is 
not  a  cure  yet,  but  it's  damned  inter- 
esting," says  Simons. 
CLINICAL  TRIALS.  With  baby  boomers 
increasingly  concerned  about  prostate 
cancer,  what  was  once  a  research 
backwater  is  now  humming  with 
promise.  Total  annual  federal  funding 
for  prostate  cancer  research  has 
soared  to  $250  million,  with  about  an 
additional  $20  million  coming  from 
cap  cure.  About  80  drugs  ;,  d  thera- 
pies are  in  clinical  trials,  up  >om  just 
3  in  1993.  Scientists  are  convinced 
they're  close  to  unraveling  the  biolog- 
ical details  of  a  disease  that  kills 
40,000  Americans  each  year.  And 


SIMONS:  Crucial  support  to  fight  prostate  caiicer 


Milken  "has  done  more  to  advance 
the  cause"  than  anyone,  says  urologie 
surgeon  William  J.  Catalona  of  Wash- 
ington University  in  St.  Louis. 

Milken  and  cap  cure  have  been 
functioning  like  venture  capitalists, 
supporting  high-risk,  unconventional 
ideas  in  the  hopes  some  will  pay  off 
big.  Back  in  1995,  for  instance,  Dr. 
Joel  B.  Nelson  at  Johns  Hopkins 
was  experimenting  with  drugs  that 
block  a  natural  substance  called  en- 
dothelial, which  causes  blood  ves- 
sels to  narrow.  Not  only  might  the 
drugs  reduce  the  terrible  pain  of 
prostate  cancer,  Nelson  thought, 
but  thev  also  might  slow  the  cancer 
itself. 

But  he  needed  funds,  and  cap 
cure  was  the  only  source  willing  to 
take  the  risk.  "The  idea  was  com- 
pletely new  and  untested,"  Nelson 
explains.  "Without  them,  it  would  be 
dead  in  the  water."  Nelson  gathered 
enough  evidence  to  attract  major 
support  from  Abbott  Laboratories. 
Now,  Abbott's  drug  is  showing  dra- 
matic results  in  clinical  trials. 

Another  research  effort  may  help 


explain  why  Milken.  wrho  was 
given  only  12  to  18  months  to 
live  back  in  1993,  beat  the  odd 
With  cap  cure  funding,  Dr. 
Charles  E.  Myers  of  the  Uni- 
versity of  Virginia  has  been 
probing  the  role  of  dietary  fat 
He  has  found  that  cancer  cells 
convert  a  fat  called  arachidoni 
acid  into  a  substance  they  nee 
for  survival.  Block  that  path- 
way, and  in  the  test  tube 
"every  available  prostate  canc> 
cell  line  is  dead  in  two  hours," 
he  says. 

Myers  has  since  won  addi- 
tional grants  from  the  Defens 
Dept.  His  results  also  show 
that  a  vegan  diet — no  meat,  r 
eggs,  no  dairy  products — wThi( 
slashes  levels  of  arachidonic 
acid  in  the  blood,  may  be  an 
effective  treatment.  Milken 
himself  switched  to  a  low-fat  vega 
diet  back  when  the  idea  wras  still 
controversial. 

Milken's  crusade  hasn't  been  wit 
out  controversy.  Some  researchers 
complain  that  cap  cure  is  too  fo- 
cused on  the  late-stage  metastatic 
disease  that  Milken  has.  Others  sa\ 
it  shifts  gears  each  time  a  new  hot 
area  of  research  emerges.  And 
Milken,  of  course,  isn't  the  only  res 
son  prostate  cancer  research  has 
taken  off.  Others  afflicted  with 
prostate  cancer,  such  as  Intel  Corp 
Chairman  Andy  Grove,  who  sits  or 
the  board  of  cap  cure,  and  former 
Senator  Bob  Dole,  have  helped  rai.' 
awareness.  "Milken  deserves  some 
credit,  but  not  the  majority,"  says 
prostate-cancer  specialist  Dr.  Otis 
Brawiey  at  the  National  Cancer  In 
stitute.  "The  science  all  of  a  suddei 
became  ripe  for  the  picking." 

cap  cure  isn't  asking  for  a  piece  I 
any  profits  that  might  result  fronl 
breakthrough.  For  Milken,  a  cure  I 
self  would  be  payoff  aplenty. 

By  Joint  Caif 
in  Washinqti 
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PLAYING  BALL  WITH  FIDEL:  Angelos,  Castro,  and  Commissioner  Bud  Selig  watch  the  Orioles  in  Havana 


BASEBALL 


THE  TOUGHEST  BIRD 
IN  BALTIMORE 

For  Orioles  owner  Peter  Angelos,  it's  all  about  clout 


When  Cuba's  baseball  team 
plays  the  Orioles  in  Baltimore 
on  May  J,  there  will  be  one 
pugnacious  plaintiffs  lawyer 
basking  in  the  warmth  of  the  TV  lights — 
and  taking  intense  heat  from  critics  of 
the  Castro  regime.  But  hey,  Peter  An- 
gelos can  lui mile  it. 

It  wasn't  Steinbrenuer  or  Turner  or 
Eisner  or  Murdoch  or  any  of  the  other 
Ma  jor  League  Baseball  owners  who  got 
the  State  Dept.  to  allow  an  American 
ball  club  to  play  in  Havana  and  then 
host  the  Cuban  team  in  the  States  for  a 
rematch.  It  was  a  guy  who  came  up  the 
•cay  in  East  Baltimore — toiling  in 
I lw  in  i  tm  of  his  immigrant  Greek  father, 
going  to  law  scfwol  at  night,  working  as 
a  union  lawyer.  It  was  a  guy  who  stood 
up  to  the  asbestos  industry  and  won.  It 
whs  a  guy  who  bought  the  Orioles  and 
sells  out  Camden  Yards.  It  was  a  guy 


who  helped  exact  billions  from  Big  To- 
bacco.  It  was  a  guy  who  can  command 
tlie  attention  of  a  roomful  of  U.  S.  sena- 
tors. It  was  a  guy  who  snaps  his  fingers 
in  Maryland  and  a  dozen  officials  come 
running.  It  was  a  guy  who  drives  a  late- 
model  Caddy  and  picks  up  his  own  dry 
cleaning.  It  iras,  of  course,  Angelos. 

Why?  Because  he's  got  the  juice.  And 
that  thirst  for  influence,  more  tlian  any 
other  reason,  is  what  makes  Peter  run. 

The  minivan  zips  along  Havana's  main 
drag,  the  Malecon.  To  the  light,  a  sump- 
tuous view  of  the  sea  churning  against 
an  ancient  wall;  to  the  left,  block  after 
block  of  ramshackle  houses  that  look  as 
though  they  haven't  seen  a  paintbrush 
since  the  Eisenhower  years.  From  inside 
the  van,  Peter  G.  Angelos  surveys  the 
eerie  scene,  clearly  stirred  by  beauty 
and  poverty  living  side  by  side. 


He  has  just  come  from  watchin 
Baltimore  Orioles  become  the  first 
team  to  play  here  in  40  years.  But 
four  hours  at  the  elbow  of  Fidel  C; 
foreign  policy,  not  exhibition  bas 
is  on  his  mind.  "You  just  saw 
Cubans  stand  at  attention  whih 
American  national  anthem  was  p 
and  while  the  American  flag  flut 
in  the  Cuban  breeze,"  he  says.  "\ 
made  our  peace  and  established 
tions  with  countries  like  Vietnam  1 
we  lost  55,000  soldiers  and  spen 

lions         If  Vietnam  was  accept 

why  isn't  a  resolution  of  our  differ 
with  this  country?  We  didn't  los< 
soldiers  in  Cuba  that  I  can  recall. 

Not  a  lot  of  nuance  there.  But 
you  see  is  what  you  get  with  Anj 
"Peter  Angelos  is  a  completely  u 
individual,"  says  Casper  R.  Taylo 
speaker  of  the  Maryland  House  oil 
egates.  "He  has  intense  goals,  inl 
drive,  and  an  intense  ego." 
UNDER  CONSTRUCTION.  In  Havanf 
three  were  on  display.  The  high-j$ 
visit  made  an  international  celebr^ 
Angelos — if  only  for  a  moment.  DiJ 
gelos  have  any  problem  standing  li 
the  last  icon  of  international  eommuS 
No,  replies  the  five-foot,  six-inch  An$ 
"except  I  was  kind  of  unhappy  he  vi 
much  taller  than  me.  That  was  mu 
thought."  Luckily,  they  did  plenty  ill 
ting  during  the  Mar.  28  game,  a  3-1 
tra-inning  victory  for  the  Orioles,  ij 

If  Cuba  was  a  power  surge  for  i% 
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los,  it  also  was  a  chance  to  delight  chil- 
dren, as  he  loves  to  do.  On  his  tab,  15  in- 
ner-city school  kids  from  Baltimore  ac- 
companied the  Orioles  to  Havana,  where 
they  sampled  Cuban  culture  and  gener- 
ally had  the  time  of  their  lives.  For  the 
rematch  between  the  Orioles  and  Cuban 
All  Stars  at  Camden  Yards,  Angelos' 
guest  list  is  even  longer:  8,000  free  tick- 
ets will  be  distributed  to  the  local  kids. 

That's  the  good  Peter.  The  other  Peter 
is  a  great  deal  more  intimidating.  Take 
the  guy  who  had  the  misfortune  of  own- 
ing the  Burger  King  in  Angelos'  down- 
town office  tower.  Angelos  decided  one 
day  that  the  building  was  too  upscale 
for  a  fast-food  joint.  Not  long  after,  one 
entrance  was  locked  and  a  second  be- 
came part  of  a  construction  site — un- 
avoidable, you  know — and  away  went 
the  customers.  The  Burger  King  fran- 
chisee declined  to  be  interviewed  for  this 
article.  So  did  others.  Four  fellow  base- 
ball owners,  several  former  Orioles  em- 
ployees, and  novelist  Tom  Clancy,  one  of 
Angelos'  co-investors  in  the  team,  did 
not  respond  or  turned  down  requests  to 
talk  about  him.  Even  Senator  Patrick 
Leahy  (D-Vt.),  who  accompanied  the  Ori- 
oles to  Cuba  and  whom  Angelos  de- 
scribes as  a  "good  friend,"  was  silent. 

Yet  it  is  Angelos'  reputation  for  tough- 
ness that  seems  to  get  things  done.  Base- 
ball officials  had  been  trying  to  send  a 
major-league  team  to  Cuba  for  25  years 
only  to  get  lost  in  a  diplomatic  maze. 
When  Angelos  became  involved,  the 
pieces  dropped  into  place.  Angelos  says 
he  never  personally  lobbied  President 
Clinton  or  Vice-President  Gore  for  per- 
mission to  take  the  Orioles  to  Havana. 
But  it  probably  did  not  hurt  matters 
that  he  was  one  of  the  Democratic  Par- 

|  ty's  biggest  givers  in  the  last  campaign 
cycle,  passing  out  $-331,000  in  soft-money 

I  contributions — $2,000  more  than  at&t. 
In  March,  15  U.  S.  Senators,  including 
Minority  Leader  Thomas  A.  Daschle  (D- 
S.  D.)  and  Democratic  Senate  Campaign 
Committee  Chairman  Robert  G.  Torri- 
celli  (D-N.J.),  said  thanks  at  a  private 
dinner  for  Angelos  in  Washington. 
THICK  SKIN.  Friends  in  high  places  have 
no  doubt  been  useful  to  Angelos,  but 
he's  hardly  the  sort  to  let  someone  else 
do  his  fighting.  Cuban- American  groups 
have  denounced  the  Mar.  28  game  in 
Havana  and  the  rematch.  Picketers 
marched  on  the  Orioles'  spring  training 
stadium  in  Fort  Lauderdale,  and  Rep- 
resentative Robert  Menendez  (D-N.J.) 
plans  to  lead  a  similar  protest  in  Balti- 
more. "I  don't  think  Cuban  Americans 
have  a  high  respect  for  [Angelos],"  says 
Menendez.  "He's  a  man  who  represents 

|  everything  successful  in  the  United 


NOT  JUST  THE  ORIOLES 

The  ball  club  is  only  one  of 
Angelos'  interests 

LAW  Sole  partner  of  the  firm  Peter 
G.  Angelos.  One  of  the  largest 
plaintiffs'  practices  in  the  country, 
specializing  in  product-liability  and 
personal-injury  cases,  it  has  90 
attorneys  and  offices  in  five  states. 

REAL  ESTATE  Owner  of  One 
Charles  Center,  a  22-story  office 
tower  in  downtown  Baltimore. 
Angelos  owns  another  office  build- 
ing and  a  shopping  center  near  the 
city.  Two  other  shopping  centers 
and  a  hotel  are  in  the  planning 
stage. 

THOROUGHBRED  RACING  Owner 
of  about  30  horses.  Last  Novem- 
ber, he  purchased  a  237-acre 
horse  farm  in  suburban  Baltimore, 
for  $2.6  million. 

RESTAURANT  Proprietor  of  Per- 
ring  Place,  a  steak-and-seafood 
restaurant  in  Baltimore. 

BASEBALL  Majority  owner  and 
managing  partner  of  the  Baltimore 
Orioles.  In  1993,  Angelos  led  a 
group  of  Maryland  investors  who 
bought  the  team  for  $173  million, 
then  a  record  price  for  a  baseball 
team.  Among  his  partners  are  nov- 
elist Tom  Clancy,  film  director  Bar- 
ry Levinson,  and  network  sports- 
caster  Jim  McKay. 


States,  yet  he  sits  next  to  somd 
[Castro]  who  represses  his  people.": 

The  barbs  roll  off  Angelos.  "When1 
you  do  something  unconventional,  til 
will  be  protests  and  honest  disag) 
ment,"  he  says.  "If  you're  convinced 
the  right  tiling  to  do,  move  forward) 

Angelos  not  only  talks  like  a  fj 
star  general,  he  walks  like  one — srj 
ders  back,  chest  out.  In  his  world,) 
name  of  the  game  is  influence,  noj 
fiuence.  Despite  amassing  a  pers 
fortune  of  $400  million,  mostly  thrcj 
product-liability  cases  against  asbe] 
manufacturers  and  Big  Tobacco,  md 
often  seems  beside  the  point.  He  and 
wife,  Georgia,  live  in  an  unpretenti 
home  in  North  Baltimore  they  bou 
31  years  ago — before  the  big  bucks! 
gan  rolling  in.  There  they  raised  t 
sons,  John  and  Louis  (both  workl 
their  dad).  Recently,  Angelos  thoi 
about  buying  a  jet,  but  decided  no 
"I  kept  asking  myself,  Why  do  I  ne 
jet?' "  he  recalls,  chuckling  at  himsJ 
GOING  BALLISTIC.  In  Baltimore,  w 
he  has  lived  59  of  his  69  years,  And 
is  a  presence  both  revered  and  feare<i 
addition  to  the  baseball  team  thai 
bought  in  1993  for  $173  million,  theij 
highest  price  ever  paid  for  a  mlb  ij 
chise,  he  owns  a  restaurant,  a  237-1 
horse  farm,  a  suburban  shopping  cej 
and  key  properties  in  the  downtj 
business  district,  including  a  22-sj 
tower.  His  law  firm  occupies  the  top  I 

Angelos  sits  on  the  boards  of  I 
universities  and  the  symphony.  Anl 
gives  away  lots  of  nonpolitical  monei 
chiding  a  $1  million  gift  to  the  Unl 
sity  of  Baltimore  Law  School,  his  \ 
mater.  Sometimes  his  donations! 
spontaneous.  Last  year,  ThomaJ 
D'Alesandro  III,  a  former  Baltirl 
mayor,  was  heading  a  drive  for  a  I 
college  that  needed  to  raise  $1001 
He  went  to  see  Angelos  seeking  ii 
nation.  As  the  meeting  ended,  AnJ 
handed  him  a  check  for  the  full  am<j 

Angelos  also  wants  what  he  wl 
when  he  wants  it.  After  buying  his  dl 
town  building  three  years  ago,  he  leal 
a  local  utility  planned  to  erect  a  I 
water  tower  atop  a  vacant  building  S 
door — a  project  that  had  the  city's! 
proval.  "He  went  ballistic,"  recalls  II 
more  Mayor  Kurt  L.  Schmoke.  "He  1 
up  with  some  obscure  provision  of  al 
code  which  arguably  might  have  i 
violated."  The  project  was  scrappeci 
was  a  pretty  bad  idea.  I  was  glad  I 
saw  the  legitimacy  of  my  complaia 
says  Angelos,  with  no  trace  of  hum'. 

In  the  state  capital  of  Annapolisjl 
gelos  also  leaves  big  footprints.  3j 
measures  before  the  General  AsseiS 
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When  Angelos  needed  to  rash  an  asbestos  bill  through 
he  arranged  for  Cal  Ripken  to  visit  the  State  House 


are  referred  to  simply  as  "Angelos 
bills."  Not  all  succeed:  Legislation  this 
year  to  lift  the  $350,000  cap  on  noneco- 
nomic  damages  that  asbestos  victims 
can  recover  failed  without  reaching  a 
vote  in  the  Senate.  Angelos  represents 
120  clients  who  stood  to  collect  higher 
awards  if  the  bill  had  passed.  It  was  a 
rare  setback,  and,  Angelos  promises,  a 
temporary  one.  "Let  me  assure  you:  I'm 
going  to  restore  the  litigation  rights  of 
Mary  landers,"  he  intones. 

Three  years  ago,  as  asbestos 
cases  overwhelmed  Baltimore 
courts,  Angelos  pushed  through 
a  bill  authorizing  the  appoint- 
ment of  more  judges  to  hear 
the  cases.  Opponents  complained 
that  it  was  a  reckless  precedent, 
but  Angelos  pulled  out  all  the 
stops,  including  arranging  a  vis- 
it to  the  State  House  by  his 
most  celebrated  employee.  Ori- 
oles Iron  Man  Cal  Ripken. 
"COULDNT  LOSE."  In  1998,  An- 
gelos scored  a  still  bigger  victo- 
ry— passage  of  a  bill  permitting 
the  use  of  statistical  evidence 
in  the  state's  lawsuit  against  to- 
bacco companies.  Had  the  bill 
not  passed,  Angelos  would  have 
had  to  have  proved  that  the  ill- 
nesses of  hundreds  of  thousands 
of  patients  were  tobacco-relat- 
ed— one  at  a  time.  "Because  of 
his  political  clout,  he  was  able  to 
change  the  law  so  he  couldn't 
lose,"  says  Robert  A.  Levy,  a 
senior  fellow  at  the  Cato  Insti- 
tute who  closely  followed  Mary- 
land's settlement.  Within 
months,  Angelos  had  helped  nail 
down  a  $4.2  billion-plus  settle- 
ment for  Maryland — and  a  huge 
fee  for  his  90-lawyer  firm,  in 
which  he  has  no  partners. 

Political  allies  say  Angelos 
wins  because  he's  tireless — a 
workday  often  stretches  18  hours — and 
on  the  light  side  of  most  issues.  Oppo- 
nents complain  that  Angelos'  power  of- 
ten goes  unchecked.  They  howled  in 
March  when  it  appeared  that  a  state 
senator  who  is  also  a  lawyer  in  Angelos' 
firm  might  cast  the  deciding  vote  on 
the  controversial  asbestos  bill.  And  they 
say  that  legislators  who  are  receptive  to 
Angelos'  bills  are  plied  with  invitations 
to  parties  and  entertained  in  luxury 
suites  at  Camden  Yards. 


But  schmoozing  has  gotten  Angelos 
everywhere.  He  got  to  know  working 
people  and  their  problems  while  tending 
bar  at  his  father's  tavern.  Soon  after 
law  school  he  was  representing  the 
United  Steelworkers  locals  and  the  Bal- 
timore Building  Trades  Council.  In  the 
late  1970s,  the  first  workers  at  Balti- 
more's Bethlehem  Steel  plant  were  di- 
agnosed with  asbestos-related  illnesses. 
Union  leaders  turned  to  Angelos.  "We 
all  felt  somebody  had  to  head  tins  thing 
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ALBERT  BELLE  BATS  ONE:  High  salaries,  low  standings 


off,  and  that  Pete  was  the  one,"  says 
Don  Irvine,  a  former  president  of  the  lo- 
cal Steelworkers  union.  "When  we  need- 
ed him  he  was  always  there." 

Angelos  acknowledges  that  he  gam- 
bled his  net  worth  on  the  cases,  which 
grew  to  include  8,500  workers.  It  took 
most  of  a  decade,  but  he  demolished 
the  opposition.  The  first  offer  to  settle 
was  $200  million.  The  eventual  settle- 
ment approached  $1  billion.  "Some  peo- 
ple felt  the  lawyers  got  more  than  they 


deserved,"  says  Irvine.  "But  the 
most  of  us  saw  it,  if  it  hadn't  bee 
Pete,  we  wouldn't  have  gotten  a  tl 
In  the  tobacco  litigation,  Ange 
former  pack-a-day  smoker,  is  du 
another  mammoth  payday.  HowT  b 
mains  to  be  determined.  Angelos 
tract  with  the  state  sets  his  contin 
fee  at  one  fourth  the  recovery— 
than  $1  billion.  But  last  year,  the 
eral  Assembly  ordered  that 
12.5%.  Critics  say  even  $500  mill 
too  much.  Whatever  fee 
nally  gets,  though,  An 
clearly  has  found  his 
These  days,  eight  An 
lawyers  are  preparing  la\ 
alleging  that  manufacture 
lead  paint  knowingly  cor 
nated  hundreds  of  thousai 
American  houses. 
AWFUL  START.  The  battle  i 
tobacco  paycheck  may  tak 
gelos'  mind  off  what  look 
an  interminable  1999  fo 
Orioles.  A  month  into  the 
lar  season,  Angelos'  $83  n 
underachieving  team  ha 
worst  record  in  baseball, 
dio  sports  shows,  caller 
moan  his  take-charge 
Since  1994,  five  general 
agers  or  assistant  gms  ha^ 
the  team,  and  no  Orioles 
ager  has  kept  his  job  1 
than  twro  seasons. 

For  Angelos,  the  recr 
tions  sting.  He  was  a  dar 
the  fans  in  his  early  ye 
owner,  winning  their  aff 
for  refusing  to  hire  replac 
players  during  baseball': 
ti\  e-bargaining  debacle  in 
"Sure,  I  take  it  personal' 
literally  spending  my  owt 
ey.  Not  the  Orioles'  mone 
money,"  he  says,  eyes  b 
"I've  invested  millions  c 
lars  in  the  club.  I  don't  need  any 
for  that.  I  need  people  to  start 
the  truth.  The  way  I'm  operatir 
team  clearly  indicates  I  want  a  w. 

However,  it  won't  be  this  ye 
probably  already  too  late  for  the  ( 
to  salvage  the  season.  But  then 
hasn't  been  a  total  loss  for  then 
tient  owner:  After  all,  he'll  alway 
Havana. 

By  Mark  Hyman  in  H 
a)id  Bal 
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NEC 


___________ 


You're  looking  for  a  new  computer. 
But  it's  the  monitor  you'll  be  looking  at. 


If  you're  looking  for  a  new  system,  remember,  the  monitor  is  the  monitors  with  a  heritage  of  engineering  excellence,  quality  and  durability, 
component  you'll  be  interacting  with  most.  So  why  not  go  with  one  that  And  from  one  of  the  few  companies  that  both  design  and  manufacture 
sets  the  standard  for  screen  performance  in  any  environment  and  for      their  own  equipment  too.  So  next  time  you're  looking  for  a  computer,  don't 


all  applications?  MultiSyncf  from  NEC  Technologies.  The 


NECTechnologi 


1 

jgies  ■ 


forget  to  look  at  the  monitor.  MultiSync 
"■'""Better 


To  learn  more,  call  (800)  NEC-INFO,  or  visit  us  at  www.nectech.com. 


Finance 


BANKING 


FINANCE  ON  THE  NET 

Banks  are  scrambling  to  offer  Web-wise  ways  to  do  busines 


Net.B@nk.  TeleBanc.  E*Offering.  They're  not  names  that  grab  much 
attention  on  Wall  Street.  Pa  ri  of  a  wave  of  new  commercial  and  investment 
banks  designed  for  the  Internet,  they're  small,  they  don't  have  much 
money,  and  they're  easy  to  ignore.  But  they  may  not  be  in  the  future. 

WHAT'S  A  NICE  IPO  LIKE  YOU  DOING 
IN  A  PLACE  LIKE  THIS?  

On  paper,  Mark  L.  Walsh  should  be 
first  in  line  to  take  his  company  pub- 
lic over  the  Internet.  After  all,  he's 
CEO  of  VerticalNet  Inc.,  publisher 
of   sites    such    as  solidwaste. 
com  that  compete  with  printed 
trade  journals.  VertiealNet's  Feb. 
10  initial  public  offering  drew  in- 
vestors like  trash  draws 
seagulls.  But  the  stock 
opened  at  $41  a  share  a 
day  after  being  priced  at 
only  $16,  which  means 
old-style  investment  bank- 
ing delivered  millions  of 
bucks  to  stock  flippers,  not 
VerticalNet.     So  why 
would  Walsh  rebuff  online 
investment  banks  and  pick 
Lehman  Brothers  Inc.? 

Reputation  is  pail  of  it. 
"I  wanted  guys  with  good 
suits  and  real  brains  to  say: 
Til  put  my  brand  on  this,' " 
Walsh  says.  Another  part  was 
the  peace  of  mind  promised 
by  a  firm  big  enough  to 
step  in  if  something  went 
wrong.  "If  the  night  before, 
Saddam  had  bombed  Mae 
East  and  Mae  West,  I  still  would  have 
gotten  my  $16." 

New  entrants  are  flocking  to  online 
investment  banking,  promising  a  long 
battle  over  one  of  Wall  Street's  highest- 
jimtile  businesses.  A  handful  of  new  In- 
ternet investment  banks,  including  W.  R. 
Hambrecht,  Wit  Capital  Group,  and 
E*Offering,  an  affiliate  of  E*Trade  Group, 
have  hung  out  shingles  and  vowed  to 
make  E -banking  as  big  as  Web  trading. 
They  say  the  Net  will  modernize  the  ar- 
chaic process  of  IPOs.  "Within  five  years, 


venture  capitalist  Peter  J.  Barris,  a! 
rector  of  11  startups.  "I'm  personi 
in  a  wait-and-see  mode,"  Barris  s;j 
"Hopefully,  someone  else  will  step  U 
and  be  the  guinea  pig." 

So  far,  the  guinea  pigs  have  bee! 
relatively  few.  Hambrecht's  three 
month-old  firm  has  led  the  way  in  onl| 
one  deal,  for  Ravenswood  Winery  Inn 
Wit  has  been  a  part  of  41  ipos  bu 
has  co-managed  just  four.  E*Offerin 
has  yet  to  lead  a  deal. 

Insurgents  say  both  retail  investor 
and  issuers  will  do  better  as  the 

temet  substitutes  a  mor 
open   market   for  th 
cloistered,  clubby  IP 
world.  Today,  bank 
such   as  Lehma 


80%  of  [ipos]  will  be  done  through  the 
Internet,"  says  E*Offering  co-founder 
Walter  Cruttenden. 

But  Walsh's  stance  shows  why  in- 
vestment banking  will  be  a  tougher 
business  for  E-commerce  to  overhaul 
than  books,  auctions,  or  even  trading 
stocks.  With  quality  IPO  investments 
scarce,  issuers  such  as  Walsh  hold  more 
power  than  either  old-line  banks  such  as 
Lehman  or  new  firms  and  their  retail-in- 
vestor clients.  To  win,  Hambrecht 
founder  William  R.  Hambrecht  et  al. 
must  convince  people  like  Walsh  and 


line  up  issuers 
take  them  on 
shows,"  visiting  institut 
al  investors  to  get  "ind 
tions  of  interest."  Under 
system,  individuals  often 
shut  out,  and  deals  are  o 
underpriced:  90  ipos  since 
1997  have  risen  more  than  50<j 
the  first  trading  day.  And  urn 
writing  fees  have  stayed  around 
The  insurgents'  plan  is  simple: 
costs  first,  then  expand  the  marke 
making  it  easier  for  customers  to 
and  buy  the  product.  Finally,  cr 
a  business  model  that  changes 
industry's  profit  structure. 
But  it's  not  clear  this  will  v 
with  ipos.  Even  if  E-commerce  does 
some  costs,  it  might  not  make  a  big  i 
in  overall  fees.  Hambrecht  says  Ms 
can  charge  3%  to  5%.  Kathy  Levin 
president  of  E-Trade  Securities  Inc., 
her  firm  can  automate  almost  everyt 
that  happens  before  the  deal.  The  i 
show  can  be  on  the  Web,  investor 
ders  processed  via  E-mail,  and  colleci 
costs  sliced  by  requiring  clients  to  \4 
funds  in  their  accounts  before  the  (I 
"With  that  alone,  it  easily  knocks  u 
1%,"  she  says.  But  that's  not  nearr! 


%  covers.  Old-line 
spend  much  more  on 

•ch  and  trading  to  sup- 

tocks  after  the  ipo,  says 

lex.  Brown  Inc.  co-CEO 

A.  Shattuck  III. 

ns  are  that  Internet  firms 

spend 

y  on  re- 

1  and  trad 

too — limiting 

short-term  cost 

§3  that  E-commerce 

iliver.  Wit  has  hired 

irofile  analysts  such 

Tier  Merrill,  Lynch 
Internet-stock 


1  Jonathan  H. 
I  and  it's  building 
ling  desk.  Rivals 
as  Shattuck  insist 
he  new  firms'  costs 
be  much  higher 

they  expect. 

not  clear 
the  busi- 
nodel  is," 
re. 

rougher  problem:  Issuers 
lot  want  the  broad  audi- 
E-commerce  delivers, 
are  plenty  of  buyers 
ch  ipos — that's  why 
srices  spike.  Issuers 
ick  their  shareholders, 
ost  want  institutions,  which  have  a 
ition  for  flipping  stocks  less  often 
ndividuals  (which  Cruttenden  in- 
sn't  true),  and  they're  usually  man- 
mt  allies.  Says  Walsh:  "I  want 
owning  500.000  shares  and  loving 
mpany  and  asking  about  the  quar- 
3t  E-mail  from  Ralph  in  Detroit 
j  why  the  stock  is  up  today." 


THE  NEW  INTERNET  INVESTMENT  BANKS 


WHAT'S  HAPPENIN6 

FERING 

Joint  venture  of  E*Trade  and  veteran  investment  bankers 
Sanford  Robertson  and  Walter  Cruttenden  and  venture 
capitalist  Frank  Cutler.  Will  use  E*Trade  distribution. 

1APITAL 

Launched  first  Internet  IPO  of  Spring  Street  Brewing  in  1995. 
Acts  as  an  online  distribution  arm  for  traditional  investment 
banks.  Goldman  Sachs  just  took  a  22%  stake.  Has  taken 
part  in  some  41  IPOs. 

HAMBRECHT 

Founded  by  Hambrecht  &  Quist  co-founder  Bill  Hambrecht. 
Plans  to  set  IPO  prices  through  Internet  auctions,  reducing 
fees  to  3%  to  5%,  vs.  the  usual  7%.  Has  done  one  IPO,  plan- 
ning the  IPO  of  Salon.com. 

DATA.  BUSINESS  WEEK 


If  issuers  share  their 
leverage  with  institutions, 
pension  and  mutual  funds 
will  fight  to  preserve  a  system 
they  know.  Money  managers 
will  be  slow  to  let  new  issuers 
abandon  road  shows,  where  buy- 
ers assess  com- 
pany execs.  "I 
never  invest  in  a 
company  unless  I  or 
one  of  our  analysts  has 
met  management  face-to- 
face,"  says  T.  Rowe  Price 
Associates  Inc.  fund  man- 
ager Jack  Laporte. 

Of  all  the  new- 
comers, Ham- 
brecht has 
the  best  chance 
because  it  offers  the  most 
radical  change.  Unlike  Wit 
or  E*Offering,  Hambrecht 
wants  to  revamp  the  whole 
price-setting  system. 
Instead    of  closed 
negotiations, 
Hambrecht  uses 
an  auction.  Large 
and  small  investors  will  place  or- 
ders and  bids  on  a  Hambrecht 
Web  page.  Every  winning  bid- 
der pays  the  lowest  winning 
price.  The  benefit:  In  theory,  if 
retail  interest  pushes  the 
price  up,  it  will  happen  be- 
fore the  offering.  That  way, 
the  company  gets  the  money. 

The  system  has  won  Hambrecht  lots 
of  attention  and  its  first  lead  role  in  a 
technology  company  ipo:  the  upcoming 
offering  of  online  magazine  Salon.com. 
Scouting  the  deal  is  Andrew  J.  Hajducky, 
chief  financial  officer  of  E-commerce  ven- 
ture-investing firm  cmgi  Inc.  His  take 
could  be  crucial:  Up  to  15  CMGl-backed 
outfits  plan  ipos  within  two  years.  Haj- 
ducky wonders  if  the  new  model  can 
give  more  to  cmgi:  "The  thing  I  like 
about  electronic  ipos  is  that  any  increase 
in  valuation  goes  to  the  company." 

E-commerce  will  have  an  impact  on 
the  ipo  business  right  away.  If  new 
firms  can  cut  costs  by  automating 
processes,  pressure  on  old-line  firms  to 
match  those  moves  will  be  intense.  Last 
month,  Goldman  Sachs  &  Co.  bought 
22%  of  Wit  Capital — demonstrating  the 
interest  old-line  firms  have  in  the  new 
tools.  This  week,  software  maker  Novell 
Inc.  invested  in  Hambrecht.  But  E-ipos 
won't  cause  a  revolution  until  more  is- 
suers agree  with  Hajducky  than  Walsh. 

By  Timothy  J.  Mullaney  in  New 
York  and  Joseph  Weber  in  Toronto,  with 
Paul  C.  Judge  in  Boston 


Finance 


THE  MIXED  BLESSINGS 
OF  ONLINE  BANKING 


Don't  call  Mitchell  H.  Caplan  a 
banker.  Sure,  he's  president  and 
chief  executive  of  $2.3  billion  Tele- 
Banc  Financial  Corp.  of  Arlington,  Va.,  a 
leading  Internet  bank.  But  Caplan  sees 
more  to  his  future  than  taking  deposits 
and  making  loans.  "We  are  first  and 
foremost  a  direct-marketing  company," 
he  says.  "It  just  so  happens  that  the 
products  we  sell  are  FDic-insured  bank- 
ing products."  TeleBanc's  goal  for  now, 
Caplan  says,  is  to  attract  as  many  cus- 
tomers as  it  can.  The  company's  ulti- 
mate reward,  he  says,  will  come  later, 
when  it  hopes  to  sell  insurance  and  oth- 
er fee-generating  products.  "I  want  to 
dominate  our  space,"  Caplan  says.  "Just 
like  Amazon.com." 

Caplan's  ambitions  reflect  the  in- 
triguing possibilities — and  risks — of  In- 
ternet banking.  Companies  such  as  Tele- 
Banc  and  Atlanta-based  Net.B(s>nk  Inc. 
have  accumulated  small  profits  and  lofty 
stock  market  valuations  by  setting  up 
online.  Traditional  banks — the  leaders 
include  Wells  Fargo  &  Co.  and  Citi- 
group — are  beefing  up  their  Net  capa- 
bilities to  retain  and  attract  customers. 
LOW  COSTS.  But  whether  the  Net  will 
make  banks  more  profitable  or  less,  big- 
ger or  smaller,  is  unclear.  "The  Net  is  an 
opportunity  for  banks,"  says  Michael  L. 
Mayo,  bank  analyst  at  Credit  Suisse 
First  Boston,  "and  it  is  a  threat." 

There's  no  question  the  Net  will  en- 
able banks  to  process  transactions  far 
more  cheaply  than  they  do  today  at 
branches.  It  will  help  them  gather  de- 


posits and  better  track  customers' 
tastes.  The  Internet  could  even  posi- 
tion banks  to  take  an  expanded  role  as 
cyberspace  centers  for  all  bill  payments. 

But  the  Internet  could  also  increase 
costs  for  traditional  banks  if  customers 
demand  service  on  the  Web  and  in  the 
branch.  If  Internet  banks  get  too  ag- 
gressive in  raising  deposit  rates,  that 
could  erode  profit  margins  or  lead  to 
unwise  lending.  Nonbanking  companies 
could  even  replace  bank  checks  with 
electronic  payment  systems. 

To  be  sure,  there  is  no  such  thing  as 
a  pure  Internet  bank.  What's  now  called 
Internet  banking  only  means  customers 
can  check  account  information,  make 
transfers,  and  pay  bills.  Deposits  must 
be  sent  by  mail  or  wire,  and  with- 
drawals usually  require  automatic  teller 


machines — often  owned  by  other  b: 
which  charge  fees.  TeleBanc,  as  its  i 
indicates,  conducts  business  by  p 
as  well  as  online.  Net.B@nk,  which 
itself  as  a  purer  Internet  company, 
customer  phone  calls. 

Still,  however  defined,  Net  bank] 
promising,  csfb  estimates  that  b 
transaction  costs  on  the  Net  are 
than  1%  of  those  at  a  branch.  A 
ago,  17  of  the  top  100  consumer  l 
offered  full  Internet  banking, 
Christopher  E.  Musto,  senior  analj 
Gomez  Advisors  Inc.,  which  track 
industry.  Now,  he  says,  39  do. 

The  problem  is  the  payoff.  Cost 
ing  technology  is  an  old  story  at  b 
atms  are  cheaper  than  tellers,  ai 
are  telephone  centers.  But  custo 
want  it  all.  So  as  cheaper  techni 
has  been  employed,  banks  have  w 
up  with  higher  costs.  "I  have  neve] 
my  clients  that  by  getting  on  th 
ternet,  they  will  get  rid  of  costs," 
Jeffrey  S.  Irby,  partner  with  KMPG 
financial-services  practice.  "Cust 
retention  is  the  big  issue." 

Encouraging  customers  to  s1 
from  tellers  to  the  Net  requires 
tailing  touch  most  banks  have  y 
demonstrate.  When  First  Chicago 
tacked  on  a  $3  fee  in  1995  for  visit 
teller,  it  became  a  national  laug 
stock — Tonight  Show  host  Jay 
joked  that  for  $3.95,  the  teller  -\ 
"talk  dirty"  to  you.  Even  now, 
banks  discourage  customers  from 
Net  services  by  charging  fees. 
S&Ls  REVISITED?  Branchless  bank 
contrast,  have  taken  advantage  of 
Net  costs  by  offering  higher  d« 
rates.  But  again,  there  is  a  catch, 
net  banks  have  yet  to  show  the; 
find  highly  profitable  uses  for  this  n 
Caplan's  bank,  which  admittedly  is  s 
ing  heavily  on  advertising,  manaj 
return  on  equity  of  only  2%  last  y 

To  longtime  banking  observers 


THE  NEW  INTERNET  COMMERCIAL  BANKS 


NET.B@NK 

Atlanta 

SECURITY  FIRST 
NETWORK  BANK 

Atlanta 

TELEBANC 
FINANCIAL 

Arlington,  Va. 


WHAT'S  HAPPENING 

Claims  to  be  nation's  biggest  Internet-only  bank.  Profitable  for  fou 
quarters — raking  in  $691,000  in  first  three  months  of  1999.  Expai 
ing  lending  activities  from  mortgages  to  home-equity  and  auto  loa 

A  subsidiary  of  Royal  Bank  of  Canada,  it  created  a  stir  by  offering 
no-fee  checking  account  paying  6%  interest.  Aims  to  get  custome 
to  pay  bills  over  the  Net. 

Founded  10  years  ago,  it  is  a  branchless  bank  with  growing  Net 
presence.  With  $2.3  billion  in  assets,  it  made  $1.4  million  last  yea; 
Return  on  equity  is  lackluster.  Hopes  to  cross-sell  new  products. 

DATA:  BUSINESS  WEEK 
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W  You've  just  hit  a  tree.  Slammed 
into  an  embankment.  Or  maybe  even 
another  vehicle.  That's  when  I  wake 
you  up  and  end  the  test.  At  the  Liberty 
Mutual  Research  Center,  we  keep  truck 
drivers  awake  for  hours,  and  then 
put  them  in  our  driving  simulator 
to  test  the  effects  of  road  fatigue. 
Because  every  year,  thousands  of 
accidents  are  caused  by  drowsiness.  So, 
to  keep  the  road  safe,  we're  developing 
tools  to  measure  fatigue  factors  like  road 
vibration  and  mirror  glare.  Because  I'd 
rather  someone  crash  in  here  than 
out  there  on  the  road.  // 


Our  simulator  research  has  shown 
us  that  resting  before  an  overnight  drive  is  more  effective  than  a  nap 
taken  while  on  the  road.  Periodic  walks  can  also  help  reduce  drowsiness. 


LIBERTY 
MUTUAL 
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combination  of  high  deposit  rates  and 
low  returns  spells  trouble.  Bert  Ely, 
president  of  consultants  Ely  &  Co..  fears 
Net  banks  could  take  too  many  risks. 
"This  is  what  happened  to  the  savings 
and  loans  in  the  1980s,"  he  says.  "They 
were  paying  up  to  get  what  they  could 
in  deposits,  and  they  took  on  high-risk 
assets."  Attracting  customers  with  liigh 
rates,  he  adds,  means  loyalty  lasts  "as 
long  as  rates  are  good." 

Net  operators  say  that  just  isn't  so. 
Telebanc's  customers  "are  rate-aware 
but  not  rate-sensitive."  argues  Caplan. 
And  TeleBanc's  low  returns,  he  says, 
are  all  part  of  the  plan:  investing  only  in 
"plain,  generic,  and  clean"  assets,  most- 
ly single-family  mortgages.  The  idea  is 
to  produce  a  return  while  building  a 
customer  base  that  can  be  sold  other 
fee-generating  products.  "What  I'm  try- 
ing to  do  is  get  to  scale,"  he  says.  With 
more  than  50,000  accounts,  he  adds: 
"We're  just  touching  on  scale." 

Net  bankers  believe  their  customers 
will  only  be  rate-conscious  in  the  short 
term.  On  Apr.  27.  for  instance.  Security 
First  Network  Bank  began  offering  a 
no-fee  checking  account  paying  6^  in- 
terest through  the  end  of  1999 — more 
than  quadruple  the  average  rate  na- 
tionwide. Eric  W.  Hartz.  president  and 
chief  operating  officer,  says  the  bank 
will  decide  later  whether  the  rates  are 
sustainable.  But  he  adds  that  it's  worth 
the  risk.  "If  we  can  get  folks  to  come  in 
here."  he  says,  "they  are  going  to  stay." 
WEB  WARS.  Underlying  this  confidence 
is  a  belief  that  the  convenience  of  Net 
banking  will  produce  customer  loyalty. 
One  key  is  the  role  of  Web  sites  in  bill 
payments.  Eventually,  the  thinking  goes, 
most  bills  will  be  sent  to  consumers  via 
the  Net.  Banks'  sites  would  be  a  logical 
place  to  send  the  bills  because  con- 
sumers could  check  then-  finances  while 
paying.  Banks  could  charge  fees  from 
utilities,  merchants,  and  others  for  pro- 
viding this  service.  And  bank  Web  sites 
would  be  required  stops  for  consumers. 

But  it's  uncertain  whether  banks  or 
others — utilities  or  Web  portals,  say — 
will  play  this  role.  "It's  the  banks'  race 
to  lose,"  says  Linda  A.  Weber,  E-cus- 
tomer  director  at  technology  consultants 
American  Management  Systems  Inc. 
"They  have  huge  opportunities  here, 
but  so  do  lots  of  other  folks." 

Investors,  though,  should  be  prepared 
for  the  fallout.  The  bank  Web  wars  have 
begun.  And  the  result,  says  Jeffrey  M. 
Lynn,  financial-services  consultant  at 
IBM,  "will  be  huge  winners  and  a  ton 
sers."  Soon,  just  appending  dot  com 
to  your  name  won't  be  enough. 

By  Gary  Silverman  in  New  York 


COMMENTARY 


By  Mike  McNamee 

DON'T  HOLD 
BANK  REFORM  HOSTAGE 


In  the  heated  battle  over  the  Com- 
munity Reinvestment  Act  and 
bank  reform,  both  sides  are  play- 
ing rough.  Senate  Banking  Commit- 
tee Chairman  Phil  Gramm  wants  to 
roll  back  CRA,  charging  that  commu- 
nity activists  use  the  1977  lawT  to 
extract  payoffs  from  banks  that  are 
eager  to  get  mergers  approved.  The 
Texas  Republican's  stance  has  drawn 
not  only  a  veto  threat  from  President 
Clinton  but  busloads  of  protesters, 
who  trampled  the  flower  beds  out- 


side Gramm 's  Washington  home  one 
recent  Sunday  evening. 

Gramm  has  yet  to  prove  charges  of 
cra  extortion.  His  staffers  are  prob- 
ing SI  trillion  worth  of  loans  and  con- 
tracts that  banks  have  pledged  during 
the  past  decade's  merger  fights.  Even 
CRA  advocates  admit  privately  that 
some  of  these  pacts  have  done  more 
to  buy  activists'  silence  than  to  help 
underserved  communities. 

But  even  if  these  deals  are  squeaky 
clean,  cra  shouldn't  be  holding  up  fi- 
nancial-services reform.  Congress 
should  study  and  debate  cra — 
whether  it  helps  low-income  home 
buyers  and  minority  small  businesses 
and  whether  a  hidden  tax  on  banks  is 
the  best  wray  to  achieve  the  act's  ob- 
jectives. But  it  can't  do  that  when 
both  parties  are  wielding  cra  as  a 
partisan  weapon — and  again  risking 
the  effort  to  overhaul  bank  laws. 

Clintonites  say  cra  is  working. 
They  point  with  pride  to  exponential 
growth  in  loans  attributed  to  cra 


pacts — from  $10  billion  in  1993  to  $7( 
billion  last  year,  cra  needs  to  be  ex- 
panded, they  insist,  to  capture  loan 
business  that  banks  have  lost.  The 
House  version  of  bank  reform  would 
extend  cra  rules  to  a  newr  class  of 
"wholesale"  banks — even  though  thos 
banks  wouldn't  accept  small  de- 
posits— and  would  let  regulators  fine 
or  even  shut  down  banks  that  don't 
meet  cra  standards. 
OUT  OF  DATE.  But  extending  cra 
would  undercut  the  goal  of  moderniz 
ing  financial  services.  Thi 
act's  basic  notion — that 
banks  suck  cash  out  of  a 
community  and  so  must 
be  forced  to  reinvest 
there — is  wildly  out  of 
date  now  that  deposits 
gathered  via  the  Interne 
and  mortgages  are  resok 
around  the  globe.  And  ef 
forts  to  stretch  cra  to  ir 
elude  other  lenders  will 
likely  prove  as  futile  as 
Congress'  quarter-centur 
struggle  to  keep  up  with 
the  financial-services 
revolution. 
In  cra's  22-year  history,  re- 
searchers haven't  found  much  evi- 
dence that  banks  turn  away  good  cu 
tomers  because  of  race  or  redlining. 
Among  loans  that  wouldn't  have  bee 
made  without  cra,  two  studies  founc 
default  rates  six  times  higher  than  o 
comparable  standard  loans — a  sign 
that  banks  weren't  rejecting  credit- 
worthy borrowers.  Mortgages,  in  pa) 
ticular,  attract  "hundreds  and  hun- 
dreds of  bankers,"  says  Emory 
University  economist  George  J.  Ben 
ston.  "It's  the  last  place  where  you'd 
find  discrimination." 

But  Congress  isn't  debating  cra's 
value.  Instead,  it's  pitting  Clinton's  c 
sire  to  expand  the  law  against 
Gramm's  attempts  to  cut  back  en- 
forcement. Both  combatants  should 
retreat  to  then-  cornel's.  It's  time  to 
declare  a  cra  truce — and  free  the 
banking  bill. 

McNamee  covers  banking  fi-om 
Washington. 


IT  CHARMS  ITS  PREY, 
STRIKES  QUICKLY 
AND  DISAPPEARS. 

IT  S  YOUR 
TYPICAL  BUSINESS 
SOFTWARE  COMPANY. 


(Smoothus  Talkus  Reptilius) 


:  make  any  sudden  moves.  Keep  your  ears  open 
trust  your  instincts.  That's 
>est  advice  we  can  give 
meone  looking  for  a  new 
iess  management  system, 
wson  Software,  we  encourage 
o  take  your  time.  Talk  to  the 
nt  customers  of  every  software 
ler  you're  considering.  Find  out  whether 

features  you  saw  in  the  demo  are 
ily  up  and  running  elsewhere.  Ask 

service  and  support.  And,  of  course, 
"•out  the  products.  Are  they  fully 
ated?  Process  oriented?  Web  accessible? 


The  answers  may  surprise  you.  Lawson  Software's 
enterprise  financials,  human  resources,  procurement 
Jff   and  supply  chain  process  suites 
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'  \  lead  the  industry  in  providing 

innovative  ways  to  gather,  process  and 
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access  vital  information.  We  were  the 
first  to  utilize  web  technology,  enabling 
our  customers  to  share  information  more  freely 
and  cost-effectively.  Our  Self-Evident  Applications™ 
practically  eliminate  training  costs.  And  our 
people  are  known  for  their  accessibility  and 
J^.  ../S*       straightforwardness.  In  other  words. 

we  don't  bite.  Visit  Lawson  Software  at 
www.lawson.com/guide  or  call  1-800-477-1357. 
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5  WHO  NEEDS 
fCLICALS? 

iran  manager  Charles  Albers  is  betting  the  sector  will  stall 


teran  fund  manager 
Charles  E.  Albers 
iwks  with  a  degree  of 
lorn  that  competitors 
i  give  their  eyeteeth 
lost  mutual-fund  com- 
s  box  their  managers 
buying  stocks  that  fit 
in  parameters,  such  as 
-capitalization  value, 
[-cap  growth,  or  just 
mid-caps.  But  Albers' 
billion  Oppenheimer 
Street  Growth  &  In- 
Fund  has  no  such  lim- 
3o  is  Albers  buying 
:als,  the  market's  new 
lgs? 

)t  a  chance.  He  be- 
;  the  current  surge  in 
:conomically  sensitive 
s  will  fizzle.  And  in  re- 
weeks,  while  many 
managers  snapped  up 
:als,  Albers  took  some 
,s  in  energy,  commodi- 
ind  a  few  financial 
s.  His  analysis  shows 
;he  better-than-expect- 
st-quarter  earnings  are 
the  beginning  of  a 
spread  revival  in  cor- 
e  profits.  "World  gdp  growth  was 
last  year  and  will  likely  be  only  2% 
fear,"  says  Albers.  "So  competition 
ins  tough  and  margins  are  under 
ure."  Albers  took  advantage  of  price 
ness  in  large-cap  growth  stocks  to 
;o  his  stakes  in  such  companies  as 
/tart  Stores,  Intel,  and  Merck  (table). 
ITHLESS"  FADS.  Whether  the  move 
noneymaker  remains  to  be  seen.  So 
iiis  year,  the  fund's  A  shares,  the 
st  share  class,  are  up  just  8.3%,  vs. 
s  for  the  Standard  &  Poor's  500- 
index  and  18%  for  the  Dow  Jones 
trial  average  (through  Apr.  27).  Al- 
long-term  record  is  top-notch.  His 
er  fund,  Guardian  Park  Avenue 
[,  under  his  26-year  reign,  had  a 
>  average  annual  return.  During  that 
the  annual  gain  for  the  s&p  was 
o,  while  the  Lipper  U.  S.  Growth 
Average  was  12.6%. 


with  ceos.  "Much  too  self-serving,"  says 
the  soft-spoken  Albers.  "Let  the  num- 
bers tell  the  story." 

He  puts  his  universe  of  2,000  stocks 
through  the  statistical  wringer  every 
month,  looking  for  patterns  that  might 
help  identify  stocks  to  buy  or  dump. 
When  he  started,  Albers  screened  for 
three  factor's — the  estimated  present  val- 
ue of  future  ear-nings,  earnings  momen- 
tum, and  the  buys  and  sells  of  corporate 
insiders.  "Insider  trading  worked  well 
until  the  mid-1980s,"  he 
says.  "Then,  everybody  was 
looking  at  it,  and  the  infor- 
mation was  worthless." 
NO  MAGIC  BULLET.  About 
ten  years  ago,  Albers  and 
Monoyios  found  that  stocks 
of  companies  that 


Albers'  Top  Stocks 


Oppenheimer  Main  St. 


Growth  &  Income  Fund 

%  OF  FUND* 

MICROSOFT 

5.4 

WAL-MART  STORES 

3.9 

INTEL 

3.8 

IBM 

3.5 

MERCK 

3.0 

AMERICAN  EXPRESS 

2.6 

BRISTOL-MYERS  SQUIBB 

2.4 

AT&T 

2.2 

TIME  WARNER 

2.1 

HOME  DEPOT 

1.6 

*As  Of  Apr  26        DATA:  OPPENHEIMERFUNDS 

JUST  THE  FACTS:  Albers  relies  heavily  on  quantitative  analysis 


Albers  retired  from  Guardian  early 
last  year  and,  with  longtime  associate 
Nikolaos  D.  Monoyios,  moved  to  Oppen- 
heimer. In  his  first  12  months,  Main 
Street  gained  16.9%,  vs.  a  mere  3.7%  for 
the  average  U.S.  diversified  fund.  The 
fund,  sold  with  a  load  through  brokers 
and  financial  planner's,  has  become  a  best- 
seller for  Oppenheimer,  pulling  in  nearly 
$2  billion  so  far-  this  year. 

Besides  being  one  of  the  longest- 
tenured  fund  managers,  Albers  is  one  of 
the  first  to  use  quantitative  techniques. 
The  58-year-old  New  Yorker;  who  had 
once  studied  to  become  an  economics 
professor,  applied  his  statistical  and 
econometric  skills  to  investing.  After-  get- 
ting an  mba  from  Columbia  University, 
he  eventually  landed  at  Guardian,  where 
he  built  computer-run  models— then  rim 
on  big  mainframes — to  help  select  stocks. 
He  has  never  been  one  for  schmoozing 


were  doing  sec- 
ondary share  offer- 
ings started  to  per- 
form poorly  not 
long  after  the  deals. 
They  incorporated 
that  into  their-  mod- 
els, but  a  few  years 
later,  academics 
started  publishing 
research  on  the 
phenomenon  and  it 
became  less  effec- 
tive. "You  always 
have  to  be  on  the 
hunt  for  new  fac- 
tors," says  Albers. 
No  single  factor-  is 
a  magic  bullet,  and 
he  looks  at  50  and 
weights  them  differently  in 
his  decisions  as  their  pre- 
dictive power  waxes  and 
wanes.  Says  longtime  fund 
analyst  A.  Michael  Lipper  of  Lipper 
Inc.:  "Chuck  and  Nikos  have  a  rare 
combination  of  being  able  to  run  quant 
screens  and  know  how  to  analytically 
prune  them." 

For  a  manager  with  such  a  long 
record,  Albers  has  a  surprisingly  short 
time  horizon.  He's  looking  out  three 
months — and  makes  small  but  frequent 
adjustments  to  keep  the  portfolio  in  line 
with  his  expectations. 

Longer-term,  Albers  expects  that  small 
caps  will  outperform  the  large  caps,  leav- 
ing the  s&p  500  in  the  dust.  But  for  now, 
he's  buying  the  large-cap  growth  stocks 
because  their'  earnings  will  hold  up  in  an 
era  in  which  corporate  profits  will  be 
hard  to  come  by.  Considering  Albers' 
track  record,  his  market  calls  should  not 
be  taken  lightly. 

By  Jeffrey  M.  Laderman 
in  New  York 
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Indiana  has  been  home  to 
some  of  America's  greatest  sports  teams  for 
more  than  a  century.  Maybe  it's  because 
Hoosiers  are  naturally  competitive.  Or  maybe 
it's  because  the  local  fans  are  so  supportive. 
Whatever  the  reason,  teamwork  is  one  of  the 


Motor  Manufacfu 


,r>diana,  USA 

qualities  that  has  made  their  state  great.  And 
it's  definitely  one  of  the  reasons  Indiana  was 
chosen  as  the  site  of  Toyota's  major  new  U.S. 
vehicle  manufacturing  plant. 

By  the  time  it's  fully  opera- 
tional, Toyota  Motor  Manufacturing,  Indiana 
will  have  the  capacity  to  produce  150,000 
vehicles  per  year.  The  2.300  new  jobs  created 
here  will  raise  Toyota's  direct  U.S.  employ- 
ment to  nearly  27,000.  Now  that's  what  we 
call  an  expansion  team. 

As  a  company  which  does 
business  in  the  global  marketplace,  Toyota 
recognizes  the  need  to  invest  in  local  design, 
research  and  manufacturing,  to  ensure  that  the 
products  we  sell  answer  the  special  needs 
and  standards  of  all  of  our  drivers.  That's  why, 
in  25  countries  around  the  world,  Toyota  vehi- 
cles are  being  manufactured  by  the  same 
people  who  drive  them  -  local  people. 

Sure,  it  makes  good  busi- 
ness sense  for  Toyota.  But  it  also  builds  growth 
and  competitiveness  in  the  communities  where 
we  do  business.  That's  what  team  spirit  means 
to  Toyota.  It's  how  we  play  the  game. 

TOYOTA  People  Drive  Us 


Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

GET  A  LIFT  ON 
THESE  CARRIERS 

Investment  pro  Joseph  Battipaglia  is 
as  bullish  as  ever:  Last  October, 
when  the  Dow  Jones  industrial  average 
dropped  to  7400,  after  hitting  9000  in 
June,  he  was  forecasting  9500  by  the 
start  of  1999.  Now,  with  the  Dow  at 
10,800,  the  chairman  of  investment  pol- 
icy at  Gruntal  &  Co.  still  thinks  this 
bull  market  is  far  from  finished.  He 
predicts  the  Dow  will  shoot  to  between 
11,500  to  12,000 
by  yearend.  Big- 
cap  stocks,  led  by 
technology  issues, 
he  says,  will  con- 
tinue powering 
the  advance.  But 
he  also  sees  a 
cyclical  play  in 
the  picture. 

"If  you  believe 
that  foreign 
economies — Asia 
and  Latin  Ameri- 
ca in  particular — 
are  on  their  way  back,  large  transport 
stocks  would  be  the  best  bets  among 
the  cyclicals,"  argues  Battipaglia.  As 
these  economies  rev  up,  he  says,  U.S. 
transport  companies  will  get  a  boost 
from  the  increase  in  goods  and  passen- 
ger traffic.  In  particular,  he  thinks  Air- 
borne Freight  (abf),  Northwest  Airlines 
(nwac),  and  Union  Pacific  (UNP)  will  be 
among  the  winners.  As  demand  for  U.  S. 

Top  Transport  Bets 


BATTIPAGLIA:  The 

bull  still  has  legs 
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9.6 

31 

43 
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12.8 
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22.0 

60 
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exports  rises  from  the  rebounding 
economies,  they  will  be  major  beneficia- 
ries. "It's  a  great  way  to  leverage  the 
pickup  in  overseas  business,"  he  says. 

Airborne,  the  nation's  No.  3 
grated  express  earner  (it  has  its  own 
planes  and  trucks),  derives  about  15% 
of  its  revenues  overseas.  As  a  low-cost, 
entrepreneurial  carrier,  Airborne  is  po- 
sitioned to  seize  opportunities  fast,  says 
Battipaglia.  Gruntal  analyst  Steve 
Lewins  figures  Airborne  will  earn  $3.20 
a  share  in  1999  and  $3.50  next  year. 


Northwest,  the  country's  fourth- 
largest  airline,  derives  about  30%  of 
its  business  from  Asia.  And  its  51% 
stake  in  Continental  Airlines  opens  up 
Latin  America  to  Northwest,  says 
Lewins,  who  expects  it  will  earn  $2.50 
a  share  in  1999  and  $3.40  in  2000. 

Union  Pacific,  the  largest  U.  S.  rail- 
road, with  35,000  miles  of  track  in  the 
West,  serves  as  the  gateway  to  the  Pa- 
cific Rim,  notes  Battipaglia.  Cargo  traf- 
fic, robust  as  compared  with  a  de- 
pressed 1998,  prompted  Lewins  to  up 
his  1999  earnings  estimate  from  $2.40  to 
$2.70  and  next  year's  from  $3  to  $3.50. 

B0WNE  IS 
LOOKING  JUICIER 

Bowne  (bne),  the  world's  largest  finan- 
cial printer,  has  a  new  profile:  It  has 
become  a  provider  of  software  and  Web- 
site services  and  is  a  market  leader  in 
electronic  data-filing  services  for  invest- 
ment banks,  mutu- 
al-fund houses,  law      WAKING  UP  TO 
firms,  and  corpora-     NET  PROSPECTS 
tions.    Of  late, 
Bowne's  new  busi- 
nesses have 
caught  the  eye  of 
investors.  Bowne 
has  become  a  "fas- 
cinating and  un- 
dervalued stock," 
worth   twice  its 
current  price  of  17, 
says  money  man- 
ager David  Rocker 
of  Rocker  Part- 
ners in  New  York. 

Rocker  looks  at 
Bowne  as  two  businesses.  Printing  is 
being  valued  by  the  market  at  10  a 
share,  or  only  six  times  the  $1.65-a- 
share  earnings  from  printing  opera- 
tions, says  Rocker.  To  him,  Bowne's 
printing  deserves  a  price-earnings  ratio 
of  15,  translating  into  a  price  of  24%. 
Bowne's  new  ventures  represent  about 
40%  of  total  assets  and  are  being  val- 
ued at  just  8  per  Bowne  share.  Rocker 
thinks  that's  vastly  understating  their 
assets.  Among  the  company's  assets  is 
a  12.6%  stake  in  Edgar  Online,  which 
recently  filed  to  go  public. 

Bowne,  Rocker  says,  is  mulling  ways 
to  enhance  shareholder  value,  including 
taking  public  all  or  part  of  its  new 
businesses. 

Analyst  Rudolf  Hokanson  of  cibc 
Oppenheimer  thinks  that,  while  print- 
ing remains  critical  to  Bowne's  earnings 
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and  cash  flow,  the  "development  of  n 
elements  of  the  company  is  what 
creasingly  will  influence  investors'  v 
uation  of  the  stock."  A  key  segm< 
for  future  growth,  he  says,  is  the 
ternet.  Bowne  has  become  an  in 
grated  Internet  solutions  provider, 
eluding  E-commerce  services. 

FAIR  WEATHER  AREA 
AT  FAIRFIELD? 

Remember  the  time-share  industi 
It  is  now  known  as  vacation  ov 
ership  interests  (vol),  and  it  has  p 
ished  up  its  image  since  Disney,  M 
riott,  and  Hyatt 
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got  into  the  busi- 
ness in  the  early 
1990s.  The  big 
outfits  see  vol  as 
a  growth  indus- 
try, says  Dennis 
McAlpine,  an  an- 
alyst at  New 
York  investment 
firm  Ryan  Beck. 
He  thinks  vol 
still  has  under- 
valued proper- 
ties— until  they 
get  swallowed  up 
by  the  biggies. 

McAlpine's  top 
pick  is  Fairfield  Communities  (FF 
which  has  28  resorts  in  most  vacat 
markets,  with  more  than  240,000 
ferent  owners.  The  stock  is  trading 
seven  times  next  year's  estimated  ea 
ings,  although  the  company's  earnii 
growth  is  expected  to  exceed  20%. 
thinks  the  stock  should  trade  at  a 
equal  to  its  growth  rate,  which  wo 
justify  a  target  price  for  the  stock 
the  high  20s. 

vol  companies  have  three  main  r 
enue  streams:  sales  generated  from 
initial  vol  sale,  interest  income  fr 
financing  the  purchase,  and  reven 
from  resort  management  fees.  Fairf 
has  a  loan  portfolio,  notes  McAlpi 
of  nearly  $350  million. 

It  is  surprising  that  no  one  has 
made  a  run  for  Fairfield,  s; 
McAlpine,  given  that  its  stock  sells  { 
deep  discount  to  the  value  of  its  ass 
He  says  Fairfield  is  an  attractive  b 
out  candidate. 


For  more  coverage  of  the  markets, 
visit  our  Web  site  at  businessweek.c 
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ISULTANTS 


HAT'S  DRAGGING  DOWN 
T.  KEARNEY? 

werstaffed  and  not  really  clicking  with  parent  EDS 


ras  a  dramatic  moment  for  the  New 
•k-based  members  of  A.  T.  Kearney 
ES  financial-institutions  industry 
i.  Reeling  from  a  slowdown  in 
bss  and  the  cutting  back  of 
key  contracts,  the  consul- 
sat  down  on  a  Friday  in 
ier,  1998,  to  talk  about 
problems.  Finally,  one 
;  associate  cut  through 
the  consultant-speak 
aid  what  many  had 
thinking:  Kearney 
i  a  clear  vision  of 
i  it  wanted  to  go 
rhat  it  wanted  to  be. 
oom  buzzed.  "It  was 
irst  time  someone 
up  and  voiced  pub- 
their  concern  that 
dn't  really  have  a 
:gy,"  says  Ted  J. 
;n,  a  fellow  associ- 
ince  laid  off. 
i  words  clearly 
i  a  nerve.  After  an 
try-leading  growth 
following  its  acqui- 
by  Electronic  Data 
tns  Corp.  almost  four 
ago  for  $600  million  in 
and  stock,  the  venerable 
gement-consulting  firm 
;  to  be  stumbling.  Its  rev- 
growth  rate  fell  from  30%  in 

0  16%  last  year,  while  rivals  such 
dersen  Consulting  have  held  steady, 
irch,  it  laid  off  close  to  200  consul- 
about  5%  of  its  total,  and  delayed 
tart  dates  for  some  of  its  new 
-a  highly  unusual  move  at  a  time 
most  consulting  firms  are  hiring 
*azy.  And  in  an  industiy  in  which 
ion  is  a  critical  issue  even  in  good 
,  many  of  those  remaining  are 
luating  options.  "This  is  not  the 

joined  four  years  ago,"  says  one 
tant  in  the  New  York  office, 
hough   management   points  to 
thing  from  the  economic  woes 

1  to  the  merger  boom  at  home, 
industry  onlookers  and  insiders 
Kearney's  problems  to  its  acquisi- 
y  eds — a  deal  that  many  feel  has 


CONSULTANT,  HEAL  THYSELF 

The  problems  pile  up 
at  Kearney 

•  Cutbacks  in  consulting  work  for 
parent  EDS 

•  Lack  of  synergy  with  EDS 

•  Poor  morale  due  to  layoffs  and 
delayed  start  dates  for  new  recruits 

•  Slowdown  in  overseas  business 
as  a  result  of  global  financial 
crisis 


not  lived  up  to  early  promise.  The  plan 
was  that  Kearney's  work  helping  com- 
panies overhaul  operations  would  lead  to 
computer-services  business  for  eds  and 
vice  versa,  but  the  synergy  has  been 
much  less  than  expected,  says  Tom  Ro- 
denhauser,  president  of  Keene  (N.  H.)- 
based  Consulting  Information  Services. 
"There  were  such  high  expectations 
with  this  merger,"  he  says,  "and  now 
there  are  extreme  difficulties." 

Meanwhile,  industry  observers  say 
Kearney  has  struggled  in  its  attempt  to 
move  beyond  its  nuts-and-bolts  oper- 
ations specialty  into  the  more  elite 
N..     role  of  corporate  strategist,  frus- 
trating new  recruits  who  felt 
misled.  "They  sold  it  to  me 
that  they  were  trying  to 
do  more  than  just  opera- 
tions consulting,"  says 
Gooden.  "I  found  out 
that  that  was  the  only 
thing  financial-services 
companies  were  lis- 
tening to  them  for." 
Kearney    says  its 
strategy  business  is 
healthy  and  growing. 

The  current  slow- 
down is  hardly  a 
death  knell  for  Kear- 
ney. Under  the  lead- 
ership of  ceo  Fred  G. 
Steingraber,  revenues 
have  exploded  at  a 
compounded  rate  of  25% 
for  the  past  15  years,  to 
last  year's  $1.2  billion. 
And  to  some  extent, 
Kearney's  woes  may  sig- 
nal the  start  of  an  overall 
slowdown  in  the  industry  af- 
ter years  of  torrid  growth.  A 
few  smaller,  fast-growing  shops, 
such  as  Mitchell  Madison  Group 
and  Renaissance  Worldwide  Inc.,  also 
are  cutting  jobs  or  delaying  offers. 
UNSETTLING  NEWS.  Kearney,  created  in 
the  1920s  when  Andrew  Thomas  Kear- 
ney, a  founding  partner  of  McKinsey  & 
Co.,  broke  off  to  form  his  own  firm,  has 
long  had  a  solid  reputation  as  a  friendly 
yet  hard-driving  firm.  It  boasts  such  ma- 
jor clients  as  Federal  Express  Corp.  and 
Prudential  Insurance  Co.  In  recent  years, 
it  has  become  a  very  hot  place  to  work: 
A  just-released  survey  of  mba  students 
by  Kennedy  Information  Research  Group, 
a  Fitzwilliam  (N.H.)  consulting  specialist, 
ranks  Kearney  No.  6  out  of  52  firms  in 
desirability,  up  one  place  from  last  year. 

But  that  may  be  changing,  and  fast. 
Kearney's  slowdown  seems  to  have 
caught  the  firm  off  guard.  The  layoffs, 
which  cut  across  geographic  and  industiy 
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sectors,  came  just  months  after  a  new 
class  of  some  260  mbas  came  on  board. 
While  some  of  those  let  go  were  fresh 
out  of  school,  others  were  veterans. 
What's  more,  several  mbas  who  had  ac- 
cepted offers  to  join  Kearney  in  the  fall 
were  asked  to  wait  until  January  in  re- 
turn for  a  $10,000  to  $12,000  bonus— an 
unusual  and  disturbing  move,  according 
to  one  B-school  placement  director.  That's 
led  to  some  highly  unflattering  online 
gossip  on  sites  such  as  VaultReports.com, 
with  headings  such  as  "A.  T.  Kearney 
axes  1998  lures,"  and  "It's  a  bloodbath." 
ON  HOLD.  Steingraber  characterizes  the 
moves  as  normal  pruning.  "We  continu- 
ally weed  out  people  from  the  standing  of 
potential  and  fulfillment,"  he  says.  That's 
not  exactly  the  sense  he  gave  employees 
in  a  Mar.  8  memo.  "I  regret  to  report 
that . . .  anticipated  revenue  has  not  yet 
materialized,"  he  wrote.  "In  addition,  the 
outlook  does  not  yet  show  sufficient  im- 
provement when  viewed  relative  to  our 
capacity." 

What  happened  to  Kearney's  high 
growth  rates?  The 
global  financial  cri- 
i  sis,  which  caused 
many  multination- 
als to  scale  back 


Brown  stalled  in  January,  that  work 
falling  off  sharply — saving  millions 
eds,  which  was  under  its  own  profit  p 
sures.  An  EDS  spokesperson  says 
work  slowed  because  Kearney  finis 
the  projects.  "They  did  what  we  as 
them  to,"  says  Cecilia  S.  Norwood.  "1 
[Brown]  said  we  needed  to  execute  i 
and  that's  not  Kearney's  job." 

Meanwhile,  instead  of  feeding  ( 
other  business,  the  two  firms  were  st 
gling  to  connect.  One  ex-partner  j 
the  eds  culture  was  so  focused  on  s 
that  a  lot  of  Kearney's  clients  felt  EDi 
ferings  were  being  pushed  down  t 
throats.  "We'd  spend  time  trying  to 
the  sales  guys  out  of  the  way  so 
could  do  the  consulting  work,"  he  s 
"I'd  have  clients  that  would  say,  '1 
not  want  to  see  any  eds  people  as 
of  this.'"  Steingraber  denies  that  K 
ney  has  not  worked  well  with  its  par 
saying  that  business  in  which  both  1 
been  involved  has  been  worth  some  ! 
million  for  Kearney  and  $7.5  billion 
eds  over  three  years,  and  that  i 
Kearney  is  three  times  larger  tha 
was  when  it  joined  eds. 

Now,  Brown  seems  determinec 
achieve  the  full  potential  of  the  mei 
Recently,  he  pulled  the  eds  director! 


flrf^jg  1^  The  slowdown  in  business  seems 
111  have  caught  CEO  Steingraber  off 
guard-exactly  the  sort  of  thing  management 
consultants  are  supposed  to  help  clients  avoid 


overseas  projects,  was  certainly  a  factor. 
With  55%  of  its  revenues  coming  from 
outside  the  U.  S.,  Kearney  was  more  vul- 
nerable to  problems  in  developing  coun- 
tries than  some  rivals.  Also,  Steingraber 
says  the  merger  boom  led  companies  to 
put  projects  on  hold  until  new  manage- 
ment teams  were  worked  out.  That  may 
be  one  reason  why  a  major  Citigroup 
contract  came  to  an  abmpt  halt  last  year, 
according  to  insiders,  leaving  many  of 
the  85  or  so  assigned  consultants  "on  the 
beach" — consultant  lingo  for  having  noth- 
ing to  do.  Both  Citigroup  and  Kearney 
say  the  project  ended  because  its  goals 
were  achieved. 

Underlying  these  problems  has  been  a 
shift  in  the  relationship  with  parent  EDS. 
After  buying  Kearney  in  1995,  EDS  used 
it  for  advice  on  everything  from  evaluat- 
ing prospective  contracts  to  employee 
training.  Insiders  say  that  until  recently, 
EDS  was  one  of  Kearney's  largest  clients. 
Yet  even  before  new  ceo  Richard  H. 


Kearney's  board,  saying  he'd  prefer  r 
direct  communications.  And  a  global 
porate  memo  from  Brown,  dated 
12,  implies  more  interaction  between 
two  groups.  "We  must  proactively  ms 
each  other's  capabilities  in  support 
strong  eds  brand,"  it  reads,  eds  is  s< 
launch  a  roughly  $50  million  markt 
plan  that  will,  in  part,  emphasize  th 
ferings  of  both  groups. 

Meanwhile,  Kearney  must  cope 
the  fallout  from  its  growing  pains.  "I 
a  little  bit  surprised  that  internallj 
didn't  have  the  foresight  to  predict 
manage  growth,"  says  Guy  M.  Cote, 
rector  in  its  executive  search  prac 
"To  binge  and  bulge  like  a  bulimic  is 
unhealthy  to  existing  morale."  That's 
the  sort  of  wisdom  you  expect  coi 
tants  like  A.  T.  Kearney  to  teach  yi 
not  show  you. 

By  Jennifer  Reingold  in  New  ] 
with  Wendy  Zellner  in  Dallas  '> 
Richard  A.  Melcher  in  Chicago 
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vitally  important 
the  work  of  special- 
be  brought  together 
itegrative  thinkers 
look  at  the  choices 
[able  to  humanity 
e  21st  century.  In 
\h  World?  Allen 
mond  has  made  an 
essive  start  on  tak- 
he  needed  'crude 
at  the  whole'." 

irray  Gell-Mann, 

iner  of  the  Nobel  Prize 
Physics 


mond  is  sober 
clear-headed.  By 
£ng  together  an 
itious  set  of  data, 
j  scenarios,  and 
ocative  claims 
^eks  to  reorient 
reenergize  public 
ersation  about 
trategies  of  peo- 
and  institutions, 
a  vital  conversa- 
and  this  is  a 
o\e  contribution 


i  N.  Lee, 

;er  for  Environmental 
lies,  Williams  College 


How  might  the 
Free  Market 
Revolution 
Shape  the 
21st  Century? 


Visionary  thinker  and  scientist  Allen 
Hammond  imaginatively  probes 
the  consequences  of  present  social, 
economic  and  environmental  trends 
to  construct  three  possible 
worlds  that  could  await  us 
in  the  21st  century:  Market 
World,  Fortress  World,  and 
Transformed  World.  These 
three  scenarios  offer  provo- 
cative views  of  the  future 
and,  in  the  process,  shed 
new  light  on  the  present. 
Which  World?  moves  beyond  economic  analy- 
ses to  take  into  account  environmental  and 
demographic 

fOrlQ  ■  1   tren^s,  offering 

vivid  descriptions 

of  the  choices  that 
the  private  sector 
and  society  face, 
and  the  opportu- 
nities for  shaping 
a  more  hopeful 
future. 

Cloth:  $24.95 
ISBN:  1-55963-575-4 
A  Shearwater  Book 

Island  Press 

SHEARWATER  BOOKS 

the  environmental  publisher 
Washington  DC  •  Covelo,  CA 


"In  Which  World?  Allen 
Hammond  offers  both 
knowledge  and  vision. . . 
he  presents  a  lucid  and 
incisive  guide  to  the 
trends  with  which  we 
have  to  work,  and  the 
possibilities  they  offer." 

— Stephan  Schmidheiny, 

founder  of  the  World  Business 
Couneil  for  Sustainable 
Development 


"The  ideas  of  Allen 
Hammond. ..are  crucial, 
as  they  encourage  us 
to  believe  that  we  can 
choose  the  future  we 
want." 

— John  Elkington, 
The  Guardian 


'Hammond  quite  correct- 
ly sees  elements  of  all 
three  scenarios  in  world 
economic,  social,  envi- 
ronmental, and  security 
trends.  Fascinating  and 
thought-provoking." 

— Library  Journal 


ailable  in  bookstores  or  call  800-828-1302/Dept.BW  •  Order  on-line  www.islandpress.org 
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A  SEARCH  FOR 
STOCK  ANSWERS 


It's  Saturday,  Apr.  24,  not 
quite  two  hours  past 
sunup  on  Florida's  St. 
Augustine  Beaeh.  The  sun's 
heat  is  intense,  but  it's  noth- 
ing next  to  the  concentration 
on  the  faces  of  investors 
gathering  in  the  Sea  Breeze 
Room  of  the  Holiday  Inn. 
They're  staking  out  seats  for 
a  daylong  $85  seminar  hosted 
by  Value  Line,  and  none  of 
them  wants  to  miss  a  thing — 
something  seminar  leader 
Chuck  Jambe  soon  learns. 

A  genial  guy  wearing  a 
black  suit,  silver  tie,  and 
fresh  sunburn,  Jambe  is  bare- 
ly into  a  discussion  of  Value 
Line's  stock-screening  soft- 
ware ($995  a  year  for  the 
5,771-stock  version)  when  the 
crowd  starts  sounding  off. 
"Chuck,  excuse  me,  what 
does  'computer-based  rank- 
ings' mean?"  demands  a  man 
in  a  clerical  collar.  Another 
investor  wants  to  know  if 


earnings  updates  are  done 
weekly.  "Will  all  this  work  on 
a  Macintosh?"  asks  a  third. 

The  100  or  so  students 
here  today,  about  one-fourth 
of  them  women  and  most  of 
them    born    well  before 
the  Tinman  Administration, 
come  for  lots  of  reasons,  a 
Many  hope  to  exchange  ,M 
stock  tips.  Some,  such  mm 
as  Charlottesville  (Va.)  M 
ival  estate  broker  Bill 
Jones,  have  broader 
goals.  He  is  thinking 
of    getting  Value 
Line  software  to  do  » 
"a  better  job  with 
what  I  have."  Indeed, 
Tom  Crangle,  an  engi- 
neer from  Chattanooga, 
and  his  wife.  Pamper 
Garner,  a  customer-service 
consultant,  give  the  software's 
stock-screening  capabilities 
credit    for    helping  them 
choose  America  Online  and 
make  40%  a  year  on  their  in- 


Where  To  Get  Financial  Smarts 


COURSE 


AMERICAN  ASSN.  OF 
INDIVIDUAL  INVESTORS 


PHONE/WEB  ADDRESS 

800  428-2244 
www.aaii.com 


DESCRIPTION/COST 


Daylong  seminars  on  one  of  eight  advanced  topics; 
$198*/seminar 


INTELLIGENT  INVESTING 

888  452-5566 

Seminar  series  offered  across  Canada  by  not-for-profit  institd 

mi\  nvestorlearning.ca 

$112-$136  per  series 

M0RNINGSTAR 

312    h-6000;  www.morningstar.com 

A  one-evening  course  on  fund  investing  to  begin  this  fall;  $49 

VALUE  LINE 

800  6l  0508 

Saturday  seminar  tied  to  firm's  stock-screening  software;  $85 

www.val  ime.com/training.htm 

WHARTON  DIRECT 

800  255-3932 

Seven  sessions  on  economics  and  markets  with  Jeremy  Siegel 

direct.whaiton.upenn.edu/direct 

$3,000 

SECISI0NP0INT.COM 

decisionpoint.com;  AOL  Keyword:  DP 

A  Web-based  short  course  on  basics  of  technical  analysis;  fr© 

DOW  JONES  UNIVERSITY 

800  369-0162;  dju.wsj.com 

Six  interactive  courses  delivered  via  the  Internet;  $49/course 

""Discounts  for  AAH  members 
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rials.  If  I  want  to  satisfy  my 
curiosity    about  technical 
analysis — the  study  of  the 
market's  internal  trends  and 
their  telltale  signs — I'll  dig 
into  a  prom- 
i  s  i  n  g  and 
free  short 
course  at  De- 
cisionPoint.com.  It's  run  by 
self-taught    analyst  Carl 
Swenlin,  a  Redlands  (Calif.) 
retired  U.  S.  Air  Force  officer 
who  developed  a  following  at 
aol,  where  he  began  publish- 
ing in  1992.  Also  taking  ad- 
vantage of  the  Internet  is 
Dow  Jones,  publisher  of 
The  Wall  Street  Jour- 
nal. Its  Dow  Jones 
University  delivers 
six  courses  at  $49 
each  over  the  Net. 
One  course  on  tech- 
nical analysis  is  led 
by  noted  technician 
John    Murphy,  but 
Kenneth  Twining,  the 
program's  editor  and 
general  manager,  says 
the  most  popular  one  is 
the  basic,  starter  course. 

For   mutual-fund  in- 
vestors, Morningstar 
plans  to  offer  classes  in 
New  York,  Chicago,  and 
possibly  San  Francisco 
this  fall.  Meanwhile,  the 
not-for-profit  American 


YOUR  MONEY 
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ent  portfolio  since  1995. 
at  am  I  doing  here?  Af- 
>ing  Value  Line's  soft- 
for  18  months,  I  sus- 

it  would  tell  me 
-and  tell  it  faster — if  I 
smarter  about  it.  But 
rs  also  are  open  for  in- 
ent  strategies.  Last  fall, 
vestors  seeking  similar 
edge  attended  10  Val- 
le  seminars  around  the 
The  firm  is  far  from 

in  this  market:  Tax 
■s,  accountants,  and  out- 
ich  as  A.  G.  Edwards 
Fidelity  Investments 
eminars  aimed  mostly 
ding  clients.  And  Suc- 
1  Money  Management 
ars,  a  unit  of  Min- 
is insurer  ReliaStar  Fi- 
i,  offers  classes  through 

financial  advisers  in 


You  don't  have  to 
shell  out  a  bundle 
to  obtain  sound  advice.  The  Internet 
offers  many  low-cost  and  free  tutorials 


hopes  of  converting  students 
to  customers. 

Plenty  of  classes  are  given 
by  more  disinterested  parties. 
Jeremy  Siegel,  the  Wharton 
School  professor  whose  book, 
Stocks  for  the  Long  Run, 
may  be  the  bull  market's  sig- 
nal text,  teaches  a  seven- 
week  course  on  the  economy 
and  financial  markets.  He  lec- 
tures via  satellite-linked 
learning  centers — for  $3,000. 

But  you  don't  have  to  shell 
out  three  grand  to  get  sound 
advice.  The  Internet  offers 
many  low-cost  and  free  tuto- 


Association  of  Individual  In- 
vestors runs  seminars  cover- 
ing funds,  stocks,  portfolio 
management,  estate  planning, 
and  more.  But  today,  I  was 
to  be  a  student  of  the  Value 
Line  method.  Most  of  the 
morning  at  the  Holiday  Inn  is 
devoted  to  basics  of  the  soft- 
ware, such  as  how  to  perform 
simple  searches  for  stocks. 
Jambe,  a  former  A.  G.  Ed- 
wards broker,  shows  the 
crowd  how  to  search  for  is- 
sues that  Value  Line  rates  as 
timely  and  safe.  The  screen 
spits  out  Home  Depot,  Mi- 


crosoft, Wal-Mart  Stores,  and 
Walgreen.  "What  does  that 
tell  you?"  asks  Jambe.  "Damn 
good  buys,"  one  guy  calls  out 
from  a  sea  of  nodding  heads. 

There's  so 
much  hunger 
for  answers 
that  the  ses- 
sion runs  late,  cutting  into 
the  hour  set  aside  for  sand- 
wiches and  iced  tea.  After 
the  break  comes  a  session  on 
pinpointing  hot  stocks,  led  by 
Value  Line  technology  ana- 
lyst Rick  Plummer.  "What's 
the  most  important  thing  in 
picking  a  stock?  Anybody 
know?"  he  asks.  "Earnings!" 
a  chorus  responds.  "Yes,  very 
good,"  says  Plummer,  who 
then  heads  down  a  trail  of 
computer  screens,  pointing 
out  pitfalls  along  the  way 
NEW  RULES.  One,  he  notes, 
is  relying  too  heavily  on  out- 
moded rules  of  thumb,  such 
as  the  old  tip  about  making 
sure  companies  you  invest  in 
have  plenty  of  working  capi- 
tal. That  can  be  measured 
by  what's  called  the  "current 
ratio,"  which  is  current  as- 
sets divided  by  current  lia- 
bilities. "How  many  of  you 
were  taught  that  a  current 
ratio  had  to  be  2-to-l  or 
higher?"  Plummer  asks. 
Hands  shoot  up  across  the 
room.  "I  was,  too. 
Well,  you  can  throw 
that  out  the  win- 
dow. Because  of 
computerization  and 
better  inventory 
management,  things 
have  changed.  Lots 
of  companies  get  by 
with  negative  work- 
ing capital.  Eight  of  the  Dow 
30"  are  doing  so  now. 

Plummer  reminds  his  au- 
dience to  take  investment 
ideas  yielded  by  computer 
screening  software  as  the 
starting  point  for  further  re- 
search, not  as  final  picks.  But 
he  also  knows  what  the 
crowd  wants,  and  sprinkles 
his  talk  with  views  on  stocks. 
He  likes  Safeguard  Scien- 
tifics — ticker  symbol  sfe,  he 
tells  a  woman  who  asks.  It's 
a  venture-capital  operation  i 
that  is  now  focusing  on  the 
Internet.  Net  stocks,  he  says, 
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are  risky,  but  for  AOL  he  has 
notliing  but  kind  words.  Pam- 
per Garner,  keenly  aware  of 
hubby  Tom's  big  bet  on  AOL 
and  of  how  quiet  he  gets  at 
home  whenever  its  price 
sinks,  says  nothing.  But  she 
reaches  around  and  gives 
Tom  a  pat. 

Data-storage  giant  EMC  is 
another  Plummer  favorite, 
and  he  recounts  how  he 
bought  a  bunch  when  it 
dipped  recently  to  97  a  share 
(it's  now  around  118).  Bill 
Jones,  the  Charlottesville  real 
estate  man,  leans  over  to  me 
and  whispers:  "It's  a  bit  of  a 
conflict,  isn't  it,  if  he's  buy- 
ing the  stock  and  writing  a 
report  about  it?"  Good  ques- 
tion, and  soon  a  voice  pipes 
up  to  challenge  Plummer.  "If 
I  have  something  to  say 

Investment  ideas 
from  computer 
programs  are 
starting  points, 
not  final  picks 

about  a  company,  I  have  to 
tell  the  subscribers  first,"  he 
says.  "You're  going  to  get  the 
information  before  I  use  it." 

There  are  other  grumbles 
as  well.  Hans-Curt  Over,  a 
Boca  Raton  (Fla.)  condomini- 
um developer  who  favors 
shares  in  such  big  companies 
as  DaimlerChrysler,  Coca- 
Cola,  and  Walt  Disney,  thinks 
the  discussion  is  superficial. 
"What  is  going  to  be  the 
hot  stock  of  the  next  six 
months?"  he  asks.  "No  one 
who  knows  that  is  going  to 
be  sitting  here." 

Despite  such  complaints, 
the  baek-and-forth  at  the  Hol- 
iday Inn  remains  civil.  But 
fambe  recalls  that  one  time 
San  Diego,  two  investors 
■arly  came  to  blows.  This 
what  everybody  wants 
nowledge.  More  than  ^0 
ti  the  Sea  Breeze  Room 
seminar  on  stock  op- 
I'vcn     though  the 
i    beckoning  on  this 
Robert  Barker 


DOING  GOOD 

-AND  BEATING  THE  S&P 


ips  Millennium  Fund  has 
done  something  surprising 
for  a  socially  responsible  mu- 
tual fund:  For  the  year 
through  Apr.  23,  it  beat  the 
market.  The  four-year-old 
fund,  with  $100  million  in 
assets,  gained  33.8b%,  vs. 
10.79%  for  the  Standard  & 
Poor's  500- 
stoc  k  i  nde  x 
and  9.68%  for 
the  Domini  WO  Social  Index. 
Manager  Robert  Loest's  port- 
folio is  loaded  with  such  In- 
ternet stocks  as  Yahoo!, 
Amazon.com,  and  Network 
Solutions.  Sam  Jaffe,  staff 
writer  at  Bnshiess  Week  On- 
line ( www.businessweek.com), 
spoke  with  Loest  about  his 
ethical-investing  philosophy. 

Q:  You've  made  a  success  of 
buying  Net  stocks,  but  you're 
not  running  a  Net  fund. 
When  do  you  sell  shares  so 
fhr  final  doesn't  become  too 
weighted  with  Net  stocks? 
A:  We  start  selling  shares 
when  they  get  to  5%  or  6% 
of  the  portfolio.  We  just  sold 
a  bunch  of  aol  [America  On- 
line] for  that  reason.  We're  a 
growth-and-income  fund,  and 
the  Internet  just  happens  to 
be  where  most  of  the  growth 
is  right  now.  I  worry  about 
becoming  too  focused  in  one 
sector.  We've  also  been 
adding  a  lot  of  real  estate  in- 
vestment trusts  and  electric 
utilities  for  balance. 

Q:  Does  a  philosophy  of  ethi- 
cal investing  interfere  with 
your  ability  to  pick  good 
stocks?  And  what  do  you 
mean  by  ethical  investing? 
A:  I  mean  a  concern  for  the 
environment,  a  concern  for 
how  employees  are  treated, 
and  for  animal  rights.  There's 
an  ongoing  debate  about 
whether  you  should  invest 
primarily  in  ethical  issues  or 
have  a  two-level  screen.  I 
and  others  have  been  arguing 


that  you  should  have  a  two- 
level  screen ....  We  worry 
more  about  the  company's 
success  first,  and  then  we 
worry  about  the  ethical 
issues. 


YOUR  MONEY 


FUND  WATCH 


Q:  Would  you  pick  a  stock 
of,  say,  a  pharmaceutical 
company  that 
is  doing  ani- 
mal testing  but 
might  also  be  on  the  verge  of 
a  cure  for  cancer? 
A:  I  don't  care  if  they're 
about  to  cure  cancer  or  not. 
If  they  test  on  animals  and 
are  intransigent  about  it,  I'm 
adamant  about  [not  investing 
in  them]  If  we  see  a  com- 
pany that  is  doing  imp 
something  we  are 
opposed  to,  like 
animal  testing,  if 
they  show  a  con- 
cern for  animals 
and  are  trying  to 
move  away  from 
that,  then  we  will 
buy  the  stock  and 
try  to  [start  a]  dia- 
logue with  man- 
agement. [Abbott 
Labs  is  an  exam- 
ple of  such  a  com- 
pany] That  also 


IPS  Millennium 
Fund  (IPSMX) 


ASSETS 

$100  million 

STYLE 

Growth  &  Income 

YEAR-TO-DATE  RETURN 

33.84%* 

3-YEAR  AVERAGE 
ANNUAL  TOTAL  RETURN 

37.2%* 

TOP  THREE  HOLDINGS** 

America  Online,  Uniphase, 
Amazon.com 

*  Through  Apr  23   **  On  Apr.  23 

DATA:  IPS  MILLENNIUM  FUND 


gives  us  an  opportunity 
vote  on  shareholder  resi 
tions  and  proxy  stateme 
If  I  were  an  animal,  I  thir 
would  much  rather  t, 
someone  like  me  own 
stock. 

Q:  You  have  a  PhD  in  bi 
gy.  How  has  that  affec 
your  stock-picking  skills 
economic  world  view? 
A:  A  biologist  tends  to  v 
the  world  as  an  ecosyst 
That  has  profound  impl 
tions  for  how  we  model 
economy,  primarily  as  a  c 
plex  adaptive  system  inst 
of  a  fancy  machine,  like  c 
sical  trend  economists  do 

Q:  One  of  your  best-perfo 
ing  stocks  is  Amazon.c 
When  do  you  expect  to  S( 
reach  profitability? 
A:  I  couldn't  care  less  al 
its  profitability.  In  fad 
Amazon  announced  a  pi 
anytime  soon 
would  vote  to 
[ceo]  Jeff  Be 
The  reason  is 
pie:  Anytime 
are  faced  wit 
fundamentally 
technology  wl 
the  rewards  for 


LOEST:  Pushh 
for  change 


vestment  caj 
are  so  enormoi 
company  has 
business  showing  earnings 
course  they  are  cash-: 
negative  and  earnings  n 
tive — and  that  should  cor 
ue  as  long  as  they  have  til 
outsize  opportunities  tol 
vest  at  veiy  high  retum!|; 

Q:  What  about  Yahoo!? 
it  maintain  its  market  c 
talization  with  every  m 
company  trying  to  comp 
A:  Yes.  Yahoo!  can  confc 
to  dominate  because  it 
the  first  one  there  in  p 

space  It's  a  homegrt" 

Internet  company.  It  dou 
have  a  bunch  of  old  guys  J> 
grew  up  in  a  print  world I 
will  be  difficult  to  convp 
that  they  ought  to  do  B 
or  that. 
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Learn  the  new  rules. 
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Enable  E -Interactions 

Ctrl+I 

Identify  Opportunities 

Ctrl+0 
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Evaluate  Risks 
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At  this  executive-level  briefing,  you'll  hear 

success  stories  from  electronic  financial 

service  providers  and  online  businesses— 

and  discover  how  you  can  connect  with 

customers  in  our  new  digital  environment. 

The  Forum  features: 

>•  New  approaches  for  delivering 

personal  financial  services  online 

>  Trends  and  predictions  regarding 
e-customer  expectations 

>  Experts  including  John  Hagel  III  of 
McKinsey  &  Company,  Inc.,  co-author 
of  Net  Worth:  Shaping  Markets 
When  Customers  Make  the  Rules 

Don't  miss  this  prestigious  event,  the 
only  conference  that  studies  those  really 
in  control  of  e-banking  and,  e-business— 
the  customers! 

For  details,  call  ABA  Customer  Service  at 
1-800-338-0626  or  visit  www.aba.com. 

Be  sure  to  also  mark  your  calendar  for  the 
new  ABA  Future  Payments  Conference 
and  Expo,  September  12-15,  in  Chicago. 
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CHECKING  OUT  THE 
CORNER  CYRERSTORE 


You  buy  books,  plan 
travel,  or  invest  in 
stocks  online.  But  you 
don't  purchase  your 

groceries  over  the  Net,  right? 
That  makes  you  a  typical 
Web-surfing  consumer 
mere  0.1%  of  grocerie 
and  health-and- 
beauty     items  %gm 
are  bought  online 
in  the  U.  S.,  vs.  4% 
of  airline  tickets  and 
books  and  9%  of 
software,  says 
New  York's 
Jupiter  Commu- 
nications, which 
tracks  E-business. 

Maybe  not  for 
long.  In  recent  months 
at  least  four  cyberdrug- 
stores  have  opened  their 
doors.  Peapod,  the  closest 
thing  to  a  national  online 
grocery  service,  has  movec 
into  Long  Island,  N.  Y.,  its 
eighth  metropolitan  area 
Borders  Books  eo-founde 
Louis  Borders  will  soon 
launch  a  rival  to  Peapod 
starting  in  Northern  Cal 
ifornia,  while  Amazon 
com  is  in  talks  to  join  th« 
grocery  game  as  well. 
SHOP  smart.  Still,  the  pit- 
falls for  consumers  are  many 
— from  hefty  deliveiy  charges 
to  produce  that  doesn't  mea- 
sure up.  So  how  do  you  save 
time  without  wasting  money? 
First,  figure  out  why  you 
would  want  to  do  your  shop- 
ping over  the  Net.  That  will 
help  you  determine  which 
sites  to  skip  and  which  ones 
you'll  visit  regularly. 

If  you  want  to  save  money, 
forget  about  buying  food  on- 
line.  Specialty  Web  sites,  such 
as  Whole  Foods  Market's 
(www.wholefoods.com),  can 
truck  down  hard  o-find  prod- 
ucts. But  the  items  are  rarely 
i,  and  Whole  Fi  ods  tacks 

a  $5  shipping  chi  ge,  plus 


$1  per  pound,  for  orders  of 
less  than  $70.  Peapod,  a  more 
traditional  grocer,  delivers 
goods  by  van.  Most  families 
will  pay  about  $7  per  deliveiy, 
though  if  you  order  every 
week,  the  fee  can  fall  to  $5 
(table). 


Online  pharmacies  offer- 
better  deals  and  more  choic- 
es. A  good  place  to  start  is 
dinagstore.com,  which  opened 
in  February  and  is  benefiting 
from  the  advice  of  Ama- 
zon.com, its  largest  investor. 
A  business  week  survey  of 
a  half-dozen  online  pharma- 
cies found  that  chngstore.com 
is  the  price  leader.  An  eight- 
ounce  bottle  of 
Robitussin  dm 
cough  syrup 
sells  for  $6  at  dingstore.com, 
vs.  $7.40  at  a  Chicago  super- 
market and  $6.20  to  $7  at  oth- 
er Web  sites. 

On  prescription  med- 
ications, though,  drug- 
store.com  lags  behind 
rivals  Soma  and  Plan- 
etRx  in  signing  up  in- 
surers, says  Forrester 
Research  analyst  Evie 
Black    Dykema.  Drug- 
store.com  disputes  that, 
saying  they  cover  about 
one-third  of  the  U.  S. 
population.  Regard- 
less, if  you're  paying 
for  prescriptions  out  of 
pocket,    any    site  will 
work — and  you  can  save 
money.  Mike  Wollaeger,  a 
Los    Angeles  screen- 
writer, estimates  that 
he  saved  35%  off  the 
regular  price  of  his 
prescription  by  or- 
dering through 
drugstore.com.  He 
uso  liked  the  conve- 
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Digital  Shopping  Cart 


WEB  SITE/DELIVERY  FEE 

www.drugstore.com 

$3* 

www.netgrocer.com 

$6-20** 

www.peapod.com 

up  to  $10 

www.planetrx.com 


www.soma.com 

$2 


COMMENTS 

Amazon.com  partner  offers  the  best  prices 
of  any  pharmacy  on  the  Web. 

Ships  nonperishables  anywhere  in  the  U.S. 
but  has  a  poor  selection  and  beatable  prices. 

In  eight  metro  areas,  it  delivers  almost  any 
grocery  item;  delivery  times  not  exact. 

Prescriptions  and  other  drugstore  goods; 
but  no  food.  Good  prices. 

Worse  selection  than  PlanetRx  but  slightly 
better  prices. 


Tree  for  orders  above  $75    **For  orders  up  to  $100 


nience.  "I  didn't  have 
drive  anywhere  or  wail 
line,"  Wollaeger  says, 
course,  he  did  have  to  \ 
five  days — for  drugstore.! 
to  call  his  doctor  and  t 
for  delivery.  But  for  med 
tion  you  buy  regularly, 
ting  up  an  online  account 
make  sense. 

The  convenience  may  h 
you  thint 
about  on 
food  shopp 
too,  even  if  it  does  cost  m 
For  now,  online  grocers 
mostly  limited  to  metror. 
tan  areas.  Peapod  sells  at 
everything  you  find  in  a 
permarket — minus  alcoh 
beverages.  It's  particul; 
helpful  for  bulky  items,  s 
as  bottled  water  or  pa 
towels,  and  prices  are  c 
parable  with  those  of  net 
stores.  But  Peapod  might 
save  you  much  time.  I  1 
shopped  at  Peapod  for  a 
months,  and  with  all 
clicking  I  have  to  do  at 
site,  rarely  have  I  ftnishe 
less  than  30  minutes. 
LOST  IN  TRANSLATION 
be  wary  of  fish  and  produ 
you  like  to  buy  based 
what  item  looks  the  fresl 
I  was  happy  with  simple 
etables,  such  as  broccoli, 
when  I  ordered  bananas 
typed  a  note  saying  a 
green  was  better  than  a  1 
brown,  I  got  fruit  that 
sembled  the  Green  Gian 
color  and  Tiny  Tim  in  siz 
What  about  just  orde 
dry  goods  and  having  t 
shipped?  NetGrocer 
only  nonperishables,  bi 
visit  to  the  site  prob 
isn't  worth  your  time, 
selection  is  weak — no  Gil 
Mach3  razors  or  Peps 
Coke — and  mailing  costs 
high.  West  of  the  Mississ 
the  minimum  shipping  ch 
is  $14. 

As  high-speed  phone 
cable  lines  become  more 
mon,  logging  on  to  the  III 
net  to  order  just  a  few  if 
will  become  easier.  For 
time  being,  however,  y 
need  a  clear  plan  and  a 
order  to  get  the  most  oi 
your  stroll  down  the  L 
tronic  aisle.  David  Leonh 
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>T  AND  SHOUT:  AN 
NSTRUCTOR  LEADS  fa 
ASS  IN  NEW  YORK 


►  LOW  IMPACT  Dance-like  movements  go 
back  and  forth  and  side  to  side 

►  VISUALIZATION  Instructors  might  ask  you 
to  wave  your  arms  as  if  you're  stroking  the 
tips  of  tall  grass 

►  MARTIAL  ARTS 

The  technique 
incorporates  kicks 
and  blocks  as  in 
t'ai  chi  and  tae 
kwon  do 


►  VOCALIZATION 

Participants  grunt 
and  shout  as  they 
kick  and  lunge 


ALMER,  SANER  WAY 
STAY  FIT 


bics  made  Carla 
necke  tense, 
ryone  was  beat- 
themselves  up. 

boom,  boom,  up  and 

'  she  says.  So  after  ex- 
iting with  fitness  al- 

ives  such  as  jazzercise 

■hythmic 

;,  the  40- 

ld  re- 
assistant 

Universi- 

f  Texas 

Anderson 

r  Center 

iston  found 

Short  for 

nuscular  in- 

ive  action, 

ihnique  lets 

eke  stay  fit 

nuch  calmer 

ner"  manner, 
participants  do  sweat 

it,  through  an  amalgam 

rtial  arts,  yoga,  and 
Though  the  workout 

eveloped  in  1983,  by 
and  Debbie  Rosas,  at 

;'s  Santa  Rosa  (Calif.) 

:s  studio,  NIA  is  finally 

lg  on.  The  technique 

sizes  conditioning  the 


mind  as  well  as  the  body,  and 
it  has  taken  years  to  train  in- 
structors on  the  exercises' 
subtleties.  "It's  a  blend  of  the 
best  components  that  came 
before,"  says  Ralph  La  Forge, 
an  exercise  physiologist  at 
Duke  University  Medical 
Center.  La  Forge  recom- 
mends the  tech- 
nique for  heart 
patients  and  peo- 
ple who  want 
to  lower  their 
cholesterol. 

nia  classes 
typically  last 
one  hour  and 
cost  $10  to  $15. 
You  can  find 
classes  by  con- 
tacting NIA 
Technique  in 
Portland,  Ore. 
(800  762-5762, 
www.nia-nia.com).  Sessions 
begin  with  deep-breathing  ex- 
ercises, during  which  you 
meditate  on  the  feeling  of 
your  bare  feet  against  the 
floor.  Initial  movements,  to 
soft  background  music,  are 
slow  and  steady;  no  drill 
sergeant  will  bark  out  orders 
to  jump  up  and  down.  In- 
stinctors  depend  instead  on 


visualization,  says  Debbie 
Rosas.  For  example,  you  may 
be  asked  to  wave  your  arms 
back  and  forth  as  if  you  are 
stroking  the  tips  of  tall  grass. 
As  the  music  gradually 
speeds  up,  so  do  the  ballroom 
dance-type  steps  (heel-toe- 
slide-dip). 

Vocalization  is  also  part  of 
the  experience.  During  a  tae 
kwon  do-style  kick,  you  might 
be  asked  to 
emit  a  guttur- 
al "huh!"  or 
shout  "yes"  while  throwing 
your  arms  skyward.  You  get 
constant  reminders  to  clear 
your  mind  of  everything  ex- 
cept what  your  body  is  do- 
ing and  feeling,  says  Helen 
Terry  in  Houston,  one  of  400 
certified  nia  instructors  in 
the  U.S.  Indeed,  a  1997 
study  published  in  the  journal 
Women's  Health  Issues  found 
that  nia  relieved  anxiety 
more  effectively  than  aero- 
bics. As  with  aerobics,  more 
women  tend  to  participate. 

Routines  vary  from  class 
to  class.  While  conceived  as  a 
total  body  workout,  sessions 
may  focus  on  stretching  and 
strengthening  a  particular 
group  of  muscles.  The  ambi- 
ent music  changes  too,  rang- 
ing from  ecclesiastical  choral 
an-angements  to  technofunk. 
Just  as  varied  are  the  nia- 
phytes.  "You'll  find  all  ages 
and  all  levels  of  physical  abil- 
ity," Terry  says.  There  are 
three  degrees  of  difficulty  for 
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almost  every  move- 
ment, "so  you  can  make  your 
workout  as  challenging  as 
you  want." 

The  overriding  nia  princi- 
ple is  pleasure.  Do  what  feels 
good  and  invigorating;  avoid 
anything  that  hurts  or  is  ex- 
hausting. "You  get  to  play," 
says  Warnecke,  who  appreci- 
ates the  lati- 
tude to  tailor 
her  movements 
according  to  her  skill,  mood, 
and  sense  of  rhythm. 
PERFECT  PITCH.  Even  with- 
out jumping  around,  the  nia 
technique  burns  calories.  Ter- 
ry dropped  from  size  16  to 
size  8  without  any  change  to 
her  diet  in  a  year,  nia  gets 
the  pulse  rate  up,  but  it  does 
so  without  risking  the  in- 
juries common  in  aerobics 
and  other  high-impact  forms 
of  exercise.  Dr.  James  Gar- 
rick,  director  of  the  Center 
for  Sports  Medicine  at  St. 
Francis  Hospital  in  San  Fran- 
cisco, says  he  sends  recover- 
ing orthopedic  patients  to  nia 
classes.  "It's  a  great  way  for 
them  to  get  fit  without  rein- 
juring  themselves,"  he  says. 

In  nia  classes,  everybody 
does  their  own  thing,  but  in 
an  orchestrated  way — as  if 
they  were  all  singing  the 
same  song,  but  at  different 
octaves.  Whether  your  pitch 
is  high  or  low,  the  result  is 
improved  tone.  Kate  Murphy 
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Education/Instruction 


Education/Instruction 


To  determine  the  quality  of  an 
MBA  distance  learning  program, 
get  to  Icnow  the  instructors 
you  II  never  see. 


EDUCATION 

m 

&  MS  Degrees 


Executive  Education 


ABSOLUTELY  FRE 
EVALUATION 


Bachelor's  --  Master's 
Ph.D.  Degrees 

Based  on  life  and  work  experie 
Confidential  -  Fast  -  Studei 
Loans,  www.an-c.org 

800-951-1203 


I  -  z-..=zzz'i  :_e  j~ 
of  its  MBA  progran  by  distance 
earvng.  Henot-Watt  University 
was  careful  to  recruit  only 
""ecogmzed  experts  chosen  for 
international  standing  in  their 
particular  fields. 

The  result  is  a  program  so 
comprehensive  and  thorough 
that  for  the  tenth  year  in  a  row. 
The  Economist  Intelligence  Unit 
ratpd  —  p  Hpnr>t-W;>-M  MRA  hv 


distance  learning  as  one  of  the 
world's  best  MBA  programs, 
i  z'i  ■■■  "  5ti'"'cc 
Oxford  and  Cambridge. 

Study  according  to  your  own 
schedule,  pass  nine  course 
exams,  and  the  prestigious 
Henot-Watt  MBA  is  yours. 
For  a  free  prospectus  call 
i-800-622-966l.ex-.22. 
e-mail  us  at  mfo@hwmba.net 


The  Heriot-Watt  University  MBA 

by  distance  learning 


800.441.4746 

vfww.isimv.edv  

Accredlred  zy  ^€ 
Distance  Education  Training  Council 


Rushmore 
University 

International  MBA  by  DistancJ 
Learning  Flexible  curriculunj 
Bachelors  not  always  required 
370  Anchor  Drive  Ste  250  Dakota  O 
SD  57049  US.  Phone  605-232-60 
Fax  605-232-6011  bw  @  distancemtd 

www.distancemba.ci 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate«Bachelor«Master«Doctor 


Southern  California  University 
for  Professional  Studies 


800-477-2254 


w  scups.edu 


The  Practitioner's  MBA  & 
Programs.  Accredited  I 
Doctor,  Master.  Bachelo| 
www.monticello.ed 
Fax  913-661-941] 
800-405-7935 


Luxury  Bedding 


PURPEDiC 


DE\E10PtD  fOR  N\S\...PERflCTlU  B>  TEMPI  R-PtOIC. 

Dlm(.\ld  to  Frr  Vol  R  Bom... 


1 


jus  utji  zumiu: 


0 

You  gotta  fet 
to  believe  if 


Tempur-FVdic's  new  Swedish  Seep  System-1  b  dunging 

■ 

Ir.nerspnngs  and  air-beds  are  the  past 

■ 

n!orm  cxacth  to  vour  body. 
We  Promise  83^  Better  Sleep! 

"i         springs  msidc,  but  creates  a  hammou 
: 

■ 


SWEDISH  SCIENTISTS  GO  UNDERCOVER 
TO  CREATE  THE  WORLD'S  BEST  BED! 


Adjusts  to  Fit  You  and  Your  Spouse. 

■ 

■ 

■ 

■  ■ 

Winner  of  NASA's  Mission  Home  Award! 

.   .  . 

Were  Getting  Rave  Reviews  on  TV. 


■ 

■  ■ 

■ 

25,000  Doctors  &  Sleep  Clinics  Say  Yes! 

■ 

problems.  Over  25,0(11  doctors,  chir  ;  - 

■ 


Call  now  for  Tempur-Pedic  s  ERIE  PEMOF 
and  a  90-D.o  Is-Home  Tkyoct  certificaU 

Free  Lab  Sample! 
Free  Video!  Free  Info! 

CALL  TEMPUR-PEDIC  NOW 

1-800-886-646 

Visit  our  website  at  u-u-ir.tempurpedic.com  I 
TttEpur-Pe&c,  Irx-  &48G  Sandon  BKd  Lamfftm.  EfpW 

C  CuPiKGHT        B*  TEMPI t*C  IL  fOCHTS  ■^H 
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less  Opportunities 


usiness  Loans  and  Equipment 
n  $1,000  »o  $10  million.  No  co- 
Work  directly  with  National 
Inlimited  earnings  potential  and 

linar  and 

1-800-336-3933  - 


mies  Faxon  Deu iand 

,„  (800)551-9105 
Cards       foi»^e  33 

1-2141  Universal 

Airiex  www.ucservtres.com 


er  Int'l  -  is  seeking 
lutors  for  a  high-tech 
)n  Avoidance  System, 
iry  is  only  investment, 
rerms  available 

54-983-5750 


1  EXPANSION 


ild  company  is  now  setting 
ited  number  of  exclusive 
>  market  our  products.  This 
msense  opportunity  to  be  in 
a  business  and  make  70- 
1t.  Call  for  exciting  details. 


50-675-6144 


Books 


Rise  and  Fall 
te  United  States 

2nd  Edition 
rkable  book  reveals  how  and 
ince  great  nation  destroyed 
references  the  Bible  to  find 
alvation  and  humanity, 
er  your  copy  today! 
1-800-882-3273 


ancial  Services 


00  to  $500,000 

expand  your  business 
>usiness  loan  that  is 
inteed  by  the  Govt. 
usiness-capital.org 

45-6756  Ext  8006 


Publishing  Services 
Publish  Your  Book 

75-year  tradition  of  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types  For 
free  Author's  Guide  write  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  1-800-695-9599 


Business  Software 


Business  Forecasting  Made  Easy! 


Make  fast,  easy,  accurate  business 
forecasts.  Project  sales,  inventory, 
stock-market,  etc.  Knowledge  of 
statistics  not  required!  Works  inside 

MS®  Excel®.  Incredible  Value! 
Call  1  -888-552-9230/203-552-9230 
or  visit  www.ezforecaster.com/bw 


ezForecasterT 


MAIL  ORDERS  WEB  ORDERS 

 PH 


Older  entry,  credit  aid  processing,  shipping,  MR,  A/P 
contact  management  with  integrated  internet  e-mail  options, 

inventory  management,  reporting,  list  management  and 
mailing- — everything  vou  need  fbl  ordei  taking  ny  phone,  mail 
even  the  World  Wide  Web  in  one  simple  eisv-to-use  .ind 

anonkble  Windows  program  from  Dvdatomp. 
Call  1 -800-8S8-3666  or  visit  www.dvrktomp.com/bwk 

M7//Or/f /"Manager' 


Logo  Apparel 


I  J  ;  1  J  =1 


LOGO  &  EMBROIDERY 


Denim  Shirts  as  low  as  $18.95  ea. 
Golf  Shirts  as  low  as  $12.00  ea. 
Pro-Style  Caps  as  low  as  $5.95  ea. 

-►800-610-3050  4- 

wrvvw.sierramills.com 

Catalogs/Marketing 


GET  YOUR  PRODUCTS 
INTO  MILLIONS  OF  MAIL 
ORDER  CATALOGS! 

We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market  Please  call: 

Direct  To  Catalogs,  Inc. 
23  W  Walnut  St,  Hanover  PA  17331 
717-633-1850 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       Colorpro       Draft  I  Master 
DeskJet       Draftpro  DesignJet 
Electrostatic  Plotters  Ruggedwriter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham.  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-1 108 
800/638-4833  •  E-mail  sales@dasher.com 


Home  Decorating 


Own  A  Masterpiece! 


Exact  replicas 
on-canvas  in 
stately  wood  | 
frames.  Your  f 
friends  will 
think  you 
looted  the 
Louvre! 


FREE  Color  Catalogue 
1-800-2-CANVAS,  txpi  mi 
Visit  us  at: 

www.MastersCollection.com 


Men  s  Footwear 


men's  wide  shoes 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  •  High  quality  •  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept  55E  Hingham,  MA  02043 
1-800-992-wide  www.wideshoes.com 


Aviation/Fractional  Ownership 


A  SMILE  AND  A  FROWN  SOUND  EXACTLY 
THE  SAME  OVER  A  SPEAKERPHONE 

Some  things  just  can't  be  communicated  over  fiber  optic  cable. 
And  our  Learjet  and  Challenger' business  jets  enable  the  modern 
CEO  to  capitalize  on  the  kind  of  face  to  face  interaction  that 
moves  businesses  forward.  For  more  information  regarding  the 
many  affordable  benefits  of  being  a  Flexjet"  fractional  owner, 
call  1-800-FLEXJET. 

we  build  the  aircraft 


Rll<;inpc:c  Wppk  MarkpfPlarp  rnntimioH  nn  novt  nim  (I 
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Corporate  Gifts 


Logo  Tattoos! 


Adventure  Travel 


MH'»:mi:UHuTl 


I 


1000  Temporary  Tattoos  with  your  Logo, 
Just  S189.00!! 

plus  $10.00  S&H  (CA  add  7.25%  sales  tax) 
Customized!  Full  Color!  2"x2" 

Calico 

3000  Alamo  Drive,  Ste  201  •  Vacaville,  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


Corporate  Gifts/Premiums 


No  time  to 
wait  for  a 
catalog? 


Order 
thousands 

of  unprintable  - 
business  gifts  (inline 
2 1  hours  a  day. 

PROMOMART 

www.promomart.com/bw 


Capital  Available 


r    Financial  Professionals  ^ 

HARD  TO  BORROW? 

Use  Collateralized  Loans 
Training  Program  Available 

We  Locate  Funders 
tor  Business  &  Real  Estate 

Tony  Abraham,  Esq.  -  Real  Estate 
Eric  A.  Klein,  Esq.-Atty/Fiduciary 

International  Developing 
Enterpnses  Agency  (IDEA) 

Tel  +1-212-751-0800 
Fax  +1-212-688-4442 

V E-mail:  panglob@aol.com 
Website:  panglobal.net 


Investment  Opportunity 


Retire  Now 

If  you  have  $250,000  you  can 
retire  safely  on  $75,000  per  year. 
(60  day  liquidity/same  return  on 
multiples  of  $250,000.) 
For  more  information  call 

888-930-5300 


Investment  Services 


Venture  Capital 


Business  Services 


Corporate  Investor 
Seeking  To  Invest 

in  emerging  companies  in  new 
media,  consumer  products 
and  branded  services. 
Please  fax  summary  description 
to  203-328-2394  or  e-mail 
bussplan@ix.netcom.com 


European  Business 


Unified  Europe  L>  the  place  toijo! 


Having  over  1 6  years  of  experience  with  US  High- 
Tech  Companies  in  Europe,  we  are  your  partner  it 
you  want  to  set  up  operations  in  Europe  or  reshape 
your  existing  organization. 

We  offer  location  analysis,  office  set-up,  tax  and 
legal  advise,  marketing  services,  management 
recruitment  and  much  more. 


•  EBC  (USA)  INC.  •  Tel/Fax  (941 1 495-318 


Franchising 


ARE  YOU  SITTING  ON  A  COLD  MINE? 


L^L^M|Franchise  it. JLiMB 

CALL  1 -•00-372-6344 

Talk  to  us  first.  Because  nobody  has  franchised 


more  businesses  than  Francorp 
The  leader  in  franchise  development 
and  consulting.  Worldwide. 

Francorp*  bw 


Mailing  Lists 


BUSINESS/CONSUMER 
MAILING  LISTS 

Spcu.ili/ine  in  New  Businesses,  New 
Parents.  Personal  Bankruptcies.  Newly 
Married  Couples  and  other  lists  upon 
request  Updated  weekly  Fast 
turnaround  Local/nationwide  Call  Ann 

1-800-679-5478 
Jefferson  Corporation 


Internet  Mall 


ZERO  Halliburton 

I  Laptop  &  Zeroller  Cases 
Competitive  Prices 
Superb  Protection 

IMPACT  &  FIRE  RESISTANT 

visit  Double  Zero  Cases  online 


www.21stcenturyplaza.com/zero/zero.html 


Internet  Services 


WEB  SOLUTIONS 


Web  Design  Strategic  Planning 
Web  Hosting  Shopping  Cart 
Web  Advertising  E-Commerce 
On-Line  Consulting  Re-Design 
Promotion  &  Marketing  Database 

800.518.9505 
www.yellowzone.com 


CALL  NO 

SAVE  30%  to  5 


BUSINESS  AND 
COMPUTER  CHEC 


Ordering  is  easy! 
Just  pick  up  the  phone  and  C/ 
Designer  Checks 

I  800  139  4087 ex 

Fax  ! -800-774- I  118 
WWW.designerchecks.coi 


Have  your  checks  &  deposi 
as  your  credit  card  You  car 
deposit  ticket,  &  we  will  call 


100%  Satisfaction  Guaran 


INCORPORRT 


FREE  Information 

All  U.S.  States  and  Offshc 

Attorney  owned  and  opera 


www.corpcreations.ee 


1-800-672-911 


TRADEMARK 


OFFSHORE  &  NEVA 
CORPORATIONS 


•Asset  Protection,  Privacy,  Tax- 
•Lie.  Offices:  Las  Vegas  -  Nassi 
•  Flat  Rate  Fees,  Nevada  Corps. 


ORDER  BY  PHONE  FREE  li 

1-800-997-25 

www.  nevadacorp.onevegas. 


OFFSHORE  PRIVA 
MAILBOX  RENTA 


•  Many  Hidden  Benefits 

•  Bahamas  Address 

•  Mail  Forwarding  -  Courier  Sei 

•  All  Offshore  Services 

A.S.A.P.  SERVICES  LTI 
Nassau,  Bahamas 

call  now  1  -888-355-88 
www.asapbahamas.coi 


Financial  Services 


Sell  us  your  accounts  receivable  to 

Call  Jeff  Farkas 
TOLL  FREE:  1 -800-241 -CA! 

4?C  ADVANTAGE  FUNDING  CC 


$7  500  to  $95  00 
f  6.00%  to  12.00°/ 


No  Credit  Check  -  72  hr  Svce.  -  EZ  app 
100K  to  5  mil.  5.5%  -  Borrowing  Made  E 
with  compensating  balance  deposit 


1  1-888-745-6752  ext.  10 


Trade  Online  w/Signal 

the  real-time  money-making  machine! 


t Stocks 

•  Futures 

•  Options 

•  Streaming 
Internet 
Deliver)' 

•  Free  Nasdaq 
Level  II 


■  Forex 
>  News 
'Charting 

•  Historical 

'Data        . ; 

•  Pager/celt^ 
phone  alerts 


Sign-up  online  today  at: 

www.iilio.com/tiw 

or  call  888.200.1016  xi40L 


isiness  Week  Index 


DUCTION  INDEX 


inge  from  last  week:  0.0% 
inge  from  last  year:  4.6% 


PRODUCTION  INDEX 

Apr.  17=142.8 
  1992=100   


f.  Aug.  Dec.  Apr 

98  1998  1998  1999 

ndex  is  a  4-week  moving  average 

duction  index  was  unchanged  in  the  week  ended  Apr.  17,  however  the 
ged  index  moved  up  1%,  to  143.7,  from  142.3.  After  seasonal  adjustment, 
;ht  traffic  shot  up  4%  with  sharp  gains  in  loadings  of  motor  vehicles  and 
;nt.  Output  of  autos,  trucks,  electricity,  and  coal  were  also  up.  Steel 
ion  continues  to  decline,  with  output  down  5.2%,  even  as  imported  steel 
S%  in  March.  Crude-oil  refining  and  lumber  output  were  also  down. 

:tion  index  copyright  1999  by  The  McGraw-Hill  Companies 


)1NG  INDICATORS 


EADING  INDEX  (4/16)  1992=100 

LATEST 
WEEK 

122  1 

WEEK 
AGO 

120.7 

YEARLY 
%  CHG 

1.1 

PRICES  (4/23)  S&P  500 

1356.85 

1319.00 

21.2 

RATE  BOND  YIELD.  Aaa  (4/23) 

6.69°/< 

6.65% 

-0.4 

SUPPLY,  M2  (4/12)  billions 

$4,465.1  ! 

t4,476.9r 

7.4 

.  CLAIMS.  UNEMPLOYMENT  <4/i6)  thous 

314 

319, 

0.3 

AGE  APPLICATIONS.  PURCHASE  (4/23) 

278.9 

288.2 

15.5 

AGE  APPLICATIONS.  REFINANCE  (4/23) 

1.093  4 

1,155.7 

-5.5 

S:  Economic  Cycle  Research  Institute,  Standard  &  Poor's, 
Labor  Dept.,  Mortgage  Bankers  Assn.  (Index:  March  16, 

Moody's,  Federal 
1990=100) 

REST  RATES 

M.  FUNDS  (4/27) 

LATEST 
WEEK 

4  83% 

WEEK 
AGO 

4.49% 

YEAR 
AGO 

5.28% 

:rcial  paper  (4/27)  3-month 

4.73 

4.78 

5.51 

"ICATES  OF  DEPOSIT  (4/28)  3  month 

4.87 

4.87 

5.61 

MORTGAGE  (4/23)  30-year 

i,  98 

6.96 

7.19 

TABLE  MORTGAGE  (4/23)  one  year 

5.77 

5  80 

5.77 

(4/23) 

7.75 

7.75 

8.50 

i:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


PRODUCTION  INDICATORS 


STEEL  (4/24)  thous.  of  net  tons 

LATEST 
WEEK 

1,961 

WEEK 
AGO 

1 ,875# 

YEARLY 
%CHG 

10  i, 

AUTOS  (4/24)  units 

]  28,6  J><  I 

125,353r# 

7.0 

TKUCKo  (4/24)  units 

164,058 

161,968r# 

9.4 

ELECTRIC  POWER  (4/24)  millions  of  kilowatt-hrs. 

58  935 

59,234* 

4.3 

CRUDE-OIL  REFINING  (4/24)  thous.  of  bbl./day 

14,774 

15,004# 

-0.8 

COAL  (4/17)  thous.  of  net  tons 

21,158# 

20,195 

6.2 

LUMBER  (4/17)  millions  of  ft. 

502. 5# 

515.2 

0.8 

RAIL  FREIGHT  (4/17)  billions  of  ton-miles 

27. 0# 

25.8 

3.4 

Sources:  American  Iron  &  Steel  Institute.   Ward's  Automotive  Reports,  Edison  Electric 
Institute,  American  Petroleum  Institute,  Energy  Dept  .  WWPAi.  SFPA2,  Association  of 
American  Railroads 

PRICES 

GOLD  (4/28)  $/troy  oz. 

LATEST 
WEEK 

283  000 

WEEK 
AGO 

.'8-:  250 

YEARLY 
%  CHG 

-8.2 

STEEL  SCRAP  (4/27)  #1  heavy,  $/ton 

/ 1  00 

77.00 

-42.3 

COPPER  (4/23)  (2/lb. 

73.1 

69.4 

-16.6 

ALUMINUM  (4/23)  e/ib. 

63.8 

63.0 

-8.6 

COTTON  (4/23)  strict  low  middling  1-1/16  in.,  e/lb.  58.47 

59.98 

-5.1 

OIL  (4/27)  $/bbl. 

17.55 

17.53 

13.3 

CRB  FOODSTUFFS  (4/27)  1967=100 

188  40 

190.28 

19  2 

CRB  RAW  INDUSTRIALS  (4/27)  1967=100 

258  04 

258.11 

-15.7 

Sources:  London  Wednesday  final  setting.  Chicago  market.  Metals 
market,  NYMEX,  Commodity  Research  Bureau 

Week,  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (4/28) 

LATEST 
WEEK 

1.6980 

WEEK 
AGO 

1.7275  1 

YEAR 
AGO 

1449 

BRITISH  POUND  (4/28) 

1.62 

1.61 

1.67 

CANADIAN  DOLLAR  (4/28) 

1.48 

1.49 

1  44 

EUROPEAN  EURO  i  28) 

1.0630 

1.0584 

NA 

JAPANESE  YEN  (4/28) 

119.01 

119.85  132.32 

KOREAN  WON  4/28) 

1178.0 

1188.0  1334.5 

MEXICAN  PESO  (4/28)' 

9.293 

9.370 

3  490 

TRADE-WEIGHTED  DOLLAR  INDEX  (4/28) 

109  4 

109.9 

110.4 

Sources:  Maior  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar,  except 
for  British  Pound  and  European  Euro  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan. 


ata  in  the  production  indicators  are  seasonally  adjusted  in  computing  the 
nt.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn. 


BW  index  (chart):  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
3=Free  market  value       NA=Not  available       r=revised       NM  =  Not  meaningful 


'HE  WEEK  AHEAD 


IAL  INCOME 

May  3,  8:30  a.m.EDT*  Personal 
in  March  is  expected  to  show  a 
0.3%,  based  on  the  median  fore- 
economists  surveyed  by  Standard  & 
rfMS,  a  division  of  The  McGraw-Hill 
lies.  Income  rose  0.5%  in  February, 
ler  spending  is  projected  to  have 
ed  0.4%,  after  February's  0.7% 

ASING  MANAGERS'  INDEX 

/,  May  3,  1 0  a.m.EDT  ►  The  Nation- 
ciation  of  Purchasing  Management 
cted  to  report  a  slight  dip  in  its 
dex  of  industrial  activity,  to  54.2% 
i.3%  in  March. 


CONSTRUCTION  SPENDING 

Monday,  May  3,  10  a.m.EDT>  The  expecta- 
tion for  March  construction  outlays  is  for  a 
gain  of  0.1%.  February  spending  rose  2.2%. 

VEHICLES  SALES 

Monday,  May  3>  March  sales  of  U.  S.-made 
cars  and  light  trucks  are  expected  to  total 
13.8  at  an  annual  rate,  down  slightly  from 
14.1  million  in  February.  Companies  will 
begin  reporting  on  May  3  and  finish  on  May  5. 

LEADING  INDICATORS 

Tuesday,  May.  4,  10  a.m.EDT>  The  Confer- 
ence Board's  March  index  of  leading  indica- 
tors is  projected  to  rise  0.1%,  after  gaining 
0.2%  in  February. 


FACTORY  INVENTORIES 

Wednesday,  May  5,  10  a.m.EDT*  Factory 
inventories  in  March  are  expected  to  hold 
steady  for  the  second  month  in  a  row. 

EMPLOYMENT  REPORT 

Friday,  May  7,  8:30  a.m.EDT*  Nonfarm  payrolls 
are  expected  to  have  increased  by  212,000  in 
March,  after  February's  slim  46,000  gain.  The 
jobless  rate  is  projected  to  have  held  steady  at 
4.2%,  and  hourly  earnings  likely  grew  0.3%. 

CONSUMER  CREDIT 

Friday,  May  7,  3  p.m.EDT>  Households  are 
expected  to  have  added  $6.3  billion  to  their 
installment  debt  in  March,  after  an  $8.7  bil- 
lion increase  in  February. 
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9  p.m.  EDT 

Transcripts 

Two  investment  chats  every 
week  on  BW  Online — and  for 
market  tips  galore,  download 
the  transcripts  for  yourself. 
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Price 
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Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 


30-YEAR  TREASURY  BONDS     5.58  5.52  6.07 

LONG-TERM  AA  INDUSTRIALS   6.54  6.46  6.66 
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WHAT  VOUCHERS  CAN-AND  CAN  T-SOLVE 


Sometimes  a  single  act  of  philanthropy  can  change  the 
political  landscape.  Ted  Forstmann,  chairman  of  Gulf- 
stream  Aerospace  Corp.  and  founder  of  the  Wall  Street  in- 
vestment firm  of  Forstmann  Little  &  Co.,  has  just  offered  pri- 
vate vouchers  to  40,000  poor  kids,  and  1.2  million  parents 
throughout  America  raised  their  hands — 168,000  in  New 
York  alone.  Over  33%  of  those  eligible  applied  in  Washington, 
D.  C,  26%  in  Chicago,  and  18%  in  Los  Angeles.  Given  the 
chance,  a  vast  number  of  parents  expressed  deep  dissatis- 
faction with  their  children's  public  education  and  welcomed  a 
choice — even  though  they  would  have  to  match  the  scholar- 
ship money  from  their  own  meager  incomes.  Forstmann,  a 
wealthy  59-year-old  graduate  of  the  Phillips  Academy,  has 
sparked  a  galvanizing  event  in  the  history  of  U.  S.  education. 

Pressure  to  use  public  as  well  as  private  money  to  fund 
vouchers  is  certain  to  follow.  Already,  Governor  Jeb  Bush  is 
proposing  vouchers  for  children  in  failing  Florida  schools. 
But  the  issue  of  vouchers  is  intensely  emotional,  and  before 
passions  flare,  it  is  important  to  understand  the  roles  that 
vouchers  can — and  cannot — play  in  the  overall  educational 
system.  Myths  abound,  problems  are  misunderstood,  and  so- 
lutions are  often  tinged  with  ideological  and  sectarian  agendas. 

TRUE  OR  FALSE? 

Myth  No.  1:  Americans  are  terribly  unhappy  with  their 
public  schools.  Not  so.  Polls  show  that  Americans  living  in  the 
suburbs  (most  of  the  population)  like  their  local  schools  and 
think  they're  doing  a  good  job.  This  is  why  voucher  initiatives 
are  consistently  voted  down  across  the  country.  It  is  inner-city 
parents  who  are  discontented.  And  why  not?  They  are  too 
poor  to  move  to  the  suburbs  or  send  their  kids  to  better  pri- 
vate schools.  They  have  no  choices. 

Myth  No.  2:  Public  education  has  sharply  deteriorated. 
Not  so.  Numbers  from  the  National  Center  for  Education  Sta- 
tistics show  that  the  decline  evidenced  in  the  '80s  in  national 
average  scores  for  science,  math,  reading,  and  writing  has 
been  reversed  in  the  '90s.  Scores  are  back  to  their  levels  of 
the  early  70s.  At  the  same  time,  the  high  school  dropout  rate 
has  fallen  dramatically,  and  nearly  two-thirds  of  all  graduates 
go  on  to  take  college  courses,  a  greater  percentage  than  in 
Europe  or  Asia.  The  same  educational  system  that  was 
blamed  for  the  economy's  poor  performance  last  decade  is 
fueling  the  hot  New  Economy.  The  real  problem  lies  below 
the  national  averages  and  is  limited  to  poor,  inner-city  schools 
and  rural  Southern  schools.  The  big,  troubled  public  school 
systems  of  New  York  (the  country's  largest),  Chicago,  Miami, 
and  Los  Angeles  constitute  a  substantial  part  of  the  problem. 

Myth  No.  3:  Vouchers  can  solve  all  the  inner-city  schools' 
problems.  Not  so  again.  The  crisis  in  education  is  as  much  a 
social  and  economic  problem  as  it  is  a  teaching  problem. 
Children  from  unstable  homes  who  go  to  school  hungry  and 
often  aren't  prepared  to  learn.  If  no  one  at  home 
3,  there  may  not  be  any  sense  of  punctuality.  If  no  one 


reads,  there  may  not  be  any  familiarity  with  books  and 
quiet  discipline  that  goes  with  reading.  Teachers  can' 
faulted  for  these  problems.  The  answer  lies  in  the  ecom 
realm.  Policies  that  promote  growth,  low  unemployment, 
decent-paying  jobs  are  both  pro-family  and  pro-educatio 
Myth  No.  4:  Private  schools  are  the  answer.  Someti 
Some  90%  of  the  nation's  26,000  private  schools  claim  a 
gious  identity  In  the  inner  city,  nearly  all  are  Catholic.  | 
offer  safety,  discipline,  and  educational  basics.  But  in 
consin  and  Florida,  public  funds  spent  for  vouchers  i 
provide  for  children  opting  out  of  religious  classes. 
Catholic  schools  accept  this?  Or  would  it  undermine  their 
value  system?  In  addition,  private  schools  often  refus 
admit  problem  students  and  eject  those  who  cause  troi 
They  also  don't  admit  kids  with  special  educational  needs 
more  than  half  the  children  in  many  New  York  City  g 
schools  are  in  special-ed  classes.  What  happens  to  then 
the  end,  public  schools  must  be  reformed,  not  replaced. 

RESCUE  OPERATION 

There  is  an  understandable  groundswell  of  popular  suf 
for  experimenting  with  vouchers.  In  spite  of  20  years  of 
tional  school-improvement  movement,  many  inner-city  scl 
remain  dangerous  places  that  don't  educate.  Parents 
their  kids  to  them  because  they  have  no  choice.  That  : 
end.  Charter  schools  that  are  genuinely  independent  of  h< 
handed  bureaucratic  and  political  influence  can  provide  c 
and  competition  within  the  public  school  system.  They  si 
be  dramatically  expanded.  And  it  is  time  to  try  vouche 
well.  Private  vouchers  can  help.  Nathan  Myhrvold, 
technology  officer  for  Microsoft;  Stanley  Druckenmiller, 
investment  strategist  for  George  Soros;  Peter  Lynch, 
chairman  of  Fidelity  mutual  funds;  and  many  others  j< 
Forstmann.  The  rest  of  the  American  business  commi 
should  get  involved  in  educational  reform,  too. 

Publicly  funded  vouchers  are  the  next  step.  Ai 
Levine,  president  of  Columbia  University's  Teachers  Co 
and  a  lifelong  advocate  of  public  education,  believes 
situation  is  so  dire  that  a  rescue  operation  is  needt 
reclaim  the  lives  of  America's  most  disadvantaged  chili? 
He  proposes  tiying  a  limited  voucher  program  for  the  < 
urban  children  attending  the  bottom  10%  of  public  setji 
Parents  would  be  reimbursed  an  amount  equal  to  the  i| 
age  cost  per  student  (about  $6,500  nationally)  to  pen 
them  to  attend  a  wide  range  of  nonsectarian  private  scH 
such  as  those  run  by  the  Edison  Project,  public  scho( 
the  suburbs,  or  parochial  schools. 

It's  a  good,  limited  proposal  that  bores  in  on  thee 
problem  in  American  education.  Poor  kids  would  get  a ' 
out  of  the  worst  inner-city  schools.  And  it  might  even  ineS 
competition,  forcing  school  districts  to  close  old,  deep 
buildings  and  provide  safe,  quality  education.  The  U.  S.  sio; 
can't  afford  to  sacrifice  another  generation  of  poor  chile"1 


Go  out  to  eat.  Way,  way  out. 


ad  of  paddling  down  the  stream  of  monotony,  why  not  a  change  of  scenery? 


The  Ford  Explorer  Limited  is  the  perfect  choice  to  make  a  smooth  transition  to  a  new  setting 


Look,  we  all  need  a  break  from  the  local  scene  routine. 


1999  Ford  Explorer  Limited  'iSSE 


Leather  seating  surfaces.  2go-watt  MACHe  audio  system, 
v  available  side-impact  airbags.   Available  Control-Trac  system  for  automatic  4WD  traction  when  needed. 
Explorer  is  a  Low  Emissions  Vehicle  that  runs  cleaner  than  most  passenger  cars  on  the  road  today. 

1st  quarter  1999  Always  wear  your  safety  belt  and  secure  children  in  the  rear  seat 


1-800-258-FORDor 
www.fordvehicles  com 
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In 

the  IT  business  there  are 
times  when  bigger  is  better.  This  is 
one  of  them.  Welcome  to  the  world  of 
Fujitsu  IT  solutions.  cP  It's  a  global  network  of 
jjitsu  Group  companies  with  more  than  55,000  IT 
vice  professionals.  All  sharing  resources,  expertise, 
inologies  and  a  common  goal:  delivering  optimum  IT 
:ions  that  help  you  achieve  better  business  results. 
Dijp  companies  Fujitsu,  Amdahl,  DMR  Consulting 
ip  and  ICL  each  offer  IT  expertise  globally  as  well  as 
neir  home  regions.  Individually  or  in  concert,  they 
•vide  strategic  consulting,  applications  development 
id  maintenance,  infrastructure,  outsourcing  and 
industry-specific  solutions.  cO  Whether  you  do 
business  right  here  or  around  the  globe,  we 
have  a  world  of  IT  experience  to  meet 
»      Mm  your  business  needs.  .^^^ 
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When  Ron  invests  online, 
he  does  it  himself. 

But  with  Schwab, 
he  doesn't  do  it  alone. 

RON  INVESTS  WITH  SCHWAB.COM  BECAUSE  HE  LIKES  CALLING  THE  SHOTS. 
"BUT  I  ALSO  LIKE  THAT  I  CAN  CALL  AND  GET  HELP  WHEN  I  NEED  IT,"  HE  SAYS. 

Charles  Schwab  on  investing 


ve  been  trading  for 

Now,  my  preferred 
)d  is  online,"  says 

"That's  the  way 
rading  these  days. 
I  always  do  it  at 
ab.com.  It  makes  it 
ch  easier." 
lat's  nice  to  hear, 
if  you  need  help 
you're  online? 

call  somebody  at 
ab.  I  just  call  up  the  800  number  and  get 
)ody  on  the  phone.  They  have  the  website 
he  back-up  of  Schwab's  professionals.  You 
s  feel  comfortable  with  them,  because  of 
support.  From  my  perspective,  it's  really 
good." 

fact,  Schwab's  representatives  are  more 
happy  to  talk  by  phone  day  or  night,  7  days 
k.  Even  while  you're  online.  No  one  else 

service  quite  like  Schwab, 
t's  the  strongest  possible  combination," 
nues  Ron,  "the  quickness  and  ease  of  the 
net  and  the  team  of  professionals  you  can 

for  help.  You  can't  ask  for  anything  more 

you  think  about  it." 

mong  other  things,  Ron  also  has  access 


"I  see  the  Internet 
as  the  single  most 
empowering  force 

for  the 
individual  investor. 


to  the  Analyst  Center  on 
Schwab.com.  It  provides 
access  to  analyst  reports 
such  as  Credit  Suisse 
First  Boston  Corporation 
and  Hambrecht  &  Quist. 
Information  once  only 
available  to  professional 
money  managers.  Schwab 
makes  these  reports  avail- 
able, so  you  can  ask  better 
questions  about  the  invest- 
ments you're  considering. 

It's  just  part  of  a  wealth  of  information  at 
Ron's  fingertips  and  yours. 

Whether  it's  online,  in  your  local  branch  or 
on  the  phone,  as  Ron  says,  "Their  service  has 
been  top-notch  right  across  the  board.  They 
give  you  everything  you  need  at  all  times.  And 
freedom  to  do  what  you  want." 

A  concluding  thought,  Ron?  "Every  person  I 
talk  to  seems  like  they  care  about  the  customer. 
It's  the  right  way  to  run  the  business." 

If  you're  ready  to  move  up  to  Schwab,  call 
1-800-4  SCHWAB,  log  on  to  our  website  at 
www.schwab.com  or  visit  us  at  any  of  our 
over  290  branches. 


/s  after  the  provider  makes  the  reports  available  to  institutional  clients,  who  may  act  on  the  reports  in  the  meantime.  Access  to  services  and  your  account  may 
during  periods  of  peak  demand  or  market  volatility  or  for  other  reasons.  ©Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (0499-1503). 
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CAMPAIGN  2000 

ANOTHER  TERM  FOR 
GREENSPAN? 

IS  ALAN  GREENSPAN 
the  man  for  the 
new  millennium? 
The  White  House 
is  dealing  the  way 
for  the  Federal  Re- 
serve chairman  to 
serve  four  more 
years  when  Ms  cur- 
rent, third  term 
ends  in  June,  2000. 

A  look  at  the 
calendar  explains 
why.  The  Fed  post 
comes  up  right  in 
the  middle  of  the 
Presidential  elec-  ~ 
tion  campaign.  Top  Clin- 
tonites  figure  the  Republican- 
controlled  Senate  will  refuse 
to  confirm  any  Democrat 
whom  President  Clinton 
chooses — even  Treasury  Sec- 
retaiy  Robert  Rubin,  a  dar- 
ling of  Wall  Street.  The  cop 


STAYING  MUM 


doesn't  want  a  Fed  chairman 
who  might  be  tempted  to 
play  politics  with  the  econo- 
my to  help  Al 
Gore's  chances. 

Being  stuck  with 
Greenspan,  a  Re- 
publican whom  the 
markets  revere 
even  more  than 
Rubin,  isn't  such  a 
bad  option  for  the 
White  House.  He 
has  presided  over 
the  best  economy 
in  decades,  works 
well  with  Clinton, 
and  is  the  best  bet 
to  keep  the  expan- 
sion going.  That 
can't  hurt  Gore. 
Will  Greenspan, 
still  vigorous  at  73,  want  an- 
other term?  He's  not  saying, 
but  the  betting  among  Clin- 
tonites  is  he  will — though  he 
may  resign  in  midterm  so  the 
new  President  can  choose  a 
successor  in  a  less  partisan 
climate.         Owen  Ullmann 


THE 

FOLEYS 


POWER  COUPLES 

LAND  OF  THE  RISING 
CONFLICT 

WITH    WASHINGTON  AND 

Tokyo  feuding  over  steel  im- 
ports, it  might  seem  bad 
form  for  the  wife  of  the  U.  S. 
Ambassador  to  Japan  to  join 
a  think  tank  partly  funded  by 
Japanese  steel  interests.  But 
the  State  Dept.  has  quietly 
approved  a  job  for  Heather 
Foley,  wife  of  Ambassador 
Tom  Foley,  at  the  Japanese 
Research  Institute.  The  O.K., 
granted  in  December,  is  just 
now  drawing  attention. 
State  says  that  jri  assured 


it  that  it  would  not  use  the 
Foley  name  to  influence  poli- 
cy. The  concern  seems  well- 
founded,  .mi  is  heavily  funded 
by  the  Sumitomo  group  of 
companies,  which  in- 
cludes Sumitomo 
Metal  Industries, 
"  now  under  investi- 
gation for  selling  steel  here 
below  cost. 

Still,  the  U.  S.  will  let  Am- 
bassador Foley  weigh  in  on 
all  matters  concerning  Sum- 
itomo companies — except  for 
Sumitomo  Bank,  which  owns 
5%  of  JRI.  It's  all  an  open  in- 
vitation to  foreign  influence- 
buying,  grumbles  Bill  Hogan 
of  Washington's  Center  for 
Public  Integrity:  "It  doesn't 
take  a  professor  of  ethics  to 
figure  this  out."  The  Foleys 
both  declined  to  comment, 
but  State  says  that  helping 
overseas  spouses  find  work  is 
in  keeping  with  the  depart- 
ment's "family  friendly" 
policy.       Lorraine  Woellert 


TALK  SHOW  'tWe  opened  up,  and  everything  was  gone' 

— Lee  An  n  Richardson,  quoted  in  USA  Today,  after  em  erging 
from,  her  storm  cellar  in  Moore,  Okla. 


MAD  AVE 

IRIDIUM  HITS  FLAK 
IN  THE  BALKANS  

IRIDIUM,   THE  SATELLITE- 

phone  outfit,  may  have 
missed  another  connection. 
First,  journalists  using  its  ex- 
pensive handsets  in  Yugoslav 
war  zones  complained  that 
the  phones,  advertised  to 
work  anywhere  in  the  world, 
didn't.  Then,  in  _ 
April,  Iridium's 
CEO  abruptly  quit 
in  the  midst  of  fi- 
nancial troubles. 

Now,  Iridium  is 
being  accused  of 
exploiting  fleeing 
Kosovars  to  sell 
phones.  A  May  4 
ad  in  the  The 
Wall  Street  Journal 
shows  refugees  in 
Macedonia  using 
$2,300  Iridium  phones  and 
proclaims  that  "thousands  of 
refugees  know  that  Iridium 
works."  The  ad  notes  that 


refugees  and  others  ii 
Balkans  have  made 
30,000  calls. 

The  Kosovars  appre 
the  phones,  but  not  thj 
"Their  primary  purpose  if 
ad  is  not  showing  that! 
are  helping  refugees.  It's| 
like  advertising  the  ph 
says  Ardijan  Hasangjel 
coordinator  at  the  New  [ 
based  Kosova  Relief 

AD:  Exploitit 
a  tragedy? 

Nor  does  I 
ad  address 
phones'  reliq 
says 
\  School  marl 
;  professor 
Schmittleii 
was  the 
tent,  say| 
company. 
Iridium  says  th 
phones  were  donated 
request  of  relief  agencie| 
help,  says  Iridium,  wa 
marketing  ploy.  Josephl 


CLASS  NOTES 

HOW  POOR  KIDS  MAY 
ENRICH  SCHOOLS 

THE  NEWLY  FORMED  CHILDREN'S 

Scholarship  Fund,  headed  by 
financier  Ted  Forstmann  and 
investor  John  Walton,  plans 
to  dole  out  $160  million  in 
scholarships  to  poor  kids  over 
four  vears.  All  that  money 


Onees  el 

Hitmen  kkiil  ----- 
PAROCHIAL  PUPILS:  Aid  comi 


ng 


will  be  good  for  the  kids — 
and  for  the  schools  they  pick. 

Most  of  the  scholarship 
winners  are  expected  to  en- 
roll in  Catholic  schools,  often 


considered  by  parents 
mieally  rigorous  and 
disciplined.  In  Chicago, 
171,000-student  parocl 
tern  is  the  nation's  larj 
schools  have  closed 
1991.  But  the  csf 
could  bring  in  up  to 
new  studencs  over  tw< 
The  scholarship  m 
also  expected  to  ease 
in  other  big  parochial 
districts,  such  as  N 
leans,  which  is  novfl 
giing  to  cover  a  $ 
lion  annual  deficit 
elementary  school! 
gious  educators  hte 
ready  seen  how  bl 
have  yielded  nevwi 
ings  and  lower  1 
costs  in  cities  sue! 6 
dianapolis  and  Win 
ton,  and  they  woil 
to  enjoy  the  sann* 
fits.  Their  only  comply? 
the  same  as  any  edif 
The  money  is  great,  & 
all  they  want  to  do,  J1 
isn't  enough.     A.  T.  |l 
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YOU  SEND 


The  can't  miss... 


Sure  fire... 


Works-every-time. 


Sales  proposal  of  the  century.. 


Up  Front 


WHISTLE-BLOWERS 

WHEN  BIDDERS 
ARE  RINGERS 


EBAY,  THE  POPULAR  ONLINE 

auction  site,  has  had  its  prob- 
lems. Last  month,  for  exam- 
ple, a  teenager  rang  up  mil- 
lions in  bids  on  his  parents' 
account,  buying,  among  oth- 
er items,  a  painting  by  Vin- 
cent van  Gogh. 

Now  in  Edmonton,  Cana- 
da, an  independent  computer 
programmer  who  hunts  down 
computer  security  flaws  says 
he  has  found  a  doozy  on 
eBay's  site.  Tom  Cervenka 
says  that  a  few  lines  of  code 


he  has  developed,  easily  hid- 
den on  an  auction  page,  can 
collect  the  identity  and  se- 
cret password  of  bidders,  al- 
lowing the  bad  guys  to  cre- 
ate fake  auctions,  place 
bids,  or  change  the 
user  name  and  pass- 
word of  bidders. 

Although  he 
alerted  eBay  of  the 
flaw,  and  offered  to 
fix  it  for  free,  the 
company  declined, 
saying  that  Cervenkas 
bug  can't  work  without 
alerting  the  viewer  with 
a  pop-up  box  asking  for 
the  user's  name  and  password. 
A  business  week  test,  how- 
ever, found  otherwise.  Now 
Cervenka  has  alerted  poten- 
tial eBay  users  by  posting  in-, 
formation  about  the  bug, 
dubbed  EBayla,  on  his  com- 
puter-security Web  site, 
http://www.because-we-can.com, 
which  would  also  let  anyone 
reproduce  his  exploit.  So  far, 
20,000  people  have  looked  it 
up — though  eBay  says  it  has 
seen  no  evidence  yet  of  tam- 
pering. Roy  Furchgott 


PIRATE  PATROL 

CHECK  THE  ID  OF 
THAT  FURBY 

FURBY  FANS,  BEWARE.  THERE 

may  be  frauds  among  those 
fuzzy  furballs.  Fortunately, 
the  fakes  are  easy  enough 
to  spot.  Furbies,  as 
any  parent  of  a  5- 
y  ear-old  knows, 
speak  Furbish,  but 
can  be  "taught"  to 
speak  English. 
These  fakes, 
however,  speak 
only  gibberish. 
That  might  be 
merely  amusing — 
except  Furby's 
makers  are  upset  FURSY:  The 
by   the   sheer  ~ 
number  of  counterfeits  turn- 
ing up  around  the  region. 

Marketing  execs  from 
Tiger  Electronics,  a  sub- 
sidiary of  Hasbro  and  maker 
of  the  hit  toy,  first  spotted 


the  fakes  at  a  recent  Hong 
Kong  toy  fair.  They  traced 
them  to  Panyu,  sort  of  a 
counterfeiter's  paradise  in 
southern  China.  With  the 
government's  help.  Tiger  shut 
down  a  production  line  there 
that  made  up  to  5,000  fakes 
every  day. 

Those  fakes 
lacked  the  sophisti- 
cated computer  chip 
of  the  real  tiling.  So 
they  spoke  some- 
thing more  like 
"garbish,"  says  at- 
torney Tan  Loke- 
Khoon,  of  Baker 
&  McKenzie, 
which  represents 
Tiger.  The  com- 
pany is  deter- 
mined to  stop  the 
fakes.  With  plans  for  Furbies 
that  will  speak  Japanese, 
Spanish,  French,  Italian  and 
German,  it  doesn't  want  inar- 
ticulate frauds  swamping  the 
market.       Joyce  Barnathan 


real  thing 


DRAWN  &  QUARTERED 


TRENDLETS 

THE  MOVIE  HOUSE 
IS  A  STEAKHOUSE 

HEY,  IT'S  JUST  LIKE  DINNER 

and  a  movie  at  home,  except 
the  screen  is  bigger  and  the 
dinner  costs  more.  General 
Cinemas  Theatres,  a  1,100 
screen  chain,  is  installing 
full-service  restaurants  at 
some  of  its  cinemas,  where 
140  moviegoers  at  a  time 
can  chow  down  on  prime  ribs 
or  salmon  while  checking  out 
the  latest  movie. 

It  isn't  as  chaotic  as  you 
might  think.  Nobody  shouts 
"Down  in  front!"  because 
waiters  will  not  serve  after 
the  movie  stalls.  Beforehand, 
diners  can  eat  either  at  their 
tables  in  the  theater  or  in  an 
adjoining  bistro,  with  waiters 
bringing  the  food  inside  to 
finish  during  the  film.  Dessert 
and  coffee  are  served  after- 


ward. The  first  three  o 
Premium  Theaters  op( 
February  in  an  Owingf 
(Md.)  multiplex  and 
sell  out  on  weekends 
the  company,  which 
ning  more  such  theate 
Premium  Theater 
adult-only  because 


LS 


I 

OVER  21:  Liquor  is  ser 

alcohol.  Prices  are  gro\ 
too.  Tickets  are  $12  t 
and  the  meal  is  aboi 
same.  But  you  save  o 
thing.  The  popcorn  is  < 
house.  Dennis 


THE  BIG  PICTURE 


WHO  DO  YOU  TRUST? 

Consumers  believe  product 
information  that  comes  from  the 
news  or  sources  without  ads  is 
the  most  credible.  Only  3%  trust 
celebrity  endorsements. 


I  VERY 


BEUEVABILin 

I  SOMEWHAT  ■  NO 


CONSUMER 
REPORTS  REVIEW 


FRIEND'S 
RECOMMENDATION 

NEWS 
ARTICLE 

MAGAZINE 
ARTICLE 

PRIME  TIME 
NETWORK 
TV  SHOW 


40  e 


TELEPHONE      0  20 
SURVEY  OF  1.007    ^  PFRPFNT 
ADULTS  IN  ►PtKUNI 

FEBRUARY    DATA:  WlftTHLINWOl 


FOOTNOTES  Seniors  expecting  to  move  in  with  their  kids:  22%;  baby  boomers  expecting  their  parents  to  move  in:  54% 
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DATA:  SENIOR  CARE  ACTION  NETWORK  (MANAGED  CARE  FOR  S 
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iobe  Acrobat 

be 

)bat  >o 


Wouldn't  your  business  be  more  profitable  if  they  got  what  you  sent?  Don't  worry  With 
Acrobat*  4.0  software  from  Adobe*  all  the  documents  you  send  electronically  will  arrive  exacts  s  you 
intended.  It  doesn't  matter  whether  you  use  Microsoft "  Office  or  some  other  application  to  cre?te  your 
documents.  It  doesn't  matter  which  platform  you  use.  With  Acrobat,  they  get  what  you  send.  Ev<  i  /thing 
you  send.  The  first  time  you  send  it.  So  you  don't  need  to  worry  about  your  customers  "gel  ng  it.  ' 
For  more  information  contact  a  software  reseller  or  visit  our  web  site  at  www.adobe.com/ar:  I  t99 


Adobe 


1 


EarthLink 

^  Sprint 


At  Judy's  antique  store,  everything  is  one  of 
a  kind.  And  she's  used  to  handling  special 
requests.  Now,  with  Sprint  Business  Flexs,M 
she's  able  to  reach  her  suppliers  right  away 
and  deliver  on  those  requests  even  faster, 
t's  the  global  communications  plan  designed 
just  for  small  business  that  lets  you  add 


what  you  need  when  you  need  it.  Choc 
from  long  distance,  international,  paginc 
more.  But  it's  not  just  about  a  commur 
tions  plan  you  put  together  the  way  yoi 
want.  It's  about  that  special  request  be 
there  in  time  for  the  big  day.  And  isn't 
that  the  point  of  contact? 


It's  about  never 


telling  a  customer 


it  can't  be  done. 


I  now,  to  choose  from  two  special  offers. 

i  up  for  Business  Flex  today  and  choose  either 
JhLink'9  Sprint®  Internet  access  orToll-Free  Service 
three  months  -  FREE. 


hurry,  this  offer  ends  June  30,  1999. 


888  *  SPRINT*  BIZ 


fw.sprint.com 


EXT.  11 


Sprint 


The  point  of  contact 
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SCANDAL  AT  THE  AMEX: 
POINTS  OF  VIEW 


There  ai-e  very  real  risks  associated 
with  being  on  "the  other  side"  of  every 
public  order  to  buy  or  sell  options  on 
securities  ("Scandal  on  Wall  Street."  Cov- 
er Story.  Apr.  26).  Many  of  the  buyers 
and  sellers  we  deal  ■vvith  on  a  minute-by- 
minute  basis  have  better  and  more  time- 
ly mformation  about  stocks  than  do  the 
market  makers  on  the  exchange  floor. 
The  option  in  wliich  "my  crowd"  makes  a 
market  routinely  offers  greater  liquidity 
than  is  offered  by  the  underlying  securi- 
ty, forcing  ah  of  us  in  the  crowd  to  as- 
sume a  great  deal  of  personal  risk  Given 
our  overheads  and  fees,  most  of  die  mar- 
ket makers  are  making  a  modest  living 
that  does  not  always  com- 
pensate  us  for  the  amount 
of  risk  taken. 

The  dramatic  market 
move  last  summer  and  the 
severe  correction  in  the 
market  duiing  the  last  two 
weeks  of  April  resulted  in 
many  market  makers  los- 
ing all  their  capital  and  be- 
ing forced  to  exit  the  busi- 
ness. Contrary  to  your 
assertion  that  spreads  are 
too  wide,  we  would  argue  that  the  un- 
derlying risks  are  greater  than  you  re- 
alize and  that  the  spreads  do  not  ade- 
quately reflect  those  risks.  The  $150 
million  in  excessive  spreads  equals  ap- 
proximately $150,000  in  additional  earn- 
ings per  trader  on  the  floor.  It  is  very 
hard  to  detect  the  existence  of  any  ex- 
cess accruing  to  market  makers,  espe- 
cially something  of  this  magnitude. 

The  fact  that  a  broker  might  have 
been  able  to  walk  into  the  crowd  and 
get  a  better  price  is  a  function  of  chance. 
There  is  not  a  better  price  reserved  for 
professionals.  They  could  just  as  easily 
miss  the  trade.  Those  of  us  on  the  Amex 
floor  are  trying  to  build  a  product  that 
will  keep  investors  coming  back. 

It  is  in  our  best  interest  to  treat  both 
professionals  and  customers  in  the  most 
careful  fashion  to  ensure  that  they  were 
dealt  with  fairlv.  If  not.  thev  will  not 
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come  back  to  do  business  with  i 
addition,  the  Amex  has  a  cust 
friendly  policy  that  requires  us  to  : 
the  best  bids  and  offers  on  all  mi 
listed  options.  This  is  a  policy  m 
forced  at  other  exchanges,  and  it  r 
in  market  makers  often  buying  optii 
the  offer  and  selling  options  on  o^ 
because  the  customers'  interests  £ 
ways  put  first. 

Jeffrey 
Matrix  Tradin 
Xev? 

Your  story  was  damaging  to  th^ 
names  of  the  hundreds  of  specialists 
kers.  and  American  Stock  Exchang 
ployees  and  their  businesses.  The  i 
tions  involve  just  a  liandful  of  mdivj 

A  HANDFUL  OF  SINNERS 

"Scandal  and  corrupt 

are  not  rare  

There  will  always  be 
bulls,  bears,  and  pigs 
is  unfair  to  slaughter 
entire  herd  because  ( 
few  greedy  pigs." 

why  slander  the  whole  operation?  i 
dal  and  conniption  are  not  rarei 
look  at  our  President  and  govern 
There  have  always  been,  and  thei 
always  be  bulls,  bears,  and  pigsj 
unfair  to  slaughter  the  entire  hei 
cause  of  a  few  greedy  pigs. 

Diane  E.i 
Long  Branch! 

As  a  longtime  member  of  the  I 
can  Stock  Exchange.  I  take  offefl 
your  allegation  of  price-fixing  in  o^ 
tion  crowds.  Since  the  article  railed  | 
the  better  treatment  offered  to  ^ 
orders  that  are  represented  by  n 
floor  brokers  rather  than  automat* 
ecution  systems,  it  seems  strange  til 
blame  has  been  placed  on  those  p 
who  choose  not  to  use  a  broker. 

Would  you  blindly  mail  a  checll 
car  dealer  for  the  full  sticker  pricel 
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pping  around?  Perhaps  you  could 
our  real  estate  agent  to  buy  a 
'or  you  with  a  blank  check  with 
not  to  return  without  a  house? 
rse,  these  examples  are  absurd, 
ry  would  you  treat  your  invest- 
any  differently? 

n  effort  to  save  a  $50  floor  bro- 
bill,  people  are  losing  eighths  and 
•s  on  their  investments.  If  that 
oesn't  add  up  for  you,  surely  you 
ame  others  for  your  lack  of  trad- 
cess. 

Vincent  Buecigrossi 
Progressive  Securities  Inc. 

New  York 

rican  Stock  Exchange  ceo 
I  F.  Syron  explained  the  rationale 
[-regulatory  organizations  thus: 
ison  you  have  sros  is  that  these 
ire  so  complex  that  the  only  peo- 

>  really  understand  all  the  details 
in  toto  are  the  people  who  are 
engaged  in  it,  on  a  moment-to- 
t  basis.  If  complexity  of  opera- 
ere  reason  enough  to  allow  self- 
ion,  virtually  every  modem-day 
idustry  would  claim  it  qualifies. 
?ssional  service  industries  have 
at  because  of  their  intrinsic  com- 
but  because  of  the  unverifiabilitv 
1  output.  It  is  very  difficult  for  a 
er  of  brokerage  service,  invest- 
anking,  law  advice,  or  manage- 
onsulting  to  identify  and  then 
a  a  third  party  any  breach  of  ser- 
pen that  clients  find  it  difficult 
lie  breach  of  service,  they  might 
;  to  seek  professional  service  in 
;  place.  To  win  the  confidence  and 
iness  of  their  clients  over  the 
m.  professional  organizations  take 
lselves  the  responsibility  of  mon- 
practitioners'  adherence  to  the 
lonal  "promise"  that  then-  clients' 
s  will  be  paramount. 

i  an  sro  forgets  its  primary  mon- 
role  to  build  long-term  confidence 
>rofession  and  becomes  an  indus- 
Id  instead,  the  profession's  repu- 
egins  to  erode.  Over  time,  society 
ws  such  profession's  right  to  mon- 
pf  and  instead  subjects  the  pro- 
to  the  discipline  of  external  mon- 
mstitutions.  Witness  the  ongoing 
ion  in  health-care  services. 

Ashish  Nanda 
Boston 

>  PROBLEMS 

:  ITS  OWN  MAKING  

.  small  competitor  of  Coca-Cola 
bund  Coke's  spin  on  its  current 
is  interesting  and  amusing  but 
realistic  ("Price  hikes=less  fizz  for 
In  Business  This  Week,  Apr.  12). 
e's  international  profits  soared,  it 
the  U.  S.  market  into  a  market- 


share  battleground.  Coke  has  publicly 
stated  that  its  goal  is  50%  of  the  total 
U.  S.  beverage  market.  Making  money 
in  the  U.  S.  has  not  been  its  primary 
motivation — dominating  the  market  and 
its  competitors  has. 

How  has  Coke  gained  market  share? 
By  being  the  leader  in  price-cutting.  Vir- 
tually every  market  channel  (grocery, 
drug,  mass  merchandisers,  and  conve- 
nience stores)  has  Coke  products  on  deal 
all  the  time.  In  Texas,  anyone  who  pays 
over  $5  for  a  case  of  Coke  (or  anv  other 


soft  drink)  is  a  fool.  By  having  Coke  on 
sale  every  day,  everywhere,  consumers 
and  retailers  have  been  well-trained  to 
refuse  the  higher  prices  that  Coke  re- 
ports to  be  pushing  in  the  market.  Thus, 
Coke  has  cheapened  its  most  valuable 
asset,  its  trademark. 

Coca-Cola  also  engages  in  the  same 
market  ploys  that  have  landed  Microsoft 
in  court.  They  bundle  products  and  pro- 
grams, they  write  restrictive  exclusivity 
contracts- that  lock  out  competitors,  and 
they  play  hardball  with  the  retailei-s  who 


Ray  here  is  known  for  his  enormous  intellect. 
But  he's  no  match  for  the  UNKNOWABLES  inherent  to 
deregulation.  That's  why  he  needs  Williams. 

Think.  Shouldn't  you  ally  with  experts  in  a  capricious  energy 
environment?  People  who  virtually  changed  the  communications 
industry  a  decade  ago,  and  are  doing  it  again?  Sure,  so  think 
Williams.  Call  us,  we've  got  more  know-how. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 


HOW  OL 

WILL  YOU  BE  WHEN 
YOU  MAKE  YOUR 

FIRST 

INVESTMENT 

ONLINE? 

Will  it  be  today?  Tomorrow?  How  long  before  you  finally  take  control  of  your  own  money?  Time  is  wasting.  So  go 
ahead.  Buy  and  sell  stocks.  Bonds.  Mutual  funds.  Get  real-time  quotes  and  portfolio  updates  with  the  click  of  a 
moiise..  Subscribe  to  get  our  valuable  research.  And  do  it  all  online.  Or  over  the  phone.  It's  easy.  And  it's  fast. 

After Ifeaven't  you  waited  long  enough?  Find  out  more  at  DISCOVER  BROKERAGE 

www.dSiyerbrokerage.com  or  1-800-58-INVEST.   a  morgan  Stanley  dean  witter  company 
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n  Katzman,  Founder  and  President  of  The  Princeton  Review 

The  Most  EFFective  GMAT  Test  Prep 

Our  revolutionary  combination  of  small,  focused  classes,  great  instructors,  and 
revolutionary  test-taking  techniques  gives  you  the  personal  attention  you  need 
to  score  your  best.  With  over  600  locations  worldwide,  we've  got  convenient 
schedules  and  locations.  And  we're  so  sure  you'll  get  your  desired  GMAT 
score,  we  guarantee  your  satisfaction.  For  more  information  about  our  pro- 
qrams  call  1  -800-2-REVIEW. 

The  Most  Comprehensive  GMAT  CD  PACKAGE 

Our  Inside  the  GMAT  CD  offers  you  the  opportunity  to  practice  in  the  comfort 
of  your  own  home,  working  on  questions  exactly  like  the  ones  on  a  real 
Computer  Adaptive  GMAT.  Students  receive  over  1 ,000  practice  questions 
with  explanations,  along  with  a  detailed  review  of  each  section  of  the  exam 
and  three  full-length  Computer  Adaptive  tests.  And  to  make  sure  you  select  the 
right  Business  school,  Inside  the  GMAT  includes  exclusive  B-school 
information  and  rankings  from  Business  Week  and  The  Princeton  Review. 
To  order  your  CD  set,  call  1  -800-234-3088. 

Guide  to  The  Best  Business  Schools 

Our  Guide  to  The  Best  Business  Schools  not  only  profiles  schools,  but  also 
includes  the  results  of  some  of  the  most  extensive  student  and  administrator  sur- 
veys ever  conducted.  You  receive  expert  advice  from  admissions  officers 
about  getting  into  the  program  of  your  choice  along  with  the  Gourman 
Report  rating  for  each  program.  To  purchase  your  copy  of  The  Best  Business 
Schools,  visit  your  local  book  store  or  call  1  -800-733-3000. 


or  visit  ui.  at 
www.revie  v„«om 


The 

Princeton 
Review 


have  the  audacity  to  want  to  nil 
own  beverage  programs. 

In  short,  Coke's  problems  in  tj 
mestic  market  are  of  its  own  nl 
Coke's  market  strength  and  hardb{< 
tics  stifle  true  competition. 

Bill  i 
PrJ 

Leading  Edge  H 
Templ|; 

THE  RIGHT  NUMBERS 

AT  SCHWAB  

In  "ipos:  On  the  outside  looki 
(Personal  Business,  Apr.  19),  the 
mation  provided  by  Charles  Sclr 
Co.  for  the  chart  outlining  eligibi! 
quirements  for  initial  public  offerir 
ticipation  was  incorrect.  The  chi 
minimum  balance  and  minimum 
per  year  should  have  read:  $500,0( 
in  assets  and  0  trades  per  ye 
$25,000  in  assets  and  24-plus  co 
sionable  trades  per  year. 

Marta  von  Loewt 
Director  of  Media  Re 
Charles  Schwab 
Nev 
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"OUR  INTERNET  ACCESS  SERVICE  NEEDED  MORE 
CAPACITY.  AND  WE  NEEDED  IT  FAST." 


At  GTE  WHOLESALE  MARKETS,  our  goal  is  to  provide  innovative  communications  solutions  to  businesses  within 
he  communications  industry.  Whether  it  involves  network  management,  network  capacity,  or  resale  services,  we  have  an  intimate 
mderstanding  of  the  problems  these  companies  face.  And  the  experience  and  expertise  to  solve  them.  We  begin  by  establishing  a 
elationship  with  customers  based  on  open  communication  and  an  understanding  of  their  business,  which  allows  us  to  focus  squarely 
in  their  needs.  Then  we  look  for  creative  ways  to  fill  those  needs  -  even  if  that  means  changing  the  way  we  do  business. 

Some  time  ago,  an  ISP  "backbone"  provider  faced  a  major  dilemma:  Customer  demand  for  Internet  capacity  had 
*J!k>    outstripped  their  ability  to  provide  it.  They  needed  to  build  more  and  quickly.  That's  when  they  called  in  GTE 
Wholesale  Markets.  Partnering  closely  with  the  ISP,  we  introduced  them  to  a  new  networking  configuration  called  CyberPOP. 
nstead  of  the  traditional  method  of  routing  ISDN  lines  through  multiple  points,  this  system  employs  a  trunkside  connection 
hat  permits  the  equipment  to  be  located  in  existing  GTE  switching  centers,  which  in  turn  allows  capacity  to  be  added 
nuch  more  rapidly.  Over  the  next  two  years,  in  fact,  the  rate  at  which  we  installed  circuitry  for  this  provider  went  from 
1000  ports  a  month  to  more  than  twelve  times  that.  This  rate  far  exceeded  their  expectations,  enabling  them  to  increase 
heir  business  and  coverage  opportunities  very  rapidly. 


If  you're  having  a  problem  getting  one  of  your  communications  ideas  to  work,  call  GTE  Wholesale  Markets  at 
1-888-483-9594,  or  contact  us  on  the  Internet  at  www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And  best  of  all, 
ve're  flexible.  So  you  can  count  on  us  to  deliver  solutions  that  will  ensure  your  success. 


PEOPLE 
MOVING 
IDEAS' 


NETWORK 
SERVICES 


Most  ERP  applications  are  implemented 
with  about  this  much 


efficiency  and 


ILITY 


Introducing  Epicor,  the  company  with  business  solutions  for  the  rest  of  us. 


Thinking  about  implementing  a  typical 
enterprise  system?  better  brace  yourself. 
Because,  frankly,  most  enterprise  applica- 
tions weren't  designed  with  your  business 
in  mind.  So  if  you  force  one  of  those 
systems  onto  your  business  today,  you  may 
be  picking  up  the  pieces  tomorrow. 

That's  why-  Platinum  Software  and  Data  Works 
have  joined  forces  to  create  Epicor 
Software  Corporation,  a  global  leader  in 
developing  business  performance  solutions 
aimed  solely  at  companies  like  yours. 


At  Epicor,  our  unique  focus  helps  you 
leverage  your  limited  resources  and  over- 
come your  growing  pains,  without  wreak- 
ing havoc  on  your  business.  to  do  that,  we 
offer  a  ward- winning  business  solutions 
for  both  front  and  back  office.  so  you  get 
just  what  fits  your  needs,  instead  of  some 
no-pain-no-gain  solution. 

Call  1-888-9-EPICOR  or  visitwww.epicor.com 
today.  Get  to  know  us  first,  before  the 
wrong  enterprise  system  comes  knocking. 


epicor 

Corporation  Epicor  is  a  trademark  of  Epitor  Software  Corporation 
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DEALERS  OF  LIGHTNING 

Xerox  PARC  and  the  Dawn  of  the  Computer  Age 

By  Michael  Hiltzik 
HarperBusiness  •  448pp  •  $26 


THE  UNSUNG  HEROES 
OF  THE  PC  AGE 


Tiy  to  remember  a  world  without 
notebook  computers,  desktop 
monitors  with  colorful  screens, 
or  mice.  A  time  when  there's  no  E-mail 
because  the  Internet  has  only  four  con- 
nections— three  in  California  and  one  in 
Utah.  When  the  epitome  of  office  au- 
tomation is  Xerox  Corp.'s  H14  copier, 
the  cash-cow  capstone  to  the  company's 
15-year  monopoly  on  xerography. 

We're  not  talking  ancient  history 
here.  That  was  how  it  was  just  30  years 
ago.  Then,  Xerox  founded  its  Palo  Alto 
Research  Center  (PARC)  in  1970.  Almost 
overnight,  its  few  dozen  scientists,  en- 
gineers, and  Young  Turks  breathed  life 
into  many  of  the  computer  and  net- 
working technologies  that  we  now  take 
for  granted. 


PARC's  sudden  emergence  as  the 
lodestone  for  computer  science  is  en- 
gagingly chronicled  by  Pulitzer  Prize 
winner  Michael  Hiltzik  in  Dealers  of 
Lightning:  Xerox  parc  and  the  Dawn 
of  the  Computer  Age.  Hiltzik  writes 
about  technology  for  the  Los  Angeles 
Times  and  obviously  knows  his  bits 
and  bytes.  But  his  book  isn't  just  a 
tale  of  silicon  and  software.  It's  more  a 
series  of  portraits  of  the  remarkable 
people  who  made  it  happen — and  the 
political  intrigues  that  almost  shut  PARC 
down  in  the  mid-1970s.  (The  bickering 
at  Xerox  was  why  it  capitalized  on  so 
few  of  PARC's  breakthroughs,  as  de- 
tailed by  Douglas  K.  Smith  and  Robert 
C.  Alexander  in  their  1988  book,  Fum- 
bling the  Future.) 


One  by  one,  Hiltzik  introducj 
cast  of  40-odd  movers  and  shakeii 
shaped  PARC  into  the  soul  of 
dream — starting  with  Robert  Wj 
lor,  PARC's  cowboy  "impresario  oj 
puter  science."  In  the  1960s,  Taylf 
worked  for  the  Pentagon's  Ad\i 
Research  Projects  Agency  (the 
Defense  was  put  on  the  front  of 
name  in  1969).  Taylor  dispense 
arpa  largesse  that  created  the  grj 
programs  in  computer  science  at 
achusetts  Institute  of  Technologj 
other  schools.  In  1966,  he  also  lau 
development  of  the  ARPAnet,  the 
runner  of  the  Internet.  As  a  rest 
became  a  patron  saint  to  many 
researchers  who  were  plotting  tJ 
ture  of  digital  technology.  Thati 
Taylor  Xerox'  top  pick  to  recruit  s| 
at  parc,  and  he  signed  on  in  197(j 

Among  those  he  quickly  hire' 
Alan  C.  Kay,  who  would  be  the  ^ 
ary  philosopher  at  parc  and  la 
Apple  Computer  Inc.  In  a  day 
computers  were  huge,  expensiv 
chines  that  only  companies  and 
ernments  could  afford,  Kay  im£ 
booksize  units  for  Jane  and  Joe 
and  their  kids.  Another  renc 
alumnus  is  Robert  M.  Metcalf,  w 


Migrating  on  business?  You  need  a  place  just  as  comfortable  and  familiar  as  the  place 

you  left  behind.  A  place  like  a  Homewood  Suites  Hotel.  Enjoy  a  spacious  two-room  suite 
with  separate  living  and  sleeping  quarters.  Your  own  kitchen  and  fridge.  And  a  sofa  that 
feels  just  as  good  as  the  one  you  sprawl  out  on  at  home.  What's  more,  your  satisfaction  is 
guaranteed.  Follow|our  instincts  to  the  place  that  feels  more  like  a  second  home. 

www.homewood-suites.com  1-800-CALL-HOME® 


ERNIGHT,  PARC'S  YOUNG  TURKS  BREATHED  LIFE 
TO  THE  TECHNOLOGIES  WE  TAKE  FOR  GRANTED 


Ethernet — a  way  of  linking 
;ers  into  networks — and  used  it 
mnd  3Com  Corp.  in  1979.  It  was 
j  that  James  H.  Clark  designed 
imetry  Engine  chip,  which  led  to 
:nding  Silicon  Graphics  Inc.  in 
'hen  there's  Lynn  A. 
y,  now  a  professor  at 
iversity  of  Michigan, 
ftware  breakthrough 
igning  chips  powered 
niconductor  explosion 
wake  of  Intel  Corp.'s 
ing  of  the  first 
lie  random-access 
y  (dram)  in  1970,  the 
;fore  it  marketed  the 
rocessor. 

iddition,  Dealers  of 
•ng  traces  the  contri- 
!  of  many  less-famous  pioneers 
lazed  high-tech  trails  in  the 
-such  as  Charles  P.  Thacker,  head 
>r  of  the  Alto,  the  first  graphics- 
id  computer,  and  Ron  Rider, 
work  laid  the  foundation  for  laser 
3.  Along  the  way,  Hiltzik  delights 
ders  with  many  fresh  insights. 


Examples:  For  a  while,  when  PARC  was 
building  its  PCs,  it  was  Intel's  biggest 
dram  customer.  The  first  computer  virus 
was  written  by  John  F.  Shoch,  not  in  or- 
der to  create  havoc  but  as  a  way  of 
testing  PARC's  Ethernet  network.  And 
PARC's  networking  gurus 
were  the  Deep  Throat 
sources  who  guided  the  in- 
cubation of  the  tcp/ip  (Trans- 
mission Control  Protocol/In- 
ternet Protocol),  which 
hatched  in  1974  and  is  still 
the  basis  for  exchanging  data 
over  the  Internet. 

Capping  PARC's  first 
decade  was  the  legendary 
1979  visit  by  Steven  P.  Jobs. 
That's  when  he  saw  the  Alto 
and  promptly  appropriated 
many  of  its  innovations  for  the  Macin- 
tosh. Hiltzik  throws  new  light  on  that  as 
well.  But  no  hints  about  that  here.  It'll 
be  a  treat  for  anyone  with  even  a  pass- 
ing interest  in  the  origins  of  today's  sil- 
iconized culture,  since  Hiltzik  goes  easy 
on  geekspeak. 

PARC's  amazing  spurt  of  inventiveness 


in  the  1970s  might  be  a  harbinger  of 
more  good  news  coming  in  the  2000s. 
Microsoft  Corp.  has  been  gearing  up  to 
pull  off  a  repeat  of  PARC's  example.  Just 
as  Bob  Taylor  did  in  the  1970s,  Mi- 
crosoft Research  has  been  raiding  cam- 
puses and  corporate  labs  for  the  best 
and  brightest  minds  in  the  1990s — in- 
cluding PARC  alumni  Gary  K.  Stark- 
weather, who  engineered  the  first  laser 
printer,  and  Chuck  Thacker.  So,  will  Mi- 
crosoft tame  the  software  monster  and 
create  a  new  generation  of  PCs — ma- 
chines with  enough  smarts  to  interact 
with  people  in  human  terms,  by  talking 
and  listening?  Keep  your  fingers 
crossed. 

Meanwhile,  read  this  book.  My  only 
real  complaint  was  that  at  several  points 
I  wished  I  knew  what  had  become  of 
some  key  players.  But  Hiltzik  was 
ahead  of  me.  Had  I  just  looked  in  the 
back,  I  would  have  found  what  I  want- 
ed in  a  short  appendix  called  Afterlives. 

BY  OTIS  PORT 

Port  was  on  the  team  that  picked  the 
first  pes  for  business  week  and  The 
McGraw-Hill  Companies. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

A  BETTER  CHANNEL 
FOR  THE  PC-TV 


Two  new  devices, 
both  superior  to  the 
VCR,  finally  make 
convergence  a  reality 

For  most   of  the  five 
years  that  I  have  been 
writing  this  column, 
I've  been  healing  about  the 
imminent    convergence  of 
computer  and  television  tech- 
nologies. I've  looked  at  prod- 
ucts that  brought  comput- 
ing features  to  television 
sets  and  those  that  brought 
TV-like  features  to  PCS.  A 
few,    such    as  Microsoft's 
WebTV  and  Gateway's  big- 
screen  Destination  PCs,  have 
enjoyed  modest  success.  Most 
have  sunk  without  a  trace, 
generally  because  they  didn't 
work  very  well. 

Two  similar  devices,  mod- 
est in  both  their  technology 
and  their  ambitions,  could 
change  this  doleful  pattern. 
Both  ReplayTV  and  the  TiVo 
recorder,  sold  as  the  Philips 
Personal  TV  Receiver,  are 
designed  to  do  just  one 
thing  and  do  it  well.  They 
take  TV  from  cable,  satellite, 
or  the  air,  digitize  the  shows, 
and  save  them  to  a  hard 
drive.  Then  you  can  watch  at 
your  leisure.  Both  also  allow 
you  to  pause  while  watching 
live  TV  and  move  back  for  an 
instant  replay. 

The  inspiration  for  Replay 
Networks  and  TiVo  is  obvi- 
ous— the  vcr.  But  the  differ- 
ences are  immense.  After  20 
years,  vcrs  remain  difficult 
to  program.  The  quality  of 
vhs  video  is  awful.  Ami  u 
can't  play  and  record  a  ta 
at  the  same  time.  I  quick*, 
used  to  running  all  my 
viewing  through  Replay 
or  TiVo,  and  it  wasn't  long 


before  I  wondered  how  I 
ever  got  along  without  the 
pause  button,  not  to  mention 
the  advantage  of  being  able 
to  watch  shows  when  I  want- 
ed because  they  were  so  sim- 
ple to  record. 

These  devices  are  possible 
because  the  PC  technology 
that  makes  them  work  has 
gotten  cheap  and  continues 
to  get  cheaper.  They  basically 


Press  again,  and  you're  set 
to  record  the  show  every 
time  it  comes  on.  Or  you  can 
enter  a  key  word,  using  the 
remote  to  pick  letters  from 
an  on-screen  keyboard,  such 
as  "Gilligan"  or  "NBA,"  and 
record  any  show  whose  title 
contains  it.  I  found  TiVo's 
recording  setup  a  bit  more 
difficult  to  use — but  still 
much  easier  than  a  VCR — be- 
cause you  search  for  shows 
by  genre  or  channel  rather 
than  pick  them  from  a  grid. 

One  difference  between  the 
two  is  that  TiVo  requires  you 
to  subscribe  to  a  service, 
while  Replay,  which  costs 
more  to  buy,  does  not.  But 
Replay  has  simply  built  the 
cost  of  providing  the  service 
into  the  price  of  the  unit.  Af- 


PAUSE  II 


consist  of  a  TV  tuner, 
storage  and  replay 
software,  a  modem 
used  to  fetch  the  pro- 
gram guide  from  the 
Internet,  and  a  great 
big  hard  drive. 
GRID  STAR.  TiVo  and 
Replay  offer  similar 
features.  Replay  pre- 
sents a  program 
guide  for  up  to  a  week  ahead 
in  the  familiar  grid  setup 
used  by  satellite  receivers 
and  cable-preview  systems. 
To  schedule  a  recording,  find 
tl  -how  in  the  grid  and 
pi\     the  record  button  once. 


REPLAY  VS.  TIVO 

REPLAY  TIVO 

PRICE  $699  $499 

RECORDING  CAPACITY*     10  hr.        14  hr. 

SERVICE  PLAN  none  $9.99/mo. 

99/yr. 
199/lifetirae 


DATA:  COMPANIES 
'Standard  quality 


ter  two  years,  your  cash  out- 
lay is  about  the  same  either 
way,  and  TiVo's  "lifetime"  op- 
tion equalizes  the  cost  from 
the  beginning. 

A  more  significant  differ- 
ence is  that  TiVo  keeps  track 


of  what  you  watch  and| 
viewing  suggestions  baj 
its  assessment  of  your  I 
It's  not  a  big  selling  pel 
me,  since  I  don't  neej 
picking  shows  and  dj 
find  the  suggestions  j 
Furthermore,  even  tj 
TiVo  provides  a  j 
pledge  that  it  will  pi 
subscribers'  privacy,  Ii 
as  soon  not  have  soi 
logging  my  viewing  haj 
BULKY  BOX.  Beyond 
there's  not  that  md 
choose  from  between  tn 
Probably  because  of  ita 
nership  with  Pliilips,  Til 
more  the  feel  of  a  slid 
ished  consumer  produl 
installation  instruction 
much  more  comprelui 
for  wiring  the  box  in 
myriad  possible  video 
Both  systems  offer  uni 
remotes  that  can  be 
grammed  to  control 
components,  but  TiVo' 
much  more  comfortabl 
easier  to  use.  Howeve 
play  offers  a  great  ft 
that  TiVo  lacks:  a  butto 
automatically  jumps  fo 
30  seconds,  perfect  for 
ping  commercials. 

These  devices  ar 
course,  much  too  expi 
and  represent  one 
bulky  box  to  wire  in 
ready  overly  complex 
video  systems.  Over 
both  problems  will  be  s 
As  with  all  consumer 
tronics,  prices  will  fall  i 
umes  grow.  And  ultin 
what  is  now  a  freesta 
appliance  will  b 
incorporated  int 
top  boxes,  digi 
receivers,  or  v 
themselves. 

One  reason  1 
sion-computer 
vergence  has 
happened  is  tha 
sinners  have  re 
industry  ideas 
like  computers  and  p 
televisions.  TiVo  and  R 
by  contrast,  incorpora 
technology  into  an  app 
in  a  way  that  is  invisib 
very  useful.  This  ide; 
winner. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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To  learn  more,  write  to  Honda.  955  L'Enfant  Plaza  SW.  Suite  5300.  Washington.  DC  20024   ?  IW)  Honda  North  America,  lnc 


To  find  Honda  in  America,  simply  unfold. 

Honda  did  business  with  434  suppliers  in  32  states  last  year,  pumping  more  than  6.8  billion  dollars  into  the  U.S. 
economy.  This  year,  we're  happy  to  announce,  even  more  U.S.  investments  have  been,  shall  we  say.  mapped  out. 


HONDA 

Thinking. 


NOTH I NG  LASTS 


FOREVER,  BUT  NOW  YOUR 
RETIREMENT   INCOME  CAN 


LAST  A  LIFETIME. 


i-77  f/?o(oe  zBhice  S7/icotne  <-  (ccoitnt. 
immediate  ou/Hatne  annuity  to  it/, 
((/rottt(/i  potential,  (tjua/Hinteed  month  ft/ 
income,  ant/  limited  /u'.sfi. 

No  one  wants  to  outlive  their  retirement  savings.  Now 
you  can  use  a  portion  ot  your  nest  egg  to  generate  an 
income  that  will  continue  throughout  your  retirement. 
The  T.  Rowe  Price  Income  Account,  a  variable  annuity, 
oilers  you  not  only  retirement  income  tor  lite  but  an 
income  that  can  start  now. 

Guaranteed  income  for  the  rest  of  your  life. 
W  ithin  a  month  atter  you  open  the  account,  you'll  begin 
to  receive  a  regular  income,  based  on  the  amount  ol 
money  you  invest  (minimum  $25,000),  that  will  continue 
to  pay  you  tor  the  rest  ot  your  lite  — no  matter  how  long 
you  live. 

Growth  potential.  To  help  your  income  grow,  you'll 
have  the  flexibility  to  take  advantage  ot  market  opportu- 


nities by  investing  in  or  exchanging  among  any 
T.  Rowe  Price  portfolios:  Limited-Term  Bond,  Pe 
Strategy  Balanced,  Equity  Income,  Mid-Cap  G^ 
International  Stock,  and  New  America  Growth. 
Limited  risk.  Regardless  of  what  happens  to  the  m; 
your  regular  annuity  payment  is  guaranteed  nevei 
less  than  80"<>  ol  its  original  amount.  And,  ot  course, 
continue  to  receive  payments  on  schedule. 
For  more  information,  including  fees  and  exp 
request  a  prospectus.  Read  it  carefully  betore  inv 
The  variable  annuity  is  issued  by  the  Security  B 
Life  Insurance  Company. 

Call  1-800-3-11-1209 

www.troweprice.com 


Invest  With  Confidence 

T.RoweRice 


-Ik 


i  he  1  Rowe  Price  immediate  variable  annuity  has  an  annual  mortality  and  expense  charge  ot  0.55%,  or  1.40%  tor  the  Income  Account,  the  annuit 
mentioned  in  this  ad.  .Management  tees  tor  the  investment  options  van1  with  the  portfolio  selected  Annuity  payments  may  fluctuate,  and  all  or  a 
h  pa  lents  will  be  taxable  at  ordinary  income  tax  rates.  The  T.  Rowe  Price  Income  Account  is  a  variable  annuity  issued  by  Security  Ben' 
Insurance  C  mpany  [Form  V6027].  The  guarantees  underwritten  by  the  insurers  are  subject  to  its  claims-paying  ability, 
r.  Rowe  Prici  refers  to  the  underlying  portfolio  investment  managers,  T.  Rowe  Price  and  Rowe  Price-Fleming  International.  Inc.  (tor  the  Inter 
1  portfolio  the  distributors,  T.  Rowe  Price  Investment  Services,  Inc.;  T.  Rowe  Price  Insurance  Agency,  Inc.;  and  T.  Rowe  Price  Insurance 
ol  iexas.  Inc.  1 1  ;  Security  Benefit  Group  of  Companies  and  the  T.  Rowe  Price  companies  are  not  affiliated.  The  Variable  Annuity  is  not  availal 
States,  rhis  <  ■  tract  has  limitations.  Call  a  representative  for  costs  and  complete  details  ot  coverage. 
CA2 


Compaq  Refurbished 
Rewards 

•  Factory  inspected  and  retested  to  meet 
original  Compaq  quality  standards 

•  Compaq  technology  with 
90-day  limited  warranty6 

•  Warranty  upgrades  available 

•  24  x  7  customer  service 

•  Terrific  savings  previously  available 
only  to  our  in-store  customers 

Business  or  Pleasure? 

•  Commercial  -  Desktops,  notebooks, 
high-end  servers  and  networking 
products 

•  Consumer  -  Multimedia  Presario  PCs 
and  notebooks 

•  Small/medium  business  - 
Prosignia  products 


ipaq  Presario  2266 

"-300  MMX™  Enhanced  Processor 

|B  SyncDRAM 

CB'  hard  drive 

Max2  CD-ROM  drive 

modem  with  ITU  V.90  updates3 

■  2000  hardware  compliant4 

rosoft®  Windows®  98 


1-29 


re\iimu:\i>\ 


ipaq  Deskpro  EP 

I®  Pentium®  II  processor  400  MHz 

\AB  SyncDRAM 

CB'  hard  drive 

Max2  CD-ROM  drive 

[  I2  Pipeline  Burst  Cache 

'  2000  hardware  compliant4 

rosoft®  Windows®  98 


)29 


E53CESS  NEW] 


plies  are  limited.  Call  today. 

-888-202-4352 

ww.compaqworks.com 


Compaq  Presario 
1230  Notebook 


233  MHz  MediaGX™  MMX™ 

Enhanced  Processor 

12. 1"  High  Performance  Addressing 

(HPA)  Display 

32  MB  SyncDRAM 

3.2  CB'  hard  drive 

24X5  Max  CD-ROM  drive 

56K  modem  with  ITU  V.90  updates' 

Year  2000  hardware  compliant4 

Microsoft®  Windows®  98 


*749 


Compaq  Deskpro  EP 

•  Intel®  Pentium®  II  processor  350  MHz 

•  64  MB  SyncDRAM 

•  6.4  GB'  hard  drive 

•  32X  Max1  CD-ROM  drive 

•  512K  L2  Pipeline  Burst  Cache 

•  Year  2000  hardware  compliant' 

•  Microsoft®  Windows®  98 


799 


B3CESS  NEWl 


Open  10  a.m.  -  7  p.m.,  Monday-  Friday,  and 
10  a.m.  -  5  p.m.,  Saturday  CST  (Central  Standard  Time). 


COMPAQ. 

WORKS 

Your  Compaq  Factory  Outlet 
for  Quality  and  Savings 


)aq  products  sold  at  Compaq  Works  are  refurbished  unless  otherwise  noted  Our  selection  of  refurbished  products  includes  customer  return  units,  evaluation  units,  cosmetically  blemished  products  and  older  discontinued 
..  All  refurbished  products  are  retested  at  Compaq  where  replacement  of  components  is  made,  if  necessary,  to  bring  the  product  up  to  fully  functional  condition  All  refurbished  products  carry  a  90-day  limited  warranty  and 
'eturned  to  any  Compaq  Authorized  Service  Agent  for  service  For  a  complete  copy  of  our  warranties,  please  stop  by  or  write  Compaq  Works,  10251  N  Freeway.  Houston,  TX  77037  Product  availability  limited  to  products  onv 
impaq  reserves  the  right  to  limit  quantities  purchased  per  customer  All  prices  are  Compaq  Works  prices  and  do  not  include  tax  or  shipping  Shipping  limited  to  within  the  United  States  Prices  subject  to  change  For  hard 
B=bilhon  bytes  '32X  CD-ROM  drive  data  transfer  rates  may  vary  from  1800  to  4800  Kbps  'Keflex  modems  are  designed  only  to  allow  faster  downloads  from  Keflex  compliant  digital  sources  Maximum  achievable  download 
ision  rates  are  currently  unknown,  may  not  reach  56  Kbps  and  will  vary  with  line  conditions  ITU  V  90  updates  may  be  downloaded  from  the  Compaq  Web  site  when  available  and  are  designed  to  allow  faster  downloads  from 
)r  V90  compliant  digital  sources  4As  tested  using  the  NSTL  YMARK2000  hardware  test  (version  9708 15}  Despite  a  system's  ability  to  pass  the  YMARK2000  test,  actual  rollover  results  may  vary  depending  on  factors  including, 
imited  to.  software  and  other  hardware  '24X  Max  CD-ROM  drive  data  transfer  rate  may  vary 'from  1500  to  3600  Kbps  'Certain  restrictions  and  exclusions  apply  Compaq  Computer  Corporation  shall  not  be  liable  for  technical, 
or  editorial  errors  or  omissions  contained  herein  Compaq,  Presario.  Deskpro  and  the  Compaq  logo  are  registered  in  the  U  S  Patent  and  Trademark  Office  Prosignia  is  a  trademark  of  Compaq  Computer  Corporation  Intel  and 
are  registered  trademarks  and  MMX  is  a  trademark  of  Intel  Corporation  MM  and  MediaGX  are  trademarks  of  Cyrix  Corporation  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  Other  product 


Oakland  Raiders 
Boy  Scouts  of  America 

Invitational 
GolfTournamei 


J  UN  E     2  1  ,     19  9 


CASTLEWOOD  COUNTRY  CIA  I 

PLEASANTON.  CA 

Join  us  for  a  unique  opportunity'  to  golf  j 
Raiders  legends,  coaches  and  current  play 
at  the  third  annual  Oakland  Raiders  Boy  Sol 
of  America  Invitational  Golf  Tournament  a 
Castlewood  Country  Club  in  Pleasanton. 

Your  entry  fee  enables  inner-city  East  B< 
youth  to  participate  in  the  Boy  Scouts  of  Amei 
Scouting  is  a  fun  activity  that  develops  lifeti 
qualities  of  character,  citizenship  and  fitne: 
essentials  for  our  country's  future  leaders. 

Your  day  of  golf  begins  with  a  delicious 
brunch  and  a  chance  to  learn  more  about 
scouting  and  to  socialize  with  Oakland  Rait 
and  Raiderettes.  A  specialty  tee  package  is 
provided  for  each  player.  And  every  fourso 
includes  an  Oakland  Raider  legend,  coach 
player. 

The  day  will  conclude  with  an  evening  g 
reception,  dinner  and  auction. 

Please  join  us  for  an  unforgettable  day  c 
golf  and  camaraderie  to  support  A 
our  inner-city  East  Bay  \  y. 

B(n  Scouts'  Q%IL# 


For more  informal  ion  regarding  Player  Packages  (; 
foursome  plus  a  Raider  participant  for  $3,000)  o 
Tournament  Sponsorships  and  Program  Advertisi 
please  contact  Jason  Stein,  Development  Departm 
SFBAC  Boy  Scouts  of  America:  ^  j  \/±_2^ 


Your  Second  $20  Million, 
Fortunately,  comes  easier. 


Life  on  Easy  Street  arrives  with  a  surprise: 
the  walk  can  be  hard.  The  celebrated 
"comfortable"  life,  it  turns  out,  often  is  not. 

A  friend  suggested 
this  when  he  reminisced 
about  his  earlier  life: 
when  you  have  no 
money,  he  said,  you 
never  worry  about  what 
to  do  with  it. 

In  our  friend's  sim- 
pler times,  he  never 
faced  the  realization  that 
one  bad  decision  could 
cost  him  more  in  taxes 
than  his  father  had  ever 
earned.  Nor  had  our 
friend  ever  learned  that 
the  old  axiom  "never  spend  the  principal"  could 
cost  him  hundreds  of  thousands  of  dollars 

To  help   make  the   "comfortable'  life 
more  comfortable,  we  practice 
total  wealth  management.  We 
integrate   investment  planning 
and  execution  with  income  and 


LOWRYHILL 


TOTAL    WEALTH  MANAGEMENT 


estate  tax  planning,  custody  and  family  office 
services,  and  charitable  gift  management.  And 
we  bring  order  to  your  busy  life. 

Our  investment  and 
financial  principals  pro- 
vide these  services  to  225 
families  whose  average 
net  worth  now  exceeds 
$21  million,  and  whose 
loyalty  to  us  is  remark- 
able. Virtually  every 
client  to  ever  join  us  is 
still  with  us,  in  38  states 
nationwide. 

The  rewards  for  their 
remarkable  devotion,  by 
the  way,  have  never  been 
greater.  Even  by  today's 
near  vertical  stock  market  standards,  Lowry 
Hill"  clients  have  flourished. 

You  can,  too  —  while 
you  thoroughly  enjoy  the  ride. 
Peter  Glanville  (888-648-8157  or 
peterg@lowryhill.com)  would 
be  delighted  to  tell  you  how. 


MINNEAPOLIS  AND 


>  T  T  S  D  A  L  E 


You're  where  you  are  today 
because  you  took  control 
of  your  financial  future  and 
planned  well.  Like  many 
adults,  you're  probably  self- 
insuring  for  the  possibility  of 
long-term  care  (convalescent 
care  in  WA).  Now  there's 
a  smarter  way  to  self-insure 
with  MoneyGuard. 

It's  a  whole  different  kind 
ol  insurance  that  links  the 
benefits  of  life  and  long-term 
care  insurance.  What  docs 
that  mean  for  you?  If  you 
never  need  long-term  care, 
your  premium  is  not  lost — 


Make  Another 
Smart  Financial 
Decision 


Here's  how  MoneyGuard  works: 

Example  is  for  a  healthy  non  smoking  female,  age  65 

You  have:  $150,000  in  liquid  assets  available  for 
self-insuring  long  term  care 
expenses 

You  move:    $  50,000  into  MoneyCuiard  as  a  single 
premium 


You  receive: 


$110,000  in  immediate  death 
benefit  or  long  term 
cure  benefit,  if  needed 


You  keep: 


$110,000  in  additional 'long  term 
care  benefit 

$220,000  total  long  term  care 
benefit* 

sl()(),000  of  your  initial  liquid  assets 

that  may  now  be  invested  more 
aggressively  because  those  assets 
are  better  protected  against 
long  term  care  expenses 


In  this  example,  MoneyGuard  pays  up  to  sl  >()  a  day  for  home 
health  care,  nursing  home  care  or  assisted  living, 
or  up  to  $75  a  day  for  adult  day  care. 


Life  Insurance  for  Living  ' 


you  still  receive  all  the 
benefits  of  life  insurance. 

Also,  MoneyGuard  work 
as  an  asset  shelter — help 
to  protect  your  hard-earr 
funds  from  the  demands 
long-term  care  expenses. 

We're  sure  you'll  have 
questions,  so  please  call 
1-877-893-9990  today, 
or  contact  your  advisor. 
MoneyGuard  is  available 
th  rough  insurance-license 
stockbrokers,  inclepender 
agents,  personal  bankers 
financial  representatives. 


First  Perm-Pacific 
Life  Insurance  Co. 


moneygua  id .  com 


The  MoneyGuard  universal  life  insurance  policy  has  riders  thai  prepay  the  death  benefit  ami  more  for  long-term  care 
expenses.  It  is  underwritten  by  First  Penn  Pacific  Life  Insurance  Co  The  illustration  and  outline  of  coverage  (disclosure 
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The  free  market  system  is  without  equal 
when  it  comes  to  generating  growth, 
material  prosperity,  and  consumer 
choice.  At  the  heart  of  the  market  system  is 
dynamic  innovation.  The  champions  of  the 
market  believe  that  it  can  simultaneously  in- 
novate through  what  Joseph  Schumpeter 
termed  "creative  destruction,"  while  some- 
how leaving  traditional  values  intact. 

But  what  happens  when  the  same  market 
forces  relentlessly  promote  images  of  vio- 
lence— because  violence  sells?  What  do  you 
do  when  the  Internet,  celebrated  as  the  quin- 
tessence of  frictionless,  free-market  com- 
merce, spits  out  hate?  When  the  ethic  of 
capricious  shopping  around  translates  into 
how  we  view  the  marriage  contract?  When 
the  imperative  of  "shop  till  you  drop"  push- 
es two  breadwinners  into  the  workforce, 
leaving  no  one  home  with  the  kids?  When 
child  care  gets  shortchanged  because  subsi- 
dizing it  would  raise  taxes  or  depress  profits? 
When  children  are  addicted  to  commercial  TV 
at  the  expense  of  the  work  ethic?  Free  mar- 
kets, taken  to  an  extreme,  can  be  unhealthy 
for  traditional  values. 

POISONOUS  MIX.  Lately,  the  press,  television, 
and  the  Internet  have  been  filled  with  pic- 
tures, sounds,  and  endless  commentary  about 
what  larger  forces  caused  the  massacre  of  14 
students  and  a  teacher  in  Littleton,  Colo. 
There  is  no  shortage  of  suspects:  the  collapse 
of  traditional  values,  the  violence  of  popular 
culture,  the  world's  most  permissive  gun  laws, 
the  fact  that  parents  aren't  watching  their 
kids — to  the  point  where  two  affluent  sets 
of  parents,  one  with  six  bmws  in  the  garage, 
failed  to  notice  an  arsenal. 

Surely,  all  of  these  factors  are  partly  to 
blame.  But  the  poisonous  interaction  of  com- 
mercially manufactured  popular  culture  and 
youthful  alienation  seems  particularly  toxic. 
The  day  after  the  Littleton  shootings,  radio 
shock  jock  Howard  Stem  expressed  bemused 
surprise  that  the  killers  hadn't  taken  the  trou- 
ble to  rape  their  victims  before  they  slaugh- 
tered them.  "There  were,  like,  really  good- 
li mking  girls  running  "Ut  of  there  with  their 
hands  over  their  heads.  Did  those  kids  try  to 
have  sex  with  any  of  the  good-looking  girls? 
They  didn't  even  do  that.  At  least  if  you're 
going  to  kill  yourself  and  kill  all  the  kids, 
why  wouldn't  you  have  some  sex?" 

Stern's  show,  syndicated  by  cbs  radio, 
runs  on  kxpk  in  Denver.  An  outraged  Col- 


orado House  of  Representatives  voted  57-4 
to  demand  that  Stern  be  taken  off  the  air. 
But  in  this  culture,  money  trumps  tragedy. 
CBS  did  not  seriously  consider  firing  Stern, 
the  No.  3  radio  host  and  a  huge  money- 
maker. 

How  are  working  parents  supposed  to  in- 
sulate their  children  from  a  violent  and  porno- 
graphic commercial  popular  culture,  whether 
it  takes  the  form  of  barbarous  video  games 
like  Doom,  nihilistic  Web  sites,  and  talk  shows 
like  Jerry  Springer's  and  Howard  Stern's? 
No  wonder  the  Republican  party  is  split  be- 
tween cultural  conservatives  who  want  to  re- 
vive traditional  values  and  devotees  of  free 
markets  who  will  give  almost  anything  a  free 
pass  as  long  as  it  sells. 
impossible  task.  By  default,  schools  are  ex- 
pected to  make  up  the  difference — for  the 
failures  of  distracted  parenting,  the  stresses  of 
work,  divorce,  and  the  gruesome  messages 
of  popular  culture.  It  is  an  impossible  task. 
But  there  are  programs  to  help  kids  negotiate 
differences,  notice  and  resist  cruelty,  and  learn 
tolerance.  These  deserve  more  support. 

One  such  program  is  the  award-winning 
curriculum,  "Facing  History  and  Ourselves," 
founded  in  1976  by  Margot  Stern  Strom.  It 
uses  the  Holocaust  and  other  historical  ref- 
erences to  confront  children  with  the  conse- 
quences of  cruelty,  ostracism,  and  misinfor- 
mation in  their  own  daily  lives  and  to 
cultivate  compassion  and  democratic  values. 
"Facing  History"  has  been  used  by  11,000 
teachers  and  more  than  a  million  students  to 
explore  the  choices  kids  make  as  they  nego- 
tiate the  brutal  peer  culture  they  live  in. 

A  newer  program,  Children's  Democracy 
Project,  developed  at  Boston's  Judge  Baker 
Children's  Center  by  psychiatrist  Alvin  Pous- 
saint  and  psychologist  Susan  Linn,  stresses 
the  connection  between  the  spirit  of  free  in- 
quiry and  respectful  disputation  necessary 
in  math  and  science  and  the  values  of  democ- 
racy and  tolerance.  Linn  and  Poussaint,  who 
was  an  adviser  to  the  sitcom  Cosby,  also 
produced  a  pilot  for  a  TV  series  about  a  kids' 
soccer  team,  Willoughby's  Wonders,  that  aims 
to  model  how  kids  and  adults  handle  conflict, 
ostracism,  deliberation,  and  problem-solving. 
It  aired  on  Boston's  wgbh  and  won  a  re- 
gional Emmy.  But  while  Howard  Stern  and 
Jerry  Springer  have  legions  of  sponsors, 
Willoughby's  Wonders  hasn't  attracted  a  sin- 
gle one. 
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so  count  on  the  HP  Vectra  running  Windows  NT 
Workstation  -  the  most  reliable  Windows  operating 
system  available.*  Built  for  businesses  like  yours, 
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Economic  Trends 


BY  GENE  KORETZ 

MORE  THAN  ONE 
GAME  IN  TOWN 

Stocks  are  up — so  are  house  prices 

The  conventional  wisdom  is  that  the 
biggest  threat  to  the  amazing  U.  S. 
economy  is  a  stock  market  correction.  In 
this  view,  the  expansion's  main  fuel 
comes  from  the  exhilarating  impact  of 
rising  stock  market  wealth  on  house- 
hold spending.  Take  away  that  tonic, 
and  consumption  and  economic  growth 
would  lose  steam  in  a  hurry. 

While  conceding  the  validity  of  such 
concerns,  economist  Richard  B.  Benier 
of  Morgan  Stanley  Dean  Witter  believes 

HOME  SWEET  HOME:  THE  MOST 
WIDELY  HELD  MAJOR  ASSET 


STOCKS*  HOMES 

▲  PERCENT  OF  HOUSEHOLDS  "1997  ESTIMATE 

DATA:  CENSUS  BUREAU,  EDWARD  N.  WOLFF.  NEW  YORK  UNIVERSITY 

they  are  exaggerated.  One  big  reason  is 
that  the  so-called  wealth  effect  is  not 
confined  to  equities.  "The  strong  housing 
market  and  mortgage  refinancing  boom," 
he  says,  "have  bolstered  wealth  and  in- 
come a  lot  more  than  is  commonly 
thought." 

At  last  count,  the  value  of  the  family 
home  made  up  some  30%  of  household 
assets  (and  17%  of  net  assets),  com- 
pared with  25%  in  direct  and  indirect 
equity  holdings.  According  to  govern- 
ment surveys  of  resale  prices  of  indi- 
vidual homes,  average  prices  have  risen 
by  25%  over  the  past  seven  years — and 
by  some  4.7%  last  year  alone. 

Meanwhile,  the  Federal  Reserve  esti- 
mates that  rising  home  prices  have  added 
$1.2  trillion  to  housing  wealth  over  the 
past  three  years.  Although  that's  a  tliird 
of  comparable  equity  gains,  Berner  says 
it  represents  more  potent  collateral,  since 
"the  average  consumer  can  borrow  more 
easily  against  home  equity  than  against 
stock  holdings  or  a  401(k)  account." 

More  important,  housing  wealth  is 
far  more  widely  dispersed  in  the  popu- 
lation. While  some  43%  of  households 
now  have  some  stock  holdings,  econo- 


mist Edward  N.  Wolff  of  New  York 
University  estimates  that  the  wealthiest 
10%  of  households  own  88%  of  stocks 
and  mutual  funds  but  only  32%  of  home 
equity.  By  contrast,  a  record  two-thirds 
of  households  now  own  their  own  homes. 

A  key  wealth  catalyst,  says  David  H. 
Resler  of  Nomura  Securities  Interna- 
tional Inc.,  has  been  the  1997  tax  reform 
that  replaced  the  single  $125,000  life- 
time capital-gains  tax  exclusion  on  home 
sales  with  a  $500,000  exclusion  that  can 
be  claimed  as  often  as  every  two  years. 
That  one  change,  he  estimates,  immedi- 
ately increased  homeowners'  wealth  by 
$15 'billion  to  $20  billion. 

That's  not  all.  Eliminating  capital- 
gains  tax  has  also  helped  push  sales  to 
record  highs — and,  says  Resler,  perma- 
nently raised  the  housing  turnover  rate. 
And  that,  in  turn,  has  boosted  demand 
for  home  appliances  and  furnishings. 

Growing  home-equity  wealth  has  al- 
lowed families  to  realize  higher  capital 
gains  not  only  by  selling  their  homes 
but  also  by  refinancing  their  mort- 
gages— often  at  lower  interest  rates  that 
translate  into  lower  debt-service  pay- 
ments. The  upshot  is  that  the  housing 
boom  continues  to  fuel  both  consumer 
wealth  and  discretionary  income. 

In  other  words,  says  Berner,  "con- 
sumers might  well  be  unfazed  if  the 
stock  market  faltered  but  housing 
wealth — which  is  far  less  volatile  than 
stocks — held  its  own." 


DO  TOWERS  RISE 
BEFORE  A  CRASH? 

Skyscrapers  may  augur  downturns 

Call  it  the  skyscraper  index.  Andrew- 
Lawrence  of  Dresdner  Kleinwort 
Benson  in  Hong  Kong  has  found  an  un- 
canny relationship 
between  financial 
panics  and  the 
constiTiction  of  the 
world's  tallest 
buildings.  "Such 
grandiose  building 
projects  often  co- 
incide with  exces- 
sive optimism  and 
overinvestment." 
he  says. 

Two  such  build- 
ings, for  example, 
were  being  built 
in  New  York 
when  the  panic  of 
1907  hit  Wall  Street.  And  in  1929,  1930, 
and  1931,  as  the  Depression  was  taking 


KUALA  LUMPUR: 

Tempting  the  fates? 


hold,  three  new  record-breaking 
tures  went  up  in  New7  York,  incl 
the  Empire  State  Building.  Later, 
tion  of  the  World  Trade  Centei 
Chicago's  Sears  Tower  coincided 
the  economic  crises  of  the  early  1 
The  latest  example  is  Mala 
Petronas  Twin  Towers  in  Kuala  Lu 
completed  in  1997,  just  as 
economies  crashed.  For  the  moi 
however,  any  believers  in  the  skysc 
index  can  probably  relax:  The 
record-breaking  skyscraper  undei 
struction,  a  project  in  Shanghai,  hi 
parently  been  put  on  hold. 


CONGRESS  PLAIN 
FATTER  PENSION 

For  the  armed  forces,  that  is 

While  Congress  has  put  Soeu 
entity  reform  on  the  back  bi 
lawmakers  are  apparently  intent  c 
forming  an  already  generous  mi. 
pension  system — by  fattening  be 
even  more.  As  things  stand  now,  a 
forces  personnel  who  joined  up 
July,  1986,  will  be  able  to  retire  aft 
years  with  a  pension  equal  to  4( 
their  final  basic  pay. 

Arguing  that  this  deal  isn't  s 
enough  to  keep  personnel  from  le; 
the  service  early,  advocates  want  1 
store  the  system  that  existed  b 
1986,  which  allowed  people  to  reti 
ter  20  years  with  50%  of  their  pay 
idea  behind  the  1986  cutback  to 
was  to  encourage  20-year  service 
erans  to  stay  in  the  service  for  an 
10  years — at  which  point  they  be 
eligible  for  a  pension  equal  to  7c 
their  final  pay. 

Proponents  of  the  latest  pension 
now  claim  that  this  idea  backfired: 
er  20-year  pension  benefits,  they 
actually  induced  more  people  to 
the  service  even  earlier.  A  new- 
gressional  Budget  Office  study,  how 
finds  no  evidence  that  this  has  bee 
case.  Rather,  such  factors  as  cu: 
pay  and  benefits,  unscheduled  de 
ments,  and  attractive  civilian  jol 
portunities  seem  more  likely  to 
affected  quit  rates. 

A  Government  Accounting  C 
study  slated  for  release  next  mor 
said  to  draw  similar  conclusions, 
these  studies  may  fall  on  deaf  ears 
latest  pension  hike  is  part  of  a  b 
boost  military  pay  and  benefits  tha 
already  been  passed  by  the  Senat< 
seems  headed  for  House  approval 
in  the  next  few  months. 


IT  S  POSSIBLE  TO  GROW  YOUR  BUSINESS 


USING  ARTI  FICIAL  INTELLIGENCE. 


BUT  ONLY  AFTER  YOU  CONSULT  THE  REAL  THING. 


In  an  age  defined  by  computers 
and  technology,  it's  never  been  more 

■  important  to  rely  on  the  human 
mind.  Enter  the  insight  of  your 

'  CPA.  Whether  you're  considering, 
integrating  your  company -wide 
systems  or  need  answers  to  the 
latest  Internet  security  issues,  your 


versatile  CPA  can  be  trusted  to 


help  you  make  the  smart  decision. 
After  all,  they  know  your  business 
better  than  anyone  else.  So  when 
you're  searching  for  customized 
solutions  to  guide  your  company  into 
the  future,  your  first  move  should 
be  to  call  your  CPA.  Chances  are 
you'll  get  a  person,  not  a  machine. 


the  cpa!  never  underestimate  the  value® 
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Try  getting 
this  out  of  your 

plain  vanilla 
black-and-white 
printer  or  copier. 


imageCLASS" 
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Call  1-800-OK-CANON,  or 

visit  us  at  www.canon.usa.com  | 


You  can  stand  in  front  of  your  black-and-white  copier  all  day  long  and  never  get  it  to  output 


olor.  You  can  stand  in  front  of  your  color  printer  and  never  get  it  to  deliver  the 


laser  crisp  text  of  a  black-and-white  machine.  But,  walk  up  to  Canon's  new 


All  of  the  above 


geCLASS  C2100  printer,  and  you  get  both.  Or,  maybe  you'd  prefer  to  sit.  After  all,  the  imageCLASS  C2100 
works  from  your  desktop,  too.  HERE'S  THE  FUTURE.  LET'S  GET  TO  WORK.  " 
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Power  for  the 
Wired  Enterprise, 


Introducing  the  Intel  Pentium  III  Xeon™ 
processor.  Performance  for  enterprise  servers. 


We're  living  in  a  wired  world.  And  since  your 
server  is  at  the  heart  of  it,  the  power  and 
stability  of  Intel  Architecture  is  more  important 
than  ever.  Specifically  designed  for  today's 
connected  enterprise,  the  Pentium  III  Xeon "  processor  is  our 
highest  performing  processor  for  servers.  Working  together  with 


pentium 
xeon 


Pentium  III  processor-based  PCs,  it  provides  the  performance 
and  reliability  you  need  to  run  your  critical  e-business 
applications.  From  back-end  database  hosting  to  transaction 
processing.  On  UNIX  and  NT.  To  learn  more 
about  the  Pentium  III  Xeon  processor,  visit  us 

On  the  Web.  [+■  www  mtel  com/Pentiumm/Xeon  I      The  Computer  Inside. 
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J  SLOWING  LABOR  COSTS 

i  a  boost  for  proflts-and  consumers  still  have  plenty  in  their  pockets 


U.S.  ECONOMY 


iURIOUS  SLOWDOWN 
IN  COMPENSATION 


CIVILIAN  WORKERS 
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RCENT  CHANGE  FROM  A  YEAR  AGO 
>ATA:  LABOR  DEPT.  BUSINESSWEEK 


Economists  must  be  feeling- 
like  Lewis  Carroll's  Alice 
t  now.  On  their  trip  through  this  economic  Won- 
md,  they  have  watched  superheated  growth  and 
g  inflation  coexist  for  three  years.  And  now,  yet  an- 
r  paradox  has  arisen:  Amid  the  tightest  labor  mar- 
in  a  generation,  wages  and  benefits  of  American 
cers,  which  had  been  accelerating  since  1994,  have 
enly  begun  to  slow  down.  Curiouser  and  curiouser. 

The  sharp  slowing  in  the 
Labor  Dept.'s  employment 
cost  index  (eci)  for  the  first 
quarter  stunned  economists 
(chart).  The  index,  which 
measures  hourly  wages, 
salaries,  and  benefits,  in- 
creased only  0.4%  from  the 
fourth  quarter  of  last  year, 
about  half  the  expected  rise. 
Measuring  from  a  year  ago, 
the  index  rose  3%,  down  from 
ak  annual  pace  of  3.7%  two  quarters  earlier.  Pay 
rth  has  slowed  even  as  the  Commerce  Dept.  re- 
ad that  the  economy  grew  at  a  robust  4.5%  annual 
in  the  first  quarter,  following  its  6%  pace  in  the  fi- 
juarter  of  1998. 

le  wage  slowdown  appears  to  have  continued  into 
second  quarter,  based  on  the  Federal  Reserve's 
it  survey  of  regional  economic  conditions  through 
26.  The  report  noted  continued  tight  labor  markets 
ost  areas,  but  that  "these  conditions  were  not  often 
slating  into  higher  wages." 

le  broad  explanation  of  this  surprising  trend  in 
pensation  is  that  persistent  low  inflation  is  altering 
wage-setting  process  to  the  benefit  of  companies 
out  exacting  a  severe  toll  on  workers.  The  lack  of 
ing  power,  together  with  its  drag  on  profits,  is 
ng  businesses  to  cut  labor  costs.  But  at  the  same 
I  low  inflation  is  giving  workers  a  sizable  boost  in 
buying  power  of  their  pay,  especially  compared 
nst  the  paltry  performance  of  real  wages  in  the 
•s  and  most  of  the  1990s. 

MESSES'  INCENTIVE  to  hold  down  wage  growth 
ear:  Raising  prices  is  difficult,  especially  in  manu- 
iring,  amid  weak  exports  and  import  competition, 
t's  the  major  explanation  why  last  year  was  bad  for 
its  generally,  despite  a  very  strong  economy  and  ex- 


cellent productivity  growth.  Although  2.2%  productivi- 
ty growth  in  the  nonfarm  sector  held  unit  labor  costs  to 
an  increase  of  only  1.9%,  the  0.7%  rise  in  prices  in 
this  sector  could  not  cover  costs.  As  a  result,  profits  got 
squeezed  last  year,  and  the  slowdown  in  pay  growth  is 
a  key  reason  why  first-quarter  profits  looked  much 
better  (page  128). 

But  while  it  is  easy  to  understand  businesses'  moti- 
vation to  cut  costs,  it  is  odd  that  workers  are  so  ac- 
cepting of  smaller  pay  gains,  especially  at  a  time  when 
demand  for  their  skills  is  soaring.  Again,  low  inflation  is 
part  of  the  answer.  Declining  inflation  last  year,  led 
by  falling  oil  prices,  pushed  workers'  real  wages  up  by 
more  than  3%  by  some  measures.  That  pace  was  far 
greater  than  the  productivity  gains  workers  were  giv- 
ing employers  in  return.  Companies  are  now  bringing 
pay  growth  into  line  with  both  productivity  and  low  in- 
flation. Although  that  means  workers'  real  wages  are 
slowing,  the  pace  in  the  first  quarter  was  still  a  healthy 
2%,  based  on  the  inflation-adjusted  eci. 

OTHER  FACTORS  ALSO  EXPLAIN  the  apparent  ac- 
quiescence.  First  of  all,  the  first-quarter  slowdown  in 
the  eci  was  exaggerated  by  the  slump  in  bonuses  in 
the  finance  industry  resulting  from  last  year's  market 
turmoil.  However,  even  after  adjusting  for  special 
factors,  the  deceleration  trend  is  still  in  place  for  ; 
both  wages  and  benefits.  The  slowdown  in  benefits 
seems  at  odds  with  anecdotal  evidence  that  health-care  j 
costs  are  speeding  up,  but  companies  evidently  are 
finding  ways  to  cope. 

Another  reason  workers  are 
accepting  smaller  pay  gains: 
the  massive  layoffs  in  manu- 
facturing, which  have  proba- 
bly reignited  some  job  jitters 
among  factory  workers.  In  the 
past  year,  factories  have 
slashed  overtime,  and  they 
have  cut  some  400,000  work- 
ers from  their  payrolls.  The 
hourly  pay  of  production 
workers  is  up  less  than  2% 
from  a  year  ago.  Last  year  at  this  time,  annual  pay 
gains  in  the  sector  averaged  3%. 

Also,  the  Fed  reported  that  "firms  are  increasing 
nonwage  compensation . . .  and  are  using  hiring  and  re- 
tention bonuses  to  attract  and  hold  onto  skilled  work- 
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ers."  Indeed,  given  the  stock  market's  bull  run,  more 
companies  are  offering  stock  options  in  lieu  of  pay  rais- 
es. Options  don't  show  up  in  the  government's  employ- 
ment cost  index.  And  finally,  to  have  a  life  outside  of 
work,  many  workers  may  be  willing  to  sacrifice  bigger 
pay  raises  for  more  flexibility  in  their  work  schedules. 

DESPITE  THE  SLOWDOWN  in  pay  growth,  consumers 
obviously  are  still  having  the  time  of  their  lives.  The 
power  behind  the  first  quarter's  4.5%  advance  in  gross 
domestic  product  was  a  6.7%  surge  in  consumer  spend- 
ing, the  largest  quarterly  increase  in  11  years. 

The  uptrend  in  consumer  outlays  has  accelerated 
sharply  over  the  past  year,  as  has  households'  real  in- 
come. Although  wage  rates  are  generally  slowing,  pay- 
rolls are  still  expanding  at  a  good  clip,  resulting  in  a 
3.7%  advance  in  real  income  during  the  past  year,  the 
strongest  showing  in  four  years.  That  still  leaves  a 
sizable  gap  between  income  and  spending  that  is  being 
filled  by  stock  market  gains  and  a  reacceleration  in 
consumer  borrowing  (chart,  page  31). 

One  notable  point  is  that,  despite  the  gap  between 
spending  and  income,  wages  and  salaries  alone,  about 
three-fifths  of  overall  income,  have  been  growing- 
greater  than  5%  adjusted  for  inflation.  Other  types  of 
income,  especially  interest,  have  been  growing  much 
more  slowly  than  wage  income.  The  upshot:  The  133  mil- 
lion Americans  who  have  jobs  are  increasing  their  spend- 
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TRADE:  A  HUGE  DRAG 
FIRST-QUARTER  GROV 


ing  in  line  with  the  buying  power  of  their  incoi 
But  consumers  had  help  in  pushing  up  dom( 
demand  at  an  exceptionally  strong  6.8%  clip  last  q 
ter.  Housing  grew  by  a  weather-boosted  15.6%, 
capital  spending  made  a  surprisingly  large  contribi 
to  growth  last  quarter.  Business  investment  in  eq 
ment  grew  at  a  10.5%  annual  pace 

However,  a  lot  of  that  de- 
mand was  satisfied  by  imports, 
which  surged  an  additional 
11.7%  in  the  first  quarter, 
while  exports  fell  at  a  7.7% 
pace,  wrestled  down  by  the 
global  downturn.  The  result- 
ing massive  widening  in  the 
trade  deficit,  by  itself,  sub- 
tracted 2.4  percentage  points 
from  growth  (chart).  That 
drag  will  continue  as  long  as 
domestic  demand,  led  by  consumers,  remains  robu 
On  balance,  the  slowdown  in  labor  costs  is  a  win- 
situation  for  the  economy.  The  new  trend  will  hel; 
sustain  this  expansion  by  buoying  profits.  It  will  i 
consumers  spending — if  a  bit  more  slowly.  And  it 
ease  fears  that  overheated  economic  growth  and  U 
markets  would  cause  the  Federal  Reserve  to  raise 
terest  rates.  That  should  leave  consumers,  busines 
and  investors  grinning  as  broadly  as  the  Cheshire 
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STILL  NO  CONSUMER  TURNAROUND  IN  SIGHT 


While  visiting  the  U.  S.,  Prime 
Minister  Keizo  Obuchi  said 
Japan's  economy  was  showing 
"emerging  signs  for  the  better." 
Those  signs,  however,  weren't 
coming  from  the  labor  market, 
which  is  in  its  worst 
condition  in  the  mod- 
ern era.  And  that 
weakness  means  con- 
sumers are  unlikely  to 
lead  an  economic  re- 
covery soon. 

The  unemployment 
rate  in  Japan  hit  a 
record  4.8%  in  March, 
up  from  the  previous 
high  of  4.6%  in  Febru- 
ary. Payrolls  fell  260,000  as  corpo- 
rate restructuring  contributed  to 
job  declines  in  most  industries. 
The  job-to-applicant  ratio  re- 
mained at  a  dismal  .49,  and  manu 
factoring  overtime  dropped  0.6%, 


AN  UNPRECEDENTED  GAP 
IN  TWO  JOBLESS  RATES 
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the  second  decline  in  four  months. 

Japan's  jobless  rate  is  the  high- 
est since  record-keeping  began  in 
1953.  And  for  the  first  time  since 
then,  the  unemployment  rate  in 
the  U.  S.  is  lower  than  in  Japan 
(chart).  Japan  follows 
International  Labor 
Organization  methods 
for  calculating  its 
rate,  but  using  U.  S. 
standards,  unemploy- 
ment is  between  7% 
and  8%,  say  Japanese 
labor  economists. 

What's  worse  for 
the  Japanese  outlook 
is  that  the  jobless 
rate  is  expected  to  rise  further. 
"The  tap  on  the  shoulder" — the 
Japanese  idiom  for  being  laid  off — 
is  becoming  quick  and  widespread. 
Big  corporations  take  well  over  a 
year  to  ease  employees  out.  But 


the  high  rate  of  bankruptcies 
among  small  and  midsize  compa- 
nies means  that  more  workers  a: 
losing  their  jobs  immediately. 

That's  why  the  consumer  sectc 
is  in  such  bad  shape.  Total  con- 
sumer spending  was  flat  in  '98. 
And  in  the  first  quarter,  househo 
spending  of  salaried  workers  was 
down  about  2%  from  a  year  ago. 

For  now,  the  government  is 
sticking  with  its  target  of  real 
gross-domestic-product  growth  c 
0.5%  for  the  fiscal  year  ending  ii 
March,  2000.  Real  GDP  fell  3%  fo 
all  of  1998.  However,  private 
economists  expect  no  growth  thi 
year,  mostly  because  any  upturn 
will  require  consumers  to  take 
part.  But  with  thousands  of  wori 
ers  fearing  "a  tap  on  the  shoul- 
der," households  will  continue  to 
save  rather  than  spend. 

With  Irene  M.  Kunii  in  Tok. 
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GENERATIONS  OF  PEOPLE 
TRUST  THEIR  HEALTH  AND  WELL  BEING  TO 
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AMGEN 
TRUSTS  ITS  NETWORK  TO 

CABLETRON 


etron  Systems,  your  business  communications  specialist,  provides  networking  solutions 
he  world's  best-known  companies.  For  more  information  on  how  Cabletron's  solutions  help 
en  and  other  leading  businesses,  visit  us  at  www.cabletron.com/amgen.  Or  call  us  toll  free  at 
7-606-5976.  We'll  send  you  a  free  study,  "Network  Management  &  LAN  Downtime  Costs:  An  Overview." 
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It  can  now  offer  60 
million  homes 
phone,  cable,  or 
Net  access 


T 


I  he  truce  between  at&t  Corp.  and 
Comcast  Corp.  in  their  bidding 
war  for  MediaOne  Group  started 
with  a  phone  call  on  the  after- 
noon of  Sunday,  May  2.  Leo  J. 
Hindery,  former  president  of  Tele-Com- 
munications Inc.  and  now  the  top  at&t 
cable  exec,  dialed  up  Comcast  CEO  Brian 
Roberts.  Hindery,  who  has  known 
Roberts  for  14  years,  says  he  had  no 
doubt  that  he  would  get  through:  "He 


carries  the  cell  phone  into  the  bath- 
room." Sure  enough,  Roberts  was  at 
home  with  his  family.  The  previous 
evening,  MediaOne's  board  had  agreed 
to  accept  the  at&t  bid,  but  Comcast 
still  had  until  May  6  to  counter.  Hindery 
suggested  that  he  and  Roberts  meet  in 
New  York  to  work  out  a  compromise. 

The  peace  came  quickly — and  largely 
on  at&t's  terms.  The  meeting  convened 
Monday  at  7  a.m.  in  the  midtown  Man- 
hattan offices  of  Wachtell  Lipton  Rosen 
&  Katz,  at&t's  outside  counsel.  By  1 
p.m.,  Hindery  and  Roberts  had  a  tenta- 
tive deal,  which  was  finalized  late  Tues- 
day. Comcast  would  drop  out,  and  at&t 
would  proceed  with  its  $58  billion  ac- 
quisition of  MediaOne.  "We  concluded 
that  it  was  not  going  to  be  viable  for  us 
to  put  in  a  superior  proposal,"  says 
Roberts. 

Comcast  did  negotiate  some  face-sav- 


ing spoils.  The  Philadelphia-based  < 
company  will  get  750,000  cable 
scribers  from  at&t  immediately  an 
option  to  gain  an  additional  1.25  mi 
in  the  future,  boosting  it  to  No.  3  ir 
industry  rankings.  Comcast  also  is  £ 
anteed  preferential  terms  when  it 
gotiates  to  resell  AT&T-branded 
phone  service  to  its  subscribers. 

In  the  end,  it  wasn't  much  of  a 
But  the  peace  will  have  a  sweeping 
pact  on  every  aspect  of  the  commu 
tions  market.  The  MediaOne  deal 
top  of  at&t's  recent  acquisition  of 
gives  the  phone  giant  a  new  infrasl 
ture  to  deliver  all  sorts  of  digital 
vices.  It  will  own  cable  networks  re 
ing  25  million  U.  S.  homes.  Add  th; 
AT&T's  affiliates  and  partnerships, 
the  company  will  have  the  potenti; 
reach  60  million  households.  By  2 
AT&T  plans  to  start  delivering  a  bu 


AT&T's  new  clout  will  force  a  complete  overhaul  in  he 
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THE  AT&T  DEAL  FOR 
MEDIAONE 


WHAT  AT&T  GETS. 


■  Ownership  of  cable  systems  with  5 
million  subscribers 

■  Access  to  18  of  the  top  20  cable 


20  times  as  fast  as  tradition- 
al modems,  at&t  will  tur- 
bocharge  the  rollout  of 
broadband  connections  to  the 
home.  Even  now,  predicts  in- 
dustry consultant  Yankee 
Group,  broadband  access  is 
expected  to  jump  from 
450,000  homes  in  1998,  to  7 
million  in  2002.  With  AT&T 


rnarkets  planning  to  offer  cable-mo- 


■  Co-control  of  Web-access  service  Road 
Runner 

■  25%  of  Time  Warner  Entertainment, 
including  cable  and  studio  assets 

■  A  deal  with  Comcast  to  sell  its  local- 
phone  service  over  Comcast's  systems 


WHAT  COMCAST  GETS. 


■  Cable  systems  with  750,000 
subscribers 

■  Options  on  systems  with  an  additional 
1.25  million  subscribers 

B  A  preferential  contract  for  reselling 
AT&T  phone  service  on  its  systems 


WHAT'S  STILL  UNDER  NEGOTIATION 


■  A  deal  that  would  allow  Microsoft  to 
invest  $5  billion  in  AT&T  for  a  stake  in 
AT&T  and  a  bigger  role  in  supplying  soft- 
ware for  AT&T  set-top  boxes 

■  A  local-phone  deal  between  AT&T  and 
Time  Warner 

■  The  fate  of  MediaOne's  stake  in  Time 
Warner  and  Road  Runner 


gital  services  including  cable  TV, 
phone  service,  and  Internet  access, 
whole  purpose  of  at&t's  strategy  is 
liver  this  new  digital  world,"  says 
ceo  C.  Michael  Armstrong. 
ie  most  immediate  effect  will  be 
ous  competition  in  local-phone  mar- 
that  have  long  been  monopolies 
r  the  control  of  the  Baby  Bells  and 
Already,  at&t  is  testing  phone  ser- 
over  a  cable  network  in  Fremont, 
.,  and  plans  to  begin  commercial 
ce  there  in  June.  With  cable,  Arm- 
g  says  at&t  will  be  able  to  offer 
mers  second  and  third  phone  lines 
ust  $4-to-$6  a  month,  vs.  the  $17 
local-phone  companies  typically 
je.  "The  very  simple  theory  is  that 
nore  you  buy  from  at&t,  the  less 
oing  to  cost  you,"  says  Armstrong, 
hat's  more,  by  offering  connections 
e  Net  over  cable  modems  that  are 


dem  service  in  at  least  80% 
of  the  markets  it  owns  by 
the  end  of  next  year,  the 
Baby  Bells  will  be  forced  to 
react.  "This  is  an  alarm  bell 
for  the  local-phone  compa- 
nies," says  Mark  Bruneau, 
president  of  the  business 
strategy  group  at  Renais- 
sance Worldwide.  "If  they 
don't  respond,  this  could  be 
the  beginning  of  the  end  of 
their  franchise." 

The  bottom  line  is  that 
AT&T's  move  will  force  a  com- 
plete overhaul  of  how  ser- 
vices are  sold  in  the  commu- 
nications industry.  As  the 
company  bundles  local,  long 
distance,  wireless,  Internet 
access,  and  cable  TV  together, 
other  telecom  companies  will 
have  to  assemble  similar  of- 
ferings. "Of  course,  it  pre- 
sents a  threat,"  says  Edward 
E.  Whitacre  Jr.,  chairman  of 
SBC  Communications  Inc. 
"They're  going  to  a  lot  more 
houses  than  we  are." 
The  MediaOne  deal  caps  a  remark- 
able transformation  of  at&t  since  Arm- 
strong became  ceo  18  months  ago. 
Through  a  series  of  acquisitions,  cost 
cutting,  and  new  alliances,  the  company 
has  gone  from  a  digital-age  casualty  to  a 
leader.  "Mike  Armstrong  is  making  the 
biggest,  boldest,  gutsiest  moves  in 
at&t's  history,"  says  industry  analyst 
Jeffrey  Kagan.  "He's  going  for  broke." 

Armstrong  won't  run  out  of  cash  any 
time  soon.  As  of  May  5,  he  was  negoti- 
ating a  deal  with  Microsoft  under  which 
the  software  giant  would  pay  $5  billion 
for  preferred  stock  and  wan-ants  that 
are  convertible  into  a  roughly  2.6% 
stake.  The  cash  will  help  at&t  pay  for 
the  development  of  the  cable  networks 
that  it's  acquiring.  It  won't,  says  Arm- 
strong, be  applied  to  another  major  ac- 
quisition now — although  he  is  continuing 
to  negotiate  with  other  cable  companies 


to  provide  local-phone  service  over  then- 
networks. 

Why  would  Microsoft,  which  like 
America  Online  had  considered  backing 
Comcast,  seek  the  deal?  It  wants  to  get 
a  boost  in  its  effort  to  make  its  Win- 
dows ce  operating  system  the  software 
for  the  set-top  boxes  that  at&t  will  use 
for  broadband  service,  at&t  would  not 
comment  on  the  negotiations,  but  Arm- 
strong emphasized  that  any  deal  cut 
with  a  supplier  would  not  be  exclusive. 

The  MediaOne  acquisition  still  faces 
hurdles.  In  particular,  regulators  are 
concerned  that  at&t  is  amassing  too 
much  control  over  the  cable  networks 
and  over  broadband  access  to  U.  S. 
homes.  A  source  at  the  Federal  Com- 
munications Commission  says  that  the 
agency  has  told  at&t  that  it  has  reser- 
vations about  MediaOne.  Although  he 
declined  to  comment  specifically  on  the 
at&t  acquisition,  FCC  Chairman  William 
E.  Kennard  says:  "I'm  concerned  about 
the  aggregation  of 
market  power." 

Here's  why. 
With  the  MediaOne 
purchase,  AT&T 
gets  more  than  a 
massive  bump  up 
in  cable-market 
share;  it  also  will 
get  a  25%  stake  in 
Time  Warner  En- 
tertainment and  a 
co-controlling  stake 
in  Road  Runner, 
which  provides 
high-speed  Net  ac- 
cess over  cable. 
With  at&t  and 
Time  Warner's  in- 
terests aligned, 
they  might  make  it 
difficult  for  chan- 
nels owned  by  ri- 
vals to  get  on  their  system. 

Road  Runner  presents  another  po- 
tential problem.  Now,  Road  Runner 
competes  with  At  Home,  which  AT&T 
controls  and  which  also  provides  Inter- 
net access  over  cable.  If  at&t  has  con- 
trolling stakes  in  both  of  them,  the  two 
services  may  exact  tougher  terms  from 
cable  companies.  What's  more,  they 
could  exert  control  over  how  content  is 
presented  to  customers.  For  example, 
at&t  could  give  a  high  profile  to  the 
Excite  Web  portal  that  At  Home 
bought  earlier  this  year,  "at&t  seems 
to  be  preparing  to  corner  the  personal- 
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communications  market  again,"  says 
W.J.  "Billy"  Tauzin  (R-La.).  chairman 
of  the  House  Telecommunications  Sub- 
committee. 

AOL  is  among  the  companies  that  are 
lobbying  to  force  AT&T  to  provide  equal 
access  to  all  Internet  services  over  ca- 
ble. In  the  end.  AT&T  may  have  to 
arrange  a  truce  in  Washington  to  com- 
plete the  acquisition.  The  most  likely 
option  is  to  sell  off  some  of  MediaOne's 
properties,  and  it  may  have  to  open  up 
broadband  connections  to  other  compa- 
nies. That  means  aol  could  buy  Net 
connections  from  AT&T  at  wholesale 
prices  and  resell  them  to  customers. 
at&t  declined  to  speculate  on  what  kind 
of  regulatory  requirements  might  ap- 
ply to  its  deal,  but  it  says  it's  open  to 
compromise.  "We'll  work  with  the  FCC 
and  comply  with  whatever's  decided." 
says  Armstrong. 

Although  the  loss  of  MediaOne  is  a 
blow  to  Roberts'  ambitions,  he  won't 
walk  away  empty-handed.  The  2  mil- 
lion new  customers  may  give  Comcast 
the  heft  to  survive  in  a  consolidating 
industry  More  important,  Comcast 
eventually  will  have  a  more  concentrat- 
ed clustering  of  operations  in  the  lucra- 
tive Washington-to-Xew  Jersey  corri- 
dor. "They  are  going  to  get  great 
clustering  in  markets  that  matter."  says 
Bear  Steams  analyst  Raymond  L.  Katz. 

And  Comcast  could  seek  more  deals. 
Analysts  predict  possible  linkups  with 
other  operators  such  as  Cablevision  or 
Cox.  For  his  part.  Roberts  says  that 
the  pressure  to  get  big  quickly  has  di- 
minished. He  also  points  out  that, 
through  the  deal  with  AT&T.  Comcast 
now  gets  a  telephony  agreement  that 
no  rival  can  match.  "AT&T  in  telephony 
is  as  good  as  it  gets,"  says  Roberts. 

In  the  end.  what  the  MediaOne  deal 
represents  is  a  new  era  of  detente 
among  the  big  cable  players.  While  a 
counterbid  from  Comcast  with  Mi- 
crosoft or  ai  >L  backing  would  have  split 
the  cable  industry  into  two  camps,  the 
truce  results  in  a  less  fractious  cable  in- 
dustry. "We're  happy  with  the  out- 
come." says  Time  Warner  chairman  and 
ceo  Gerald  M.  Levin.  As  the  cable 
moguls  and  AT&T  prepare  to  invade  the 
local  phone  markets  with  a  flashy  array 
of  whizzy  new  services,  rest  assured 
that  Ed  Whitacre  and  other  Baby  Bell 
executives  are  not. 

By  Peter  Elstrom  in  New  York,  with 
Richard  Siklos  in  New  York.  Roger 
Crockett  in  Chicago.  Catherine  Yang  in 
Washington,  and  Amy  Barrett  in 
Philadelphia 

For  daily  business  news,  visit 
businessweek.com  or  AOL:  Keyword:  BW 


THE  MAN  BEHIND 
AT&T'S  COUP 

Cable  pioneer  Amos  Hostetter  gets  back  in  the  game 


Amos  B.  Hostetter  Jr.  has  enjoyed 
an  idyllic  early  retirement.  Since 
exiting  the  cable  world  abruptly 
two  years  ago.  the  62-year-old  bil- 
lionaire stockholder  in  MediaOne  Group 
has  been  a  devoted  family  man.  spend- 
ing time  with  his  three  young  children. 
He  has  also  taken  a  strong  interest  in 
public  service,  chairing  the  board  of 
trustees  at  his  alma  mater.  Amherst 
College,  and  setting  up  a  family  foun- 
dation with  his  wife.  Barbara. 

But  as  Comcast  Corp.  found  out 
the  notion  that  the  low-profile 
Bostonian  would  fade  into 
silk-lined  obscurity  was 
dead  wrong.  After  balk 
ing  at  the  terms  Com- 
cast offered  for 
his  9.5*7  MediaOne 
stake.  Hostetter 
resurfaced  as  a 
driving  force  behind 
AT&T's  surprise  $58  bil- 
lion counterbid  for  Me- 
diaOne. Despite  the 
threat  of  a  higher  Comcast 
bid  supported  by  everyone 
from  Microsoft  to  MCI  World 
Com.  on  May  4.  AT&T  emerged 
the  victor.  Comcast  backed  off 
in  favor  of  swapping  some  cable 
systems  with  the  telephone  giant  and 
taking  a  SI. 5  billion  breakup  fee. 
"GRACE."  Now,  Hostetter  aims  to  be  a 
key  player  behind  AT&T's  plan  to  morph 
into  a  communications  juggernaut  offer- 
ing all  kinds  of  broadband  services  to 
consumers.  He  will  join  its  board  and 
become  nonexecutive  chairman  of  the 
unit  that  would  house  the  country's 
largest  cable  operator  as  well  as  resi- 
dential-phone and  Internet-access  ser- 
vices. "The  Amos  Hostetter  piece  is  im- 
portant to  at&t  managing  this 
broadband  property."  says  C.  Michael 
Armstrong.  AT&T's  chairman  and  ceo. 
"How  often  do  you  get  to  [add]  staff 
before  you  buy?" 

Armstrong  is  being  a  bit  cute:  Far 
from  a  staffer.  Hostetter  intends  to  play 
an  advisory  role  to  Leo  J.  Hindery,  the 
powerful  former  Tele-Communications 


Inc.  president  who  now-  heads  Al 
Broadband  and  Internet  Services  I 
And  he  will  sit  on  the  board  alona 
fellow-  cable  pioneer  John  C.  Mai 
at&t's  biggest  single  shareholder  s 
its  deal  to  buy  tci  closed  last  m( 
While  Armstrong  had  plenty  of 
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j  before,  he  may  need  all  the  help 
itter  can  muster  to  roll  out  his  un- 
n  strategy  of  selling  local  phone 
:e  over  cable. 

tie  known  outside  the  cable  indus- 
[ostetter  is  revered  within  it  as  a 
ian  figure  who  was  one  of  the  ear- 
aroponents  of  using  cable  lines  to 
>r  much  more  than  video  signals, 
s  always  walked  with  a  great  deal 
ace  through  this  industry,"  says 
ay.  "He  is  Mr.  Cable."  Hostetter's 
roots  date  back  to  1963,  when  he 
H.  Irving  Grousbeck,  a  fellow 
;rst  and  Harvard  B-school  grad, 
invested  $2,000  in  a  business  they 
Continental  Cablevision  Inc.  The 
scoured  the  nation  for  towns  to 
starting  modestly  with  Tiffin  and 
ria,  Ohio.  By  1980,  Grousbeck  had 
for  a  career  in  academia,  but 
tter  was  making  an  impression  on 
idustry.  "He  was  dapper,  debonair, 
■vard  mba  when  most  of  the  cable 
tors  we  knew  to  that  point  wore 
white  socks  and  came  from 
technical  backgrounds,"  re- 
V         calls  Falcon  Cable  TV  Inc. 
/     Chairman     Marc  B. 
Nathanson,  who  entered 
the  business  in  1969.  "We 
all  looked  up  to  him, 
wanted  to  emulate  him." 
Continental  became  one 
of  the  first  big  operators  to 
follow  a  strategy  of  building 
regional  "clusters"  over  which 
cable  systems  could  be  up- 
graded cost-effectively.  Hostetter 
was  also  an  early  believer  in  us- 
ing fiber  optics  to  transmit  data 
nd  access  the  Net.  Continental 
launched  one  of  the  first  cable- 
modem  Web-access  services — at 
a  daunting  $125  a  month — in 
Cambridge,  Mass.,  in  1994. 
But  upgrading  cable  is 

MEDIAONE 
FOUNDER 
HOSTETTER 


expensive,  and  Hostetter  had  avoided 
taking  Continental  public.  Anticipating 
the  convergence  of  telephone  and  video 
services,  in  1996,  Hostetter  opted  to  sell 
Continental  to  Baby  Bell  U  S  West  Inc. 
for  $11.8  billion.  Hostetter  took  his 
share  in  stock,  and  he  and  his  top  exec- 
utives agreed  to  continue  running  the 
show  from  wharfside  offices  in  Boston 
that  Hostetter  had  pridefully  filled  with 
antiques. 

Before  long,  though,  Hostetter 
clashed  with  his  new  telco  bosses.  A 
year  after  the  sale,  Continental  was  re- 
named MediaOne,  and  Charles  M.  Lillis, 
now  chairman  and  ceo,  informed 
Hostetter  that  headquarters  was  being 


speed  Net-access  service  Road  Runner. 

In  the  first  quarter  of  1999,  MediaOne 
reported  revenues  of  $1.8  billion  and 
operating  cash  flow  of  $566  million. 
That's  up  12%  and  20%,  respectively, 
from  the  previous  year,  but  Hostetter 
has  been  known  to  rail  about  Me- 
diaOne's  industry-lagging  profit  margins 
and  high  overhead. 

On  the  one  hand,  he  should  have 
been  elated  to  learn  of  the  deal  with 
Comcast,  where  ceo  Brian  L.  Roberts  is 
considered  a  top  operator.  But  he  was 
rankled  that  MediaOne  shareholders 
would  be  exchanging  their  voting  stock 
for  nonvoting  Comcast  shares  and  that 
the  Roberts  family  would  control  over 


DRIVING  FORCE 


Hostetter 
will  join  AT&T's  board  and  become 
nonexecutive  chairman  of  the 
country's  largest  cable  operator 


moved  to  Denver.  Hostetter  angrily  re- 
signed, as  did  most  of  his  top  execu- 
tives. Hostetter  signed  a  standstill 
agreement  with  MediaOne  that  contin- 
ues to  bar  him  from  speaking  to  the 
press,  but  his  grudge  against  Lillis  is  no 
secret.  Lillis  declined  to  comment.  Says 
fellow  cable  pioneer  Glenn  R.  Jones, 
who  recently  sold  his  Jones  Intercable 
Inc.  to  Comcast:  "Amos  is  a  proud  guy, 
and  he  has  a  long  memory." 

Even  with  his  standstill  agreement, 
after  U  S  West  reversed  course  and 
spun  off  MediaOne  to  its  shareholders 
last  year,  many  observers  believed  it 
was  only  a  matter  of  time  before 
Hostetter  returned.  Today,  the  company 
he  founded  owns  the  No.  3  cable  opera- 
tor, serving  5  million  subscribers,  as 
well  as  a  slew  of  overseas  and  wireless 
properties,  25%  of  the  Time  Warner  Inc. 
unit  that  houses  much  of  its  cable  and 
studio  assets,  and  roughly  34%  of  high- 
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Armstrong 
launches  a  $58 
billion  counterbid. 


ARMSTRONG 


80%  of  the  combined  companies'  votes 
while  owning  only  1%  of  its  stock.  "The 
concern,"  says  one  person  close  to  AT&T's 
bid,  "is  whether  the  blood  runs  thin 
three  generations  from  now." 

Almost  immediately,  Hostetter  re- 
ceived a  call  from  Hindery  asking 
if  he  wanted  to  join  an  AT&T  bid. 
Hostetter  then  sent  a  letter  to  Me- 
diaOne's  board  demanding  that  it  re- 
lease him  from  his  standstill.  MediaOne 
agreed.  Then  Steven  Rattner,  the 
Lazard  Freres  &  Co.  banker  who  was 
working  for  Comcast,  approached 
Hostetter  about  brokering  a  deal  that 
would  satisfy  him.  Hostetter  insisted 
on  voting  stock  for  all  MediaOne  share- 
holders, which  another  Comcast  banker 
says  was  "completely  unacceptable." 
Notes  Merrill  Lynch  &  Co.  media  ana- 
lyst Jessica  Reif  Cohen:  "Had  they  giv- 
en up  some  voting  control  to  Amos 
Hostetter,  this  probably  wouldn't  have 
happened." 

Roberts  isn't  so  sure.  "That's  highly 
speculative,"  he  says.  "In  the  end,  he 
got  a  substantially  higher  price,  and  I 
think  that  is  what  ultimately  motivated 
Amos."  Indeed,  Roberts  says  Hostetter 
even  helped  Hindery  negotiate  the  Com- 
cast-AT&T  truce. 

Now,  Hostetter  will  no  doubt  turn 
his  attention  to  assisting  in  the  gargan- 
tuan task  of  rolling  out  phone  service 
over  at&t's  vast  expanse  of  cable  wires. 
There  is  one  thing  his  new  partners 
atop  at&t  can  be  sure  of:  If  Hostetter 
doesn't  like  the  way  it's  going,  they  will 
hear  from  him. 

By  Richard  Siklos  in  New  York  and 
Ronald  Grover  in  Los  Angeles,  with 
Amy  Barrett  in  Philadelphia 
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AOL  HAS  TO  DO 
SOMETHING  QUICKLY' 

Passing  on  MediaOne  could  hurt  its  Internet-access  push 


For  America  Online  Inc.,  the  nation's 
premiere  online  service,  the  coming 
era  of  broadband  communications 
represents  both  a  fantastic  opportuni- 
ty— and  a  grave  risk.  If  it  can  gain  ac- 
cess to  high-speed  broadband  lines,  it 
can  start  offering  all  sorts  of  new  digital 
fare.  On  the  other  hand,  if  it  can't  move 
to  broadband  ahead  of  competitors,  it 
could  start  losing  the  17  million  cus- 
tomers who  for  now  are  willing  to  put 
up  with  poky  dial-up  connections  and 
conventional  online  fare. 

That's  why  aol's  ceo,  Stephen  M. 
Case,  pounced  when  he  saw  that  at&t 
was  trying  to  trump  Comcast  Corp.'s 
bid  for  MediaOne  Group,  an  Englewood 
(Colo.)  cable  operator.  By  teaming  up 
with  Comcast  in  a  sweetened  counter-of- 
fer, the  online  service  could  get  a  toe- 
hold in  the  cable  industiy.  But  aol  got 
cold  feet  and  backed  out  even  before 
at&t  clinched  the  MediaOne  deal.  That 
sent  aol's  stock  tumbling  4.5%,  to  $127% 
on  May  4  before  recovering  slightly  on 
May  5.  "This  is  a  blow  to  them,"  says 
Michele  Pelino,  an  Internet  analyst  at 
Yankee  Group.  Adds  Miran 
Chun  of  ZD  Infobeads,  another 
market  researcher:  "aol  has 
to  do  something  quickly.  You 
can't  be  a  laggard  in  this 
space." 

"INFLATED  PRICE."  Suddenly, 
the  holes  in  aol's  strategy  are  out  in 
the  open.  Without  a  cable  deal,  AOL  is  in 
danger  of  being  late  to  the  broadband 
future.  For  now,  it  will  rely  on  local 
phone  companies  to  supply  high-speed 
links  through  their  digital  subscriber 
line  (dsl)  technology.  But  that  technol- 
ogy isn't  nearly  as  widespread  as  cable 
modems,  which  are  available  to  some 
10%  of  cable  subscribers.  And  it  doesn't 


look  as  if  dsl  will  catch  up  soon: 
According  to  Yankee  Group,  there 
will  be  some  4.3  million  cable-mo- 
dem subscribers  in  2002,  vs.  2.7 
million  DSL  users. 

aol  President  Robert  W. 
Pittman  says  the  company 
backed  out  because  it  wouldn't 
have  been  able  to  generate  ade- 
quate returns  from  its  invest- 
ment. "We  weren't  willing  to  pay 
an  inflated  price,"  he  says.  But 
analysts  say  aol — with  just  $2.7 
billion  in  cash  reserves— did  not 
have  the  wherewithal  to  take  on 
at&t,  which  has  inked  a  cash  and 
stock  deal.  "They  didn't  have  the 
bargaining  power  to  be  a  domi- 
nant force  in  these  negotiations," 
says  Abhi  Chaki,  a  broadband  an- 
alyst at  Jupiter  Communications. 

aol  insists  that  its  current  plan  to 
pave  the  way  for  high-speed  access  is 
working.  It  has  already  teamed  up  with 
Bell  Atlantic  Corp.  and  sbc  Communi- 
cations Corp.  And  Pittman  argues  that 
since  the  Bells  and  the  cable  companies 
are  selling  their  services  in  the 
same  markets,  it  won't  matter 
to  the  consumer  who  provides 
their  speedy  access.  More 
deals  will  be  announced  with 
Baby  Bells  in  the  next  few 
months. 

But  the  cable  route  to  broadband  ser- 
vice has  more  advantages  than  simply  a 
headstart.  Internet-over-cable  service 
costs  about  $40  a  month,  vs.  $50  to  $60 
for  the  Bells'  dsl  service.  If  it  takes 
too  long  for  aol  to  jump  on  the  cable 
bandwagon,  "their  opportunity  to  capi- 
talize on  their  brand  may  have  gone," 
says  Chaki. 

And,  until  it  nails  a  cable  deal,  aol 


WHAT,  ME  WORRY?  AOL  CEO  Case 


may  be  stuck  with  a  huge  disadj 
tage:  The  companies  that  offer 
modems  usually  bundle  them  wi 
service  such  as  Road  Runner  o: 
Home.  Customers  who  want  aol, 
now  have  to  pay  a  monthly  fee  or 
of  that.  AOL  is  pushing  Washingtc 
force  cable  companies  to  provide  € 
access  to  high-speed  lines,  and  R< 
sentatives  Bob  Goodlatte  (R-Va.) 
Rick  Boucher  (D-Va.)  were  set  ti 
troduce  such  a  bill  on  May  6. 

aol  does  have  one  compelling  ac 
tage:  17  million  subscribers,  "aol  is 
in  a  good  position  to  find  broadband 
tribution  over  cable,"  says  Cyr 
Binmfield,  president  of  Broadbanc 
telligence  Inc.  "Any  cable  operator  m 
be  thrilled  to  offer  aol  service  thr< 
its  pipes."  But  for  now,  with  aol 
out  of  cable,  that  thrill  is  gone. 

By  Catherine  Yang  in  Washini 
with  Heather  Green  in  New  York 
Andy  Reinhardt  in  Silicon  Valley 


BUDDY  UP  WITH  THE 
BELLS  AOL  will  continue 
partnering  with  the  Baby  Bells 
to  offer  fast  Internet  access 
through  the  phone  companies' 
digital  subscriber  line  (DSL) 
technology.  AOL  has  deals 
with  Bell  Atlantic  and  SBC 
Communications. 


MAKE  A  CABLE 
CONNECTION  AOL  will  con- 
tinue to  seek  cable  allies  who 
would  offer  the  online  service 
via  speedy  cable  modems. 
AOL  figures  cable  companies 
need  AOL's  17  million 
subscribers  to  profit  from  their 
fast  Web  connections. 


RELY  ON  THE  KINDNESS  I 
CONGRESS  AOL  will  press 
lawmakers  and  the  Federal 
Communications  Commissio 
to  require  cable  companies 
give  all  Internet  service 
providers  access  to  their  hig 
speed  networks  on  a  non- 
discriminatory basis. 


HOW  AOL 
PLANS 
TO  FIGHT 
BACK 
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Cost-cutting,  signs  of  life  in 
Asia,  and  lean  inventories 
may  mean  manufacturing 
will  join  the  profit  party 

Foi  rhe  past  18  months,  consumers, 
Wall  Street  investors,  home- 
build ors,  and  just  about  everybody 
else  in  the  economy  have  been  en- 
joying a  noii si  op  party.  But  old-line  U.S. 
manufacturers  have  been  sulking  in  the 
corner  like  wallflowers.  The  rest  of  the 
economy  shrugged  off  the  global  finan- 
cial crisis — even  profited  from  it,  as 
-  of  all  sorts  of  goods  plunged. 
Meanwhile,  manufacturers  were  pum- 


meled  by  the  collapse  of  export  mar- 
kets, falling  profits,  and  stock  prices 
that  were  anything  but  exuberant. 
While  most  companies  were  scrounging 
for  workers  in  a  tight  labor  market, 
manufacturers  cut  payrolls  by  some 
400,000  workers  last  year. 

Suddenly,  however,  it  looks  as  if  those 
forgotten  goods  producer's  may  be  joining 
the  fun.  On  May  5,  the  Commerce  Dept. 
reported  that  factory  orders  in  March 
rose  a  surprising  2%,  and  bookings  in 
the  first  quarter  were  up  3.6%  from  1998. 
The  same  day,  the  Federal  Reserve's 
monthly  survey  of  regional  economies 
found  an  almost  uniform  uptick  in  man- 
ufacturing. Add  to  that  low  inventories, 
and  the  prospects  are  good  for  increasing 


output  tins  summer  as  business  rebjkls 
stocks.  What's  more,  the  crisis  in  pa 
seems  to  be  easing,  and  in  some  nails 
recovery  is  under  way. 

Little  wonder  some  corporate  ex«- 
tives  are  feeling  a  little  more  uptp: 
"We're  optimistic,  but  not  euphoric,"  tos 
Sunoco  Inc.  ceo  Robert  H.  CampbeM 
major  reason  for  the  rosier  outlook 
the  improving  demand  overseas.  "WeB 
into  a  buzzsaw  when  the  Asian  cflj 
hit,"  notes  Edward  F.  DeGraan,  execiH 
vice-president  of  Gillette  Co.,  which  m 
its  Asian  sales  drop  11%  in  the  foA 
quarter.  "But  now  we  are  seeing  gooqfa- 
dicators  that  Asia  is  coming  back. 'ft 
the  first  quarter,  Gillette's  Asian  sn 
rose  11%,  and  the  company  expec« 
20%  increase  in  the  second  quarter.  I 
"BIGGEST  SURPRISE."  Gillette  and  Si! 
co  are  not  alone  in  their  optimism,  vm 
International  Inc.,  a  financial  forecasl 
fiim,  says  operating  profits  of  the  Sv 
dard  &  Poor's  composite  of  industl 
companies  rose  7.1%  in  the  first  quail 
after  falling  1.8%  in  1998's  fourth  qil 
ter.  i/b/e/s  sees  profits  growing  12» 
in  the  second  quarter,  20.9%  in  the  til 
quarter,  and  23.5%  in  the  fourth. 

True,  the  profit  comeback  may  ll 
more  dramatic  than  it  really  is,  measul 
against  such  dismal  1998  results.  Si 
Wall  Street  is  stalling  to  notice  the  til 
around,  bidding  up  share  prices  for  cm 
panies  that  were  being  dismissed  ll 
winter  as  stodgy,  low-tech  perform! 
3M,  for  example,  has  seen  its  stock  jul 
more  than  30%  since  just  early  Aprill 

That's  nothing  compared  with  I 
stock  of  Whirlpool  Corp.,  which  ll 
soared  66%  since  Mar.  1,  to  around! 
That's  about  where  it  was  beforel 
tanked  after  the  emerging-markets  cri 
hit  Brazil,  where  the  Benton  Harl 
(Mich.)  appliance  maker  was  once  gettl 
50%  of  its  operating  profits.  But  1 
company  has  since  cut  costs,  and  n 
eign  markets  are  firming  up.  As  a  resl 
operating  income  rose  12%  in  the  fii 
quarter.  "The  biggest  surprise  has  b<| 
our  growing  earnings  in  Europe,"  ss§ 
Chief  Financial  Officer  Ralph  F.  Hakl 

Prospects  are  good  for  even  strong 
profit  gains  for  many  manufacture! 
with  only  scant  improvement  in  glola 
demand.  Why?  As  prices  of  commodity 
and  other  goods  fell  over  the  past  ydj 
because  of  weak  global  demand  al 
overcapacity,  producers  were  forced! 
slash  costs  any  way  they  could.  So  th'f 
trimmed  their  workforces  and  kept 
raises  to  a  minimum.  Hourly  earnings  f 
production  workers  increased  just 
from  March,  1998,  to  March,  1999,  aftfl 
rising  3%  the  year  before.  The  resii 
productivity  growth  in  the  manufacti 
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jctor  of  4%  a  year — double  the  re- 
national  trend.  That  has  bolstered 
margins. 

rther  evidence  that  the  factoiy  see- 
on  the  mend,  albeit  slowly,  comes 
the  May  3  report  by  the  National 
:iation  of  Purchasing  Management 
ts  index  of  manufacturing  activity 
52.8  in  April.  That's  the  third 
;ht  month  that  the  index  has  been 
50,  the  level  that  indicates  an  ex- 
on  for  goods  production  (chart), 
ndex  stood  at  45.3  at  the  end  of 
ear.  The  napm  report  also  shows  a 
ig  up  of  prices,  signaling  that  the 
ion  that  hobbled  commodity  sup- 
and  producers  may  be  at  an  end. 
11,  the  manufacturing  rebound  re- 
uneven.  Auto  makers  have  been 
ing  such  intoxicating  boom  times 
hey  are  actually  beginning  to  build 
apacity:  Both  General  Motors  Corp. 
londa  Motor  Co.  have  announced 
to  add  new  factories  in  Lansing, 
and  Lincoln,  Ala.  But  the  outlook 
ns  less  clear  for  companies  that  de- 
heavily  on  foreign  markets,  have 
larket  share  to  imports,  or  operate 
[-weak  commodity  industries.  While 
msensus  seems  to  be  that  manu- 
ing  has  hit  bottom,  it  is  still  hard  to 
3W  long  it  will  take  before  compa- 
■eport  sustainable  profit  and  rev- 
growth.  "Volume  is  up,  but  this 
lave  to  go  on  for  a  couple  more 
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to  have  a  real  effect,"  says  Ernest 
'eavenport  Jr.,  ceo  of  Eastman 
deal  Co.  in  Kingsport,  Tenn.,  and 
president  of  the  National  Associa- 
}f  Manufacturers.  His  company's 
[uarter  revenue  slid  13%,  and  prof- 
mged  57% — even  though  it  shipped 
ler  volume  of  chemicals. 

II,  the  signs  of  an  Asian  rebound 
rowing.  And  if  the  seemingly  un- 
able U.  S.  economy  keeps  going, 
old-line  manufacturers  may  finally 
chance  to  celebrate. 

Owen  Ullmann  in  Washington 
James  C.  Cooper  in  New  York, 
Laura  Cohn  in  Washington,  Dave 
rrff  in  Philadelphia,  and  bureau 
ts 


THE  ECONOMY 


THE  FARMER'S  ALMANAC 
AND  THE  FED 

Global  warming  could  be  changing  patterns  of  spending 


Traditionally,  anyone  trying  to  predict 
the  outlook  for  the  U.  S.  economy 
studies  a  lot  of  data  from  the  Labor 
Dept.,  the  Commerce  Dept.,  and  the  Fed- 
eral Reserve.  But  with  growth  during 
the  winter  months  consistently  coming 
in  above  forecasts  for  the  past  several 
years,  economists — including  Fed  Chair- 
man Alan  Greenspan — may  need  to  start 
watching  the  Weather  Channel,  too. 

This  year's  surprisingly  moderate 
winter — the  warmest  since  record-keep- 
ing began  in  1895— had  a  pervasive  ef- 
fect on  the  economy,  boosting  housing 
starts,  consumer  spending,  public  con- 
struction, and  business  investment  above 
their  normal  levels.  In  total,  the  warm 
weather  added  more  than  half  a  per- 
centage point  to  first-quarter  gross  do- 
mestic product  and  four-tenths  of  a  per- 
centage point  to  fourth-quarter  GDP, 
according  to  Mark  M.  Zandi,  chief  econ- 
omist at  Regional  Financial  Associates 
Inc.,  an  economic-consulting  firm. 
LONG  VIEW.  More  important,  this  may 
not  be  a  one-time  event.  Greenspan,  who 
has  a  good  record  of  catching  economic 
trends  early,  wonders  whether  global 
wanning  will  lead  to  a  long-term  change 
in  temperature  patterns  and  milder-than- 
expected  winters.  A  sustained  rise  would 
change  seasonal  patterns  of  spending 
and  investment  in  unpredictable  ways,  as 
businesses,  governments,  and  consumers 
shift  some  of  their  outlays  into  winter 
months.  And  it  would  make  it  harder 
for  policymakers,  such  as 
Greenspan,  to  assess  the 
true  state  of  the  econo- 
my, since  the  data  could 
be  subject  to  big  revi- 
sions when  the  seasonal 
adjustment  factors  are 
recalculated. 

True,  much  of  the 
economy  is  not  affect- 
ed by  weather.  But 
there  is  little  doubt 
that  the  warm  tem- 
peratures pushed  the 
housing  sector  up  50% 
above  normal,  esti- 
mates Zandi.  The  win- 
ter's favorable  weather 
also  helped  public  con- 
struction, which  al- 
ready was  getting  a 
big  boost  from  last 
year's  $216  billion  fed- 


eral highway  bill.  As  a  result,  state  and 
local  spending,  adjusted  for  inflation, 
rose  at  a  7.3%  rate  in  the  first  quarter, 
the  biggest  increase  since  1986. 

Should  economists  adjust  their  models 
to  account  for  more  warm  winters  in 
the  future?  That  depends  on  whether 
predictions  that  the  earth  is  getting 
warmer  prove  to  be  accurate.  David  R. 
Easterling,  principal  scientist  at  the  Na- 
tional Climatic  Data  Center  in  Asheville, 
N.  C,  says  the  average  global  tempera- 
ture in  2050  is  predicted  to  be  2F  to  4F 
higher  than  now. 

And  there's  a  good  chance,  accord- 
ing to  Richard  J.  Tinker,  meteorologist 
at  the  U.  S.  Climate  Prediction  Center, 
that  next  winter  will  continue  the  trend 
of  warmer-than-normal  temperatures, 
at  least  in  the  southern  plains  and  the 
eastern  half  of  the  country. 

Between  new  technologies  and  glob- 
alization, policymakers  already  are 
struggling  to  develop  new  rules  to  pre- 
dict the  course  of  the  economy.  Now 
they  may  have  to  predict  the  weather, 
too.  And  let's  face  it,  neither  economists 
nor  meteorologists  have  a  great  record 
when  it  comes  to  forecasting. 

By  Laura  Cohn  in  Washington 
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COMMENTARY 


By  Aaron  Bernstein 


A  PERFECT  TIME  TO  RAISE  THE  MINIMUM  WAGE 


Opponents  of  a  minimum-wage 
hike  are  a  beleaguered  bunch 
these  days.  Less  than  two  years 
after  the  last  increase  took  effect, 
Democrats  are  pushing  for  another 
raise.  Groups  such  as  the  National 
Restaurant  Assn.  and  the  American 
Enterprise  Institute,  a  conservative 
think  tank,  say  it's  a  bad  idea — just 
as  they  have  every  time  it  has  been 
suggested.  But  with  unemployment 
at  near-record  lows  and  nary  a  whiff 
of  inflation  in  the  air,  even  the  most 
ardent  foes  have  a  tough  time  com- 
ing up  with  counterarguments.  And 
for  good  reason — there  are  none. 

GOP  congressional  leaders  concede 
that  they  won't  put  up  much  of  a 
fight,  since  they  couldn't  win  anyway. 
And  the  minimum  wage  helps  in 
their  effort  to  soften  their  post-im- 
peachment image.  "Democrats  may 
not  get  the  entire  Sl-an-hour  in- 
crease they  want,  but  something 
will  pass,"  concedes  Na- 
tional Restaurant  Assn. 
chief  lobbyist  Lee 
Culpepper, 


4 
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who's  leading  a  coalition  of  25  busi- 
ness groups  opposed  to  an  increase. 

So,  Speaker  Dennis  J.  Hastert  (R- 
111.)  has  decided  to  get  the  minimum 
wage  debate  over  with  early,  per- 
haps this  summer,  aides  say.  With 
their  six-vote  House 
majority  in  jeopardy, 
the  Republicans  don't 
want  the  minimum 
wage  to  galvanize  ex- 
tra support  for  Demo- 
cratic candidates.  Also, 
a  big  tussle  would  split 
the  gop.  since  moder- 
ates such  as  Jack 
Quinn  (R-N.  Y.)  are 
leading  the  effort  to 
raise  the  minimum. 

Politics  aside,  it's  an 
ideal  time  to  help  out 
the  lowest-paid  work- 
ers. True,  Congress  jacked  up  the 

minimum  by  a  fat  20% 
over  two  years  start- 
ing in  1996,  to  the 
current  $5.15  an  hour. 
But,  adjusted  for  infla- 
tion, that's  still  17%  lower 
than  the  minimum  wage 
when  President  Reagan 
took  office  in  1981.  And  it's 
27%  less  than  the  peak  hit  in 
1968.  The  conclusion:  There's 
plenty  of  room  for  another  hike 
without  ranning  into  the  kind 
of  economic  problems  crit- 
ics cite. 

The  past  two  years 
demonstrate  just  how 
easDy  the  roaring  U.  S. 
economy  has  shrugged 
-v.  -  i  iff  the  pr  iblems 

£fe^    that  were  feared 
after  the  last  in- 
creases. Since  1996, 
unemployment  has 
plunged  by  more 
than  a  percentage 
point,  to  4.2%.  And 
the  share  of  the  pop- 
ulation holding  a  job 
has  jumped  to  a  record 
64%.  New  studies  have 
questioned  the  conven- 
tional economic  wisdom 
that  a  minimum  wage  de- 
stroys jobs.  But  even  if  the  1996 


Who  Benefits  From  a 
Minimum-Wage  Hike 
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hike  did  cut  some  jobs,  new  hiring 
by  other  firms  more  than  offsets  th 
losses. 

For  low-wage  workers  affected  d 
rectly  by  the  minimum,  the  story  is 
just  as  good.  Over  the  past  two 

years,  jobless  rates  foi 
chronically  low-wage 
groups,  including  high 
school  dropouts,  have 
fallen  respectively  by 
one  and  two  pereentag 
points,  reports  the  Ec< 
nomic  Policy  Institute, 
a  Washington  think 
tank.  The  same  is  true 
for  populations  with 
large  proportions  of 
low-wage  workers,  sue 
as  teenagers,  blacks, 
and  Hispanics.  "The  la 
bor-market  conditions 
facing  low-wage  workers  have  con- 
tinued to  improve,  contrary  to  the 
predictions  of  those  who  opposed  th 
last  increase."  says  epi  economist 
•Jared  Bernstein. 
LONG  CLIMB  BACK.  Lifting  the  wage 
floor  will  help  the  poorest  families 
catch  up  after  two  decades  of  losinj 
ground.  Hourly  wages  for  the  bot- 
tom 20%  of  workers  have  outpaced 
inflation  by  a  healthy  2%  a  year 
the  past  two  years.  But  the  averag 
family  income  of  this  group  is  just 
getting  back  to  the  $12,250  achieve* 
in  1989,  adjusted  for  inflation  to 
1997  dollars.  It  will  take  several 
more  years  of  a  supercharged  econ( 
my  to  return  them  to  the  1979 
peak— $13,009  in  1997  dollars.  A 
higher  minimum  would  speed  the 
process. 

A  valid  criticism  of  the  minimum 
wage  is  that  it  benefits  some  well-of 
families  along  with  poor  ones.  For 
example,  12%  of  the  1996  increase 
went  to  workers — probably  teens — 
living  in  families  earning  an  average 
of  $131,000  a  year,  according  to  epi 
calculations.  Still,  most  of  the  benefit 
goes  to  those  who  need  it,  namely 
low-wage  workers  in  poor  families. 
Congress  should  act  now  to  help 
them — while  the  economy  is  strong. 

Bernstein  covers  labor  issues  fron 
Washington. 
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R  THE  BARGAINING  CHIP 

UAW  takes  on  DaimlerChrysler's  nonunion  plants 

btle,  it's  not.  m 
)rivers  along 
nterstate  20/59 
nee,  Ala.,  can't 
>ut  notice  a  bill- 
that  went  up 
nonth  depicting 
ling  Stephen  P. 
h,  president  of 
United  Auto 
ers  and  newly 
;d  member  of 
>aimlerChrysler 
I  Aimed  at 
jrs  heading  for 
irby  Mercedes- 
factory,  the  bill- 
[  has  a  simple 
ige:  The  uaw 

|  to  be  their  bargaining  representa- 
It  even  offers  a  toll-free  number:  1- 

•GET-UAW. 

e  uaw  has  eyed  the  Mercedes 
since  its  German  parent,  Daimler 
first  announced  construction  plans 
93.  But  the  union  did  little  until 
ler  Benz  merged  with  Chrysler 
last  year.  Now,  uaw  officials  figure 
lerger  gives  them  new  leverage, 
ly?  Because  the  uaw,  hoping  to 
|g  20-year  membership  slide,  plans 
ike  organizing  such  nonunion  plants 
jor  topic  when  national  contract 
with  Ford,  General  Motors,  and 
lerChrysler  begin  this  summer.  A 
lemand  will  be  that  carmakers  tell 
subsidiaries  and  their  suppliers  to 
n  neutral  when  the  union  attempts 
janize  them.  Otherwise,  they  could 
a  nationwide  shutdown.  The  first 
1  going  to  be  the  Mercedes  plant 
.nother  DaimlerChrysler  factory  in 
mia,  N.C,  which  builds  Freight- 
truck  parts.  If  the  subsidiaries 
back  there,  the  uaw  is  threatening 
•ike  Chrysler. 


On  Apr.  27,  the  uaw  drove  EASY  DIALING:  Organi 
home  its  threat  by  bringing  sev-  ing  in  rural  Alabama 
eral  hundred  union  officials  to  " 
nearby  Birmingham,  Ala.,  to  hammer 
out  demands  for  a  new  labor  pact  at 
Chrysler.  At  the  meeting,  insiders  say, 
leaders  called  for  a  strike  by  Chrysler's 
76,000  uaw  members  in  September  if 
Mercedes  and  Freightliner  managers 
oppose  the  recruitment  drive.  During 
the  trip  to  Alabama,  Daimler  Director 
Yokich  arranged  to  tour  the  plant  at 
Vance,  where  Mercedes  makes  M-class 
spoil-utility  vehicles.  Although  the  uaw 
president  is  saying  nothing,  the  mes- 
sage is  clear.  "He  didn't  come  for  a  so- 
cial call,"  says  Mercedes  plant  CEO 
William  Taylor.  "He  came  to  make  his 
intentions  known,  and  I  respect  that." 
HOSTILE.  A  uaw  shutdown  would  be 
disastrous  for  DaimlerChrysler,  which 
derived  more  than  half  its  1998  profits 
from  Chrysler's  popular  cars,  trucks, 
and  minivans.  Thomas  P.  Stallkamp, 
president  of  the  company's  Chrysler  op- 
erations, says  he  and  other  top  U.  S. 
executives  have  asked  their  German 


counterparts  to  make  sure  Mercedes 
and  Freightliner  managers  don't  inter- 
fere. He's  reminding  them  "that  they're 
part  of  a  bigger  entity,"  says  Stallkamp. 

What  makes  unionizing  Mercedes  so 
difficult?  Like  many  other  transplants, 
Mercedes  chose  a  rural  economy  and 
right-to-work  state  for  its  new  plant. 
Here,  employees  are  often  hostile  to 
unions  and  grateful  to  receive  auto 
worker  pay — some- 
times as  much  as 
double  local  wages. 
Mercedes  workers  in 
Vance,  for  instance, 
earn  $20  an  hour, 
plus  generous  bene- 
fits. So,  they're  un- 
likely to  join  a  union 
if  management  dis- 
courages them. 

Still,  some  workers 
were  unhappy  enough 
to  go  to  the  union  for 
help  last  fall.  One 
beef:  Management 
was  forcing  workers 
to  accept  mandatory 
overtime  by  speeding 
up  the  assembly  line 
from  138  Mercedes 
suvs  per  shift  to  188. 
For  now,  both  sides  appear  to  be  on 
good  behavior.  After  a  top  uaw  official 
recently  blasted  Mercedes  for  being  an- 
tiunion, union  leaders  quickly  retreat- 
ed, telling  the  company  that  he  was 
misquoted.   Meanwhile,  Freightliner 
President  James  Hebe  softened  his  an- 
tiunion rhetoric.  After  advising  work- 
ers in  an  Apr.  9  letter  to  resist  the 
union,  Hebe  said  in  an  Apr.  19  missive: 
"We  will  respect  our  parent  company's 

policy  of  a  neutral  position  " 

Of  course,  even  if  management  re- 
mains neutral,  the  uaw  faces  a  tough 
battle  persuading  employees  who  were 
handpicked  by  management  to  embrace 
the  union.  Mercedes  body-shop  worker 
Eugene  Price  thinks  most  of  his  co- 
workers are  happy.  "I  believe  they're 
wasting  their  time,"  he  says  of  the  uaw. 
Perhaps,  but  the  union  may  have  a  bet- 
ter shot  now  than  it  ever  did. 

By  Joann  Muller  in  Detroit,  with 
Aaron  Bernstein  in  Washington,  D.C. 


MERCEDES  BENZ  U.S. 

Wholly  owned  subsidiary  of 
DaimlerChrysler  AG 

•  The  plant  in  Vance,  Ala. 

•  1,700  employees,  earning 
about  $20  an  hour 

•  Builds  80,000  Mercedes  M- 
class  sport-utility  vehicles  a  year 

•  Plant  opened  in  May  1997 


FREIGHTLINER  CORP. 

Wholly  owned  subsidiary  of 
DaimlerChrysler 

•  The  plant  in  Gastonia,  N.C. 

•  957  workers,  earning  about 
$19.40  an  hour 

•  Makes  parts  for  heavy  trucks 

•  Nonunion  plant  for  more  than 
20  years 


ZF  INDUSTRIES 

Supplier  of  DaimlerChrysler  AG 

•  The  plant  in  Tuscaloossa,  Ala. 

•  200  workers,  earning  about 
$10  an  hour  in  pay  and  benefits 

•  Supplies  front  and  rear  axles 
for  Mercedes  M-class 

•  Voted  102-56  against  UAW 
representation  in  January  1999 


W  Targets 
imler- 
rysler  Units 
d  Suppliers 
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COMMENTARY 


By  Janet  Rae-Dupree 

ANATOMY  OF  A  SHAREHOLDER  SLAUGHTER 


■  t's  impossible  for  anyone 
I  to  be  on  top  of  every  nig- 
I  gling  detail  of  a  company's 
finances.  But  when  securities 
analysts  and  a  publicly  held 
company  on  a  buying  binge 
ignore  obvious  warning  signs 
in  public  financial  statements, 
then  it's  time  for  investors  to 
complain.  After  all,  it's  share- 
holders who  feel  the  pain 
when  the  truth  comes  out. 

Case  in  point:  McKesson 
hboc's  Apr.  28  bombshell 
news  that  more  than  $44 
million  in  revenues  that  it 
had  recorded  had  not,  in 
fact,  been  realized. 
McKesson's  stock  price  im- 
mediately dropped  by  near- 
ly half,  and  the  shareholder 
suits  are  already  coming. 
So,  potentially,  is  more  bad 
news.  The  hole  in  Mc- 
Kesson's results  came  from 
hbo  &  Co.,  an  Atlanta-based 
health-care-software  maker 
that  it  acquired  in  January. 
When  McKesson  started  its 
fiscal  year-end  audit,  it 
found  that  some  software  contracts 
weren't  quite  the  done  deals  they 
were  thought  to  be.  McKesson's  au- 
diting firm,  Deloitte  &  Touche,  is 
still  probing  the  numbers,  and 
McKesson  warns  that  it  may  restate 
more  earnings. 

TWO  RED  FLAGS.  The  missing  $44 
million  itself  isn't  a  devastating  blow 
to  McKesson,  a  $21  billion  company 
that  will  eventually  make  up  the 
shortfall.  But  it  might  not  regain 
the  trust  of  shareholders  so  easily — 
especially  since  all  this  could  have 
been  avoided.  There  had  been  warn- 
ing signs  for  two  years  that  some- 
thing was  amiss  at  HBOC.  Using  the 
company's  public  filings  with  the  Se- 
curities &  Ex- 
change Commis- 
sion, forensic 
accountant 
Howard  Schilit's 
company,  Center 
for  Financial  Re- 
search &  Analy- 
sis Inc.,  ran  up 
the  first  red  flag 
on  hboc  in  1997 


Both  McKesson  and 
analysts  were  lax  in 
reviewing  HBOC's 
numbers 


and  waved  another  last  August.  The 
analysts  who  followed  the  software 
company  and  recommended  its 
shares  can't  say  they  didn't  know 
about  Schilit's  concerns;  half  a  dozen 
lambasted  his  first  report,  and  three 
of  them  actually  wrote  rebuttals. 

Even  without  such  warnings,  ana- 
lysts should  have  been  looking 
askance  at  HBOC.  All  its  rivals  were 
struggling  because  of  cost  pressures 
brought  on  by  managed  care— yet 
hboc  was  going  gangbusters.  How? 
It  kept  up  its  55%  annual  growth 
rate  through  acquisitions,  a  "roll-up" 
strategy  that  let  it  post  great  num- 
bers without  over-relying  on  its  core 
business:  producing  software  sys- 
tems for  hospitals 
and  doctors. 
McKesson  was  fol- 
lowing a  similar 
path,  having  bought 
10  companies  since 
1996. 

When  McKesson 
and  hboc  sat  down 
to  talk  last  summer, 
two  roll-ups  were 


poised  to  collide.  "It's  not  a  questiol 
of  will  a  roll-up  company  blow  apar 
It's  almost  always  a  question  of 
when,"  says  Schilit.  After  a  year  oi 
two  of  buying  choice  companies  at 
reasonable  prices,  roll-ups  ge 
sloppy,  he  claims,  overpaying 
or  buying  poorer-quality  com 
panies.  McKesson  insists  that 
neither  it  nor  hboc  was  a  tn 
roll-up.  Spokesman  Larry 
Kurtz  says  it  wasn't  combin 
ing  similar  businesses  but 
buying  new  ones  to  offer  a 
broader  array  of  services. 
"These  were  all  strategic  a( 
quisitions,"  he  says,  "and  I 
would  include  hboc  in  that 
category." 

SPILLED  MILK.  Bear  Stearns, 
representing  McKesson, 
blessed  the  deal — as  did  Mor 
gan  Stanley  for  hboc.  cfra 
says  the  warning  signs  were 
all  too  apparent  in  hboc's  nun 
bers.  The  analyst  who  wrote 
CFRa's  report,  Christopher  S. 
Teeters,  said  he  became  con- 
cerned when  receivables  begai 
to  climb  faster  than  revenue. 
The  company  was  using  an  aggres- 
sive but  legal  accounting  method — 
recording  cash  receipts  before  they 
came  in  the  door,  sometimes  even  b< 
fore  clients  were  billed. 

Another  danger  sign:  hboc's  opei 
ating  cash  flow  fell  well  below  net 
income  in  the  two  quarters  before 
began  talks  with  McKesson.  In  the 
quarter  ended  in  June,  1998,  cash 
flow  from  operations  was  just  over 
half  net  income,  down  from  more 
than  double  a  year  earlier.  "We  per 
formed  due  diligence  prior  to  the 
merger  assisted  by  expert  outside 
investment-banking,  accounting,  anc 
legal  counsel,  and  nothing  in  the  du 
diligence  suggested  that  this  was  a 
problem,"  Kurtz  says. 

Now,  however,  the  analysts  who 
smiled  upon  the  hboc  deal  are  sec- 
ond-guessing the  purchase.  This 
kind  of  vigilance  would  have  helped 
beforehand.  Unfortunately  for  in- 
vestors, it's  a  little  late. 

Rae-Dupree  covers  biotech  and 
pharmaceuticals  from  Silicon 
Valley. 
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don't  tell  me 

it  can't  be 


.  .  Someone  has. 
We're  Infinium,  and 

we  can  help  you 
unleash  the  potential  of 
your  organization,  so  every 
team  has  the  edge  to  turn 
customers  into  advocates. 
Visit  www.infinium.com/bw 
to  learn  more  about 
how  our  team  can  help 
your  people  do  great  work. 
Infinium:  enterprise 
software  solutions 
to  optimize  business 
performance. 
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News:  Analysis  &  Commentary 


E-BUSINESS 
SOLUTIONS' 
MOORE 


MANAGEMENT 


CAN  EDS  CATCH  UP 
WITH  THE  NET? 

With  a  new  CEO  and  E-business  chief,  it's  back  in  the  game 


At  an  Apr.  28  Internet  and  electron- 
ic-commerce trade  show  in  New 
York,  Susan  Scrupski-Miranda,  a 
consultant  at  it  Services  Advisory,  no- 
ticed a  stark  difference  between  the 
Electronic  Data  Systems  Corp.  booth 
and  those  of  the  other  vendors.  No  one 
was  visiting  the  EDS  exhibit.  "It  was 
empty.  That  spoke  volumes  about  eds's 
credibility  in  the  [market],"  she  says. 

There's  no  question  that  the  onetime 
king  of  computer  services  has  slipped. 
It's  still  a  $17  billion  giant,  but  growth 
has  stalled,  and  it  trails  far  behind  IBM 
in  the  new  high-margin  market  for  tech- 
nology consultants:  helping  com-  ■■■■■■ 
parties  launch  E-business  setups. 
That's  where  the  crowds  that 
weren't  at  the  EDS  booth  have 
gone — and  where  EDS  needs  to 
be.  Sure  enough,  on  Apr.  29,  in 
his  first  meeting  with  analysts, 
eds's    new    chief  executive, 


tomer,  former  parent  General  Motors 
Corp.,  and  streamline  the  outsourcing 
business.  Brown  aims  to  grab  share  by 
boosting  eds's  growth  above  his  mar- 
ket's 14%  to  16%  annual  rate — even 
though  last  year,  revenues  rose  11%, 
while  net  before  special  items  fell  11%, 
to  $840  million.  In  the  first  quarter,  with 
a  $380  million  charge  for  a  new  round  of 
layoffs,  eds  had  a  net  loss  of  $21  million. 
DECISIVE  ACTION.  Even  for  Brown,  the 
former  Cable  &  Wireless  PLC  chief,  it's 
an  ambitious  plan.  But  even  if  investors 
question  whether  eds  can  pull  it  off, 
they  welcome  the  initiative.  "You've 

THE  COMEBACK  PLAN  FOR  EDS 

■  Cut  more  than  $1  billion  in  costs  from  productivi 
ty  improvements  and  other  moves 

■  Market  new  E-Business  Solutions  unit  aimed  at 
boosting  EDS  in  the  market  for  helping  companies 


J 


seen  more  action  in  three  months  q| 
there  than  you've  seen  in  the  prew 
five  years,"  says  shareholder  Kennel" 
Langone  of  Invemed  Associates  Inl 
Brown's  reputation  for  decisive! 
tion  has  pushed  the  stock  from  $41| 
before  he  was  named  in  Decembe 
about  $53.  He  has  cut  5,200  job 
about  4%  of  the  workforce,  repl 
more  than  a  half-dozen  top  execs, 
the  bottom  20%  of  the  sales  force, 
ated  a  new  performance-appraisal 
compensation  system,  and  dropped 
perks  as  2,000  executive  cars. 

A  key  part  of  the  growth  stra 
is  making  eds  a  top  player  in  elect: 
commerce.  To  create  the  E-Busines! 
lutions  unit,  Brown  is  gathering  2( 
people  from  seven  businesses  with 
spanning  consulting,  Web  design, 
tronic-payment  services,  and  call-c< 
operations.  And  he  vows  to  work  i 
with  eds's  A.  T.  Kearney  consulting 
though  Kearney  is  struggling  to  rei 
its  own  growth  (BW — May  10).  Kea 
might,  for  instance,  help  a  client  w 
Web-based  supply-chain  strategy,  v 
eds  would  design  an  electronic-pro* 
ment  system  and  manage  transa> 
processing. 

The  new  chief  of  the  $2  billion 
Gary  B.  Moore,  a  26-year  eds  veti 
reports  directly  to  Brown.  "The  w 
really  doesn't  have  an  appreciatior 
what  we  have  here,"  says  Moore, 
recently  ran  manufacturing.  Moore 
rose  through  the  technical  ranks 
head  of  Hitachi  Data  Systems, 
part-owned  by  eds,  he  doubled 
and  market  share  from  1989  to 
He  pegs  the  global  market  for  E 
ness  Solutions  at  $200  billion,  witl 
annual  growth  rate  of  more  than 
And,  he  says,  "We  have  plans  to  gn 
lot  faster  than  that."  Analysts  say  El 
well  positioned  to  offer  one-stop  E-c 
■■■■■■  merce  consulting,  if  it  pull 
resources  together.  "It's  a  1 
late  to  the  game,  but  the  g 
is  just  in  the  first  or  seconc 
ning,"  says  Howard  Ander 
managing  director  of  market 
searcher  Yankee  Group. 
But  can  the  ungainly 


Richard  H.  Brown,  promised  big    ^0_business^nline  move  quickly  enough  for  the 


changes,  including  an  E-com- 
merce  push.  "The  eds  you  see 


Streamline  EDS  bureaucracy  with  five  organiza- 
tions operating  in  different  geographic  regions 


ternet  world?  "If  you're  a 
com,  would  you  ever  go  to 


one  year  from  today  will  be    Probably  not,"  says  Gajen  I 


very  different  from  the  company 
you  know  now,"  he  said. 

Creating  a  credible  E-com- 
merce  strategy  is  only  one  of 


Revamp  incentive  plans  to  reward  growth  in  rev- 
enues and  margins 

■  Launch  $50  million  ad  campaign  for  the  EDS 
branc  and  E-business  services 


diah,  vice-president  for  inte 
tive  solutions  at  Cambri 
Technology  Partners,  a  tech 
vices  rival.  But  for  the  first 


Hrowns  many  challenges.  He   in  years,  the  exec  running 


has  plans  to  cut  more  than 
billion  in  costs,  improve  eds's 
i  <■  ;  ■rionship  with  its  top  cus- 


■  Stabi:  ze  margins  in  GM  business, 
contract 


EDS's  largest        has  his  foot  on  the  accelerat 

By  Wendy  Zel, 
hi  Piano, 
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be  safe. 

squeak  by. 


no  thanks. 


You've  never 
cut  corners. 
It's  just  part  of 
measuring  up  to 
the  most  important 
standards  you  know. 

Your  own. 


To  make 
high  performance 
a  reality  for  your 
entire  company, 
consider  Infinium. 
We  can  help  you  unleash 
the  potential  of  your 
organization,  so  every  team 
has  the  edge  to  turn 
customers  into  advocates. 
Visit  www.infinium.com/bw 
to  learn  more  about  how 
our  team  can  help  your  people 
do  great  work.  Infinium: 
enterprise  software 
solutions  to  optimize 
business  performance. 

egmered  trademark  of  Infinium  Software. 
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COMMENTARY 


By  Ronald  Grover 


THIS  MICKEY-MOUSE  CASE  SHOULD  DISAPPEAR 


Forget  Star  Wars.  The  battle  that 
has  Hollywood  talking  is  the  case 
pitting  Walt  Disney  Co.  Chair- 
man Michael  D.  Eisner  against  his 
onetime  studio  chief.  Jeffrey  Katzen- 
berg.  The  proceedings  have  every- 
thing a  movie  script  might: 
lies  (allegedly),  back  stab- 
bing, and  enough  bitter 
rivalry  to  fill  theaters  many 
times  over.  Each  day.  as 
lawyers  for  Disney  and 
Katzenberg  tussle  over  how 
much  the  former  Disney  exec- 
should  get  under  a  profit- 
sharing  contract,  a  trove  of 
tidbits  about  how  Disney 
operates  spills  into  view. 

This  scenario  would  be  more 
intriguing  for  Disney  share- 
holders, however,  if  they 
weren't  also  viewing  a  decline 
in  the  value  of  their  shares. 
With  first-quarter  earnings  35% 
below  year-ago  levels.  Disney 
stock  is  at  around  30^-:,  roughly 
30^  below  its  52-week  high. 

So  why  is  Eisner  prolonging 
this  sideshow?  Why  did  he 
spend  May  4  generating  gobs  of 
negative  publicity  for  his  compa- 
ny as  he  tried  to  convince  a  re- 
tired California  judge  that 
Katzenberg's  claim  for  §250  mil- 
lion in  unpaid  bonuses  is  absurd? 
In  part.  Eisner  simply  believes 
Katzenberg  doesn't  deserve  that 
much  money.  But  a  personal  animosi- 
ty also  drives  both  Eisner  and 
Katzenberg.  They  started  working  to- 
gether in  the  mid-1970s,  and  Eisner 
associates  say  he  regarded  Katzen- 
berg as  a  younger  brother.  But.  they 
say.  Eisner  still  smarts  from  Katzen- 
berg's  strong-arm  tactics  in  1994. 
when  he  all  but  demanded  Disney's 
presidency  after  Frank  Wells's  death. 
CRUEL  JEST? 

skg.  Katzenberg  seems  to  take  partic- 
ular pleasure  in  challenging  Disney  in 
animated  films  and  keeping  the  con- 
tract dispute  on  the  front  pages.  For 
his  part,  on  May  4,  Eisner  admitted 
he  might  have  said  of  his  former  col- 
league— in  jest,  he  says — that  "I  hate 
the  little  midget."  Says  one  Eisner  in- 
timate: "It's  like  the  messy  property 
*. T.lement  in  a  divorce.  Sometimes 


emotion  gets  the  better  part  of  you." 

As  CEO  of  a  $25  billion  corporation 
that's  not  performing  up  to  par.  Eisner 
has  far  better  things  to  do.  Costs  sky- 
rocketed at  Disney's  film  unit  in  1998. 
and  with  same-store  sales  off  about 


HAPPIER  TIMES 

Disney's  Eisner  (r.)  is  wasting 
time  and  energy  on  his  feud 
with  Katzenberg 

lO^c  so  far  this  year,  there  is  evidence 
that  the  company's  lucrative  merchan- 
dising operation  is  losing  steam  Eis- 
ner is  reining  in  film  budgets  and 
there's  an  overhaul  underway  at  the 
stores  to  quickly  identify  hot  items 
and  put  them  on  the  shelves. 

In  broadcasting.  Disney's  abc  net- 
work is  staging  a  bit  of  a  comeback 
But  analysts  say  that's  partly  because 
the  network  is  camming  more  30-sec- 
ond  spots  into  each  hour — a  maneuver 
that  has  its  obvious  limits.  Eisner  has 
also  taken  on  ABC's  affiliates,  compet- 
ing against  them  with  a  new  soap 


opera  cable  channel  and  pressing 
them  to  share  the  cost  of  National  I 
Football  League  games.  | 
Eisner  also  has  a  slew  of  new  bus 
nesses  to  nurture.  One  is  to  bufld  up 
Disney's  Internet  sites,  including  the 
new  Go  network.  Then 
there's  the  cruise  ship  lin< 
which  opened  behind 
schedule,  and  a  second 
theme  park  in  California. 

That  makes  the  Katzer 
berg  mess  a  needless  dis- 
traction. But  it  didn't  hav 
to  be.  Back  in  1995.  studi 
then-President  Michael 
Ovitz  came  within  a  cell- 
phone call  of  paying  $90 
million  to  have  Katzenbei 
drop  his  suit.  Two  years 
later.  Katzenberg  agreed 
to  settle,  for  an  initial  pa; 
ment  estimated  at  §77  mi 
Hon.  But  Eisner  and 
Katzenberg  could  not 
come  to  terms  on  what 
the  former  exec  should 
get  from  sales  of  videos, 
merchandise,  and  Broad- 
way shows  derived  from 
such  films  as  The  Lion 
King,  made  on  Katzen- 
berg's  watch. 

As  a  result,  a  salivat- 
ing Hollywood  crowd  is 
seeing  a  display  of  Dis- 
ney's dirty  laundry.  A  memo  from 
onetime  Disney  accountant  Bfll  Clar 
detailed  10  ways  Disney  allegedly 
hid  film  profits  by  such  tactics  as  fa 
ing  to  credit  rebates  from  vendors, 
or  not  auditing  sales  of  Disney 
goods  to  the  films  on  which  they 
were  based.  Disney  trotted  out  num 
bers  purporting  to  show  that  Katzei 
berg  lost  it  §231  million  over  10 
years  with  live-action  films.  Katzen- 
berg countered  with  an  audit  show- 
ing a  §400  million  profit. 

This  mud-slinging  is  titillating  for 
Tinseltown.  But  it  does  nothing  to  im 
prove  Disney's  performance  or  in- 
crease value  for  shareholders.  Nor  ca 
it  do  anything  but  damage  the  Disnej 
name.  All  to  settle  a  grudge? 

Grover  covers  media  and  enter- 
tainment from  Los  Angeles. 
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if  you're  not 


you're  a  commodity. 
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experiences  are  the  ones 
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Anything  else'is  mediocrity. 
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We're  Infinium,  and  we  can  help  you 
unleash  the  potential  of  your  organization,  so 
every  team  has  the  edge  to  turn  customers 
into  advocates. Visit  www.infinium.com/bw 
to  learn  more  about  how  our  team  can 
help  your  people  do  great  work. 
Infinium:  enterprise  software 
solutions  to  optimize 
business  performance. 

Infmium*is  a  registered  trademark  of  Infinium  Sofware. 
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GM'S  ENGINE 
STALLS  OUT 


IN   POSSIBLY  THE  HOTTEST 

auto  market  ever.  General  Mo- 
tore  is  stuck  in  reverse.  GM's 
April  sales  fell  4% — as  Ford, 
DairnlerChrysler,  Toyota.  Hon- 
da, and  Nissan  all  enjoyed  in- 
creases. With  U.  S.  auto  sales 
hitting  a  torrid  annual  rate  of 
16.3  million  vehicles,  GM  is 
blaming  its  drop  on  a  dearth 
of  track  production.  But  in  a 
move  that  defies  market 
trends,  gm's  board  of  directors 
gave  preliminary  approval  on 
May  3  for  plans  to  build  a 
new  Cadillac  plant  in  Lansing, 
Mich.  Why  not  build  a  new 
sport-utility  plant?  gm  says  it's 
considering  converting  an  Ok- 
lahoma car  factory  into  a 
truck  plant.  And  officials  in- 
sist problems  are  being  fixed. 


CLOSING  BELL 


IN  FASHION 

The  Limited  changed  its  lack- 
luster stock  market  style  on 
May  4,  rising  11%,  to  49%. 
Why?  The  retailer  said  it 
should  beat  Wall  Street  fore- 
casts in  its  second  quarter. 
The  news  comes  as  CEO 
Leslie  Wexner  continues  a 
spate  of  stock  buybacks  and 
spin-offs.  He  is  selling  The 
Limited  Too  and  60%  of 
Galyan's  Trading,  and  buying 
back  15  million  shares.  But 
analyst  Jeffrey  Stein  of 
McDonald  Investments  is 
wary.  "Everybody's  seeing  a 
great  spring,"  he  says.  "Let's 
see  if  there's  a  great  fall." 


APR.  25.  '99  MAY  5 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


"From  here  on,  there  will  be 
no  excuses,"  says  Roy  Rob- 
erts, gm's  group  vice-president 
for  sales. 


BAILING  OUT  OF 
PC  CHIPS 

NATIONAL  SEMICONDUCTOR'S 

low-priced  Cyrix  processors 
helped  launch  the  cheap-PC 
craze.  But  brutal  price  com- 
petition and  three  quarters 
of  losses  proved  too  much  for 
National  Semiconductor.  On 
May  5,  the  chipmaker  said  it 
would  stop  making  processors 
for  pes — where  it  never 
gained  more  than  5%  share — 
and  focus  on  the  emerging 
market  for  information  appli- 
ances. "We  will  immediately 
cease  slugging  it  out  in  the 
PC  processor  market,"  says 
CEO  Brian  Halla.  The  move 
will  result  in  550  layoffs,  a 
writedown,  a  wider  loss  in 
the  current  quarter,  and  the 
sale  of  a  plant  in  Maine. 


HP  GIVES  EMC 
THE  HEAVE-HO 

IT'S  CRUNCH  TIME  FOR  EMC, 

the  high-flying  maker  of  data 
storage  systems.  Hewlett- 
Packard,  EMCfs  largest  reseller, 
on  May  5  tapped  rival  Hitachi 
Data  Systems  to  supply  liigh- 
end  storage  systems  to  hp 
customers.  EMC  stock  fell  10%, 
to  96,  as  investors  wondered  if 
emc  would  be  able  to  hold  on 
to  the  $700  million  in  rev- 
enues it  receives  from  hp  cus- 
tomers, ceo  Michael  Ruett- 
gers  told  analysts  that  emc 
would  still  make  its  numbers 
this  year,  reiterating  1999  tar- 
gets of  more  than  30%  growth 
in  profits  and  sales. 


READY  TO  TRADE 
AROUND  THE  CLOCK? 

Ll  ISING  SLEEP  OVER  THE  MAR- 

ket  ?  Soon,  you  may  be  able  to 
trade  24  hours  a  day.  Instinet, 
the  largest  player  in  institu- 
tiona    trading  of  over-the- 


HEADLINER:  JOSEPH  GALL 


POWER  DRAIN 


Apr.  22  should  have  been  a 
red-letter  day  for  Black  & 
Decker  investors.  The  night 
before,  the  compa- 
ny announced 
earnings  that  beat 
forecasts  by  26%. 
Why  did  b&d  stock 
drop  nearly  8%  4 
the  next  day? 
Because  the 
company  also 
said  Joseph 
Galli.  41.  head 
of  its  $3  billion 
power  tool  and  acces- 
sories unit,  had  left.  Galli, 
\iewed  as  heir  apparent  to 
ceo  Nolan  Archibald,  is 
credited  with  building  b&d's 
prowess  with  new  tools, 
particularly  the  popular  De- 
Walt  line.  Sources  close  to 
b&d  say  Galli  left  over  dif- 
ferences with  Archibald  on 


when  he  would  get  the  tol 
job.  b&d  said  it  had  hired  I 
GE  veteran  Paul  McBride  [ 
replace  Galli. 

News  of  Galli's  exit 
stunned  Wall  Street.  Says 
Salomon  Smith  Barney  arj 
f  ^^^^  lyst  David  Dwy< 
"I  can't  under 
stand  why 
the  compar| 
couldn't 
'  come  to  a 
reconciliation 
to  keep  him." 
Archibald  declined 
comment.  Says  Galli:  "I'm! 
exhilarated  at  the  prospec 
I'm  evaluating."  Such  as? 
Galli  won't  say.  But  Credij 
Suisse  First  Boston  analya 
Guy  Zelman  says,  "Where! 
er  Joe  turns  up,  I'll  be  bui 
ing  that  stock."  Stay  tunel 
By  Amy  Barn 


counter  stocks,  announced  on 
May  5  that  it  wants  to  offer 
individuals  "after  hours"  trad- 
ing, already  available  to  insti- 
tutions. Instinet  CEO  Doug 
At  kin  says  it  is  responding  to 
demand  from  retail  investors. 
Instinet  is  also  exploring  a 
partnership  with  the  New 
York  Stock  Exchange  to  trade 
xasdaq  issues,  and  the  NASDAQ 
is  mulling  supplementary  trad- 
ing sessions.  But  after-hours 
markets  are  more  volatile  than 
primary  markets,  warns 
Steven  Wallman,  a  senior  fel- 
low at  the  Brookings  Institu- 
tion and  a  former  Securities  & 
Exchange  commissioner. 

PATS  TO  HARTFORD: 
DROP  DEAD  

WHO  SAYS  MONEY  IS  EVERY 
thing  in  pro  sports?  On  Apr. 
30,  Robert  Kraft,  owner  of  the 
New  England  Patriots,  pulled 
the  plug  on  plans  to  move  to 
Hartford,  despite  the  record- 
breaking  incentives  that  Con- 


necticut Governor  John  H 
land  helped  cook  up.  Inst] 
the  Pats  will  stay  in  Ma 
chusetts,  which  has  agree] 
pay  $70  million  for  imp™ 
ments  around  the  stadi 
Connecticut  officials  offerej 
build  a  $375  million  stadq 
but  Kraft  feared  Connect 
couldn't  finish  it  by  the  \ 
deadline.  Meanwhile,  NFL 
cials  worried  that  the  ml 
would  huit  the  League's 
ratings.  Says  Rowland:  "I 
now  a  New  York  Jets  fa 
now  and  probably  forever] 

ETCETERA. .. 

■  Boeing's  newest  Deltaj 
rocket  failed  in  its  latf 
launch. 

■  The  Justice  Dept.  lof 
into  possible  antitrust  vii 
tions  at  Network  SolutioB 

■  McDonald's  bouaj 
Donatos  Pizza,  a  143-ul 
Ohio-based  chain. 

■  Growth  hormones  in  bp 
will  still  be  bannedW 
Europe,  the  eu  says. 
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We're  Infinium.  Get  to  know  us. 


^3 


INFINIUM 

do  great  work 

www.infinium.com/bw 


mmm 


PriWaTerhous^Qopers  B 
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KINDER,  GENTLER  GOP? 
)T  IF  TOM  DELAY  CAN  HELP  IT 


not  exactly  vintage  vaudeville.  But  Capitol  Hill's  "Den- 

&  Tommy  Show"  is  now  center  stage  in  Washington, 
d  hardly  anyone  is  rolling  in  the  aisles. 
>st  of  the  fancy  hoofing  is  being  done  by  House  Speaker 
y  Hastert  (R-Ill.).  A  genial,  old-school  pol,  he  is  trying  to 
ge  the  gop's  slim  House  majority  by  shifting  from  Gin- 
■style  confrontation  to  conciliation.  Enter,  stage  right,  Ma- 
i  Whip  Tom  DeLay.  Just  as  Hastert  was  making  head- 
the  arch-conservative  Texan  upstaged  his  boss,  rolling 
the  Speaker  to  deal  a  stinging  rebuke  to 
dent  Clinton's  Kosovo  policy, 
e  architect  of  the  drive  to  oust  Bill  Clin- 
DeLay  has  lurked  in  the  shadows  during 
op's  post-impeachment  shift  to  the  center, 
he  has  proved  useful  to  Hastert  by  rally- 
he  Right,  But  the  good-cop,  bad-cop  act 

awry  on  Apr.  28  when  DeLay  came  out 
st  Hastert  on  Kosovo.  While  the  Speaker 
;d  a  resolution  supporting  allied  bombing, 
ly  worked  the  floor,  determined  to  em- 
iss  Clinton.  He  engineered  the  defeat  of 
the  air-war  measure  and  a  bill  that  could 
permitted  the  use  of  U.  S.  ground  troops, 
istert,  the  beefy  ex-wrestling  coach,  came 
)oking  like  a  wimp.  "The  power  in  the 
e,"  says  Heritage  Foundation  scholar  Mar- 
Wittman,  "is  in  the  Whip's  office."  Though 
smisses  the  dustup,  privately  Hastert  is  " 

In  the  past,  he  termed  his  relationship  with  DeLay  a 
and  yang"  affair.  Now,  he  may  have  to  call  in  a  Zen  me- 
c  to  get  his  karma  adjusted. 

;antime,  GOP  operatives  moan  that  DeLay  has  revived 
JOP's  image  of  damn-the-cmise-missiles  obstructionism, 
[move]  was  messy  beyond  belief,"  says  one  pol.  "It 
s  Republicans'  general  cluelessness  on  the  war." 
)t  to  mention  hypocrisy.  Many  lawmakers  who  balked  at 
on's  military  plans  will  back  an  emergency  spending  bill 


DeLAY:  Dam  ns  the  missiles 


that  funds  the  actions  they  voted  against.  What  happened  to 
their  consciences?  They're  being  subsumed  in  a  GOP  drive  to 
tack  a  big  defense-spending  hike  onto  the  bill. 

With  the  President  wallowing  in  his  own  Balkan  mess, 
GOP  insiders  question  why  DeLay  saw  fit  to.  as  one  says,  "put 
Republican  fingerprints  on  the  war"  with  a  display  of  anti- 
Clinton  spleen.  Replies  DeLay  aide  Tony  C.  Rudy:  "Conser- 
vatives look  to  [the  Whip]  as  the  conscience  of  the  leadership. 
When  he  feels  he  has  to.  he'll  speak  out." 

Still,  the  collateral  damage  from  DeLay's 
strafing  extends  to  Hastert 's  agenda.  Up  to  now, 
the  Speaker  has  made  his  unruly  crew  seem 
voter-friendly.  Hastert  passed  a  budget — a  feat 
that  eluded  Newt  Gingrich  in  '98.  He  paved  the 
way  for  deals  with  Democrats  over  education, 
health  care,  and  a  minimum-wage  hike.  And  he 
ditched  plans  for  big  tax  cuts  and  private  Social 
Security  accounts  after  internal  polls  showed 
the  ideas  were  duds  with  swing  voters. 
anti-jihad?  i  -noves  paid  off.  A  Wall  Street 
■Joimial/SBC  News  poll  on  Apr.  17-19  found 
that,  by  41^  to  40^,  voters  now  want  the  GOP 
to  hang  on  to  Congress.  That's  a  seven-point 
shift  in  a  month.  "People  are  sick  of  partisan 
warfare,"  says  Rich  Galen,  executive  director  of 
gopac,  a  conservative  political  group.  "Hastert 's 
strategy  is  boosting  the  Republican  vote." 
But  true  believers  think  otherwise.  'What 
happened  to  ending  quotas,  the  big  tax  cut,  the  investor- 
based  Social  Security  system?"  asks  Cato  Institute  analyst 
Stephen  J.  Moore.  "If  we  stay  on  the  course  of  capitulation, 
we'll  lose  next  year  because  our  base  won't  be  energized." 

Hard-liners  hope  DeLay  will  strike  again — battling  the 
Speaker  on  gun  control.  China,  and  the  minimum  wage.  That 
could  turn  the  Denny  &  Tommy  show  into  something  other 
than  low  comedy — and  set  the  gop  up  for  a  pratfall. 

With  Richard  S.  Dunham  and  Amy  Borrus 


CAPITAL  WRAPUP 


(CUTS  FOR  SAVERS? 

That  do  President  Clinton,  House 
ys  &  Means  Chairman  Bill  Archer 
Tex.),  and  Senate  Finance  Chair- 
n  William  V.  Roth  (R-Del.)  have  in 
imon?  All  want  to  expand  tax- 
'antaged  retirement  savings.  Clin- 
's  USA  accounts  would  give  savers 
dest  tax  credits  to  supplement 
:ial  Security.  Archer  would  offer 
ader  tax  credits  to  boost  private 
ings.  And  Roth  wants  to  expand 
namesake  iras.  While  Clinton  and 
iher  wrant  to  package  their  savings 


incentives  with  Social  Security 
reform.  Roth  has  no  such  plan.  He 
wTants  to  include  big  savings  breaks 
in  this  summer's  tax  bill. 

NO  MORE  MR.  NICE  GEORGE 

►  Texas  Governor  George  W.  Bush 
curries  his  image  as  a  nice  guy.  But 
don't  expect  that  to  last  through  the 
2000  campaign.  At  a  meeting  with 
business  leaders  in  Austin,  Bush 
lashed  out  at  gop  rival  Steve  Forbes 
for  using  attack  ads  against  Bob  Dole 
in  the  '96  primaries.  Says  one  source, 
Bush  warned  that  if  Forbes  "beats  me 


up"  that  way  and  wins  the  nomina- 
tion, he  can  forget  about  Texas  help. 

INSURANCE  DEAL  UNRAVELING? 

►  Financial  overhaul  has  long  been 
stalled  because  of  conflicts  over 
minority  lending  and  Treasury  vs. 
Fed  regulation.  Now,  it's  also  threat- 
ened by  a  fight  brewing  in  the  House. 
At  issue:  Last  year's  fragile  compro- 
mise over  state  regulation  of  insur- 
ance sales  by  banks.  Both  bankers 
and  insurance  agents  are  angling  for 
changes,  and  either  industry  has  the 
clout  to  stop  it. 
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INVESTMENT  BANKING 


DIVORCE,  ITALIAN-STY 


A  banking  upheaval 
destroys  an  old  alliance 


Antoine  Bemheim  is  usually  the  soul 
of  self-control.  Yet  the  74-year-old 
senior  partner  of  French  merchant 
bank  Lazard  Freres  &  Co.  was 
shaking  with  rage  on  the  evening  of  Apr. 
50.  Just  hours  earlier,  the  board  of  Tri- 
este-based insurance  giant  Assicurazioni 
Generali  had  voted  to  oust  Bemheim  as 
its  chairman.  The  move  was  a  slap  in 
the  face  from  Mediobanca,  the  powerful 
Milanese  merchant  bank  and  longtime 
Lazard  ally  that  controls  Generali's  board 
'Mediobanca  suspected  me  of  treachery," 
Bemheim  told  reporters.  "But  in  reality, 
they  were  the  treacherous  ones." 

The  break  between  the  banks  marks 
the  end  of  one  of  Europe's  most  durable 
iiances.  Mediobanca,  through  its  hold- 
ings in  northern  Italian  banking  and  in- 
lustry  and  ties  with  Fiat's  Agnelli  clan, 
field  absolute  sway  in  Italy.  Its  link  with 
Lazard  gave  it  access  to  a  web  of  in- 
ternational relationships  in  London,  New 


York,  and  Paris.  Now,  on  their  own,  the 
two  banks  will  be  much  less  powerful, 
competing  not  only  with  each  other  but 
with  a  host  of  more  efficient  rivals.  And 
they  may  have  turned  Generali — and 
possibly  Mediobanca  itself — into 
takeover  bait. 

U.S.  CLOUT.  The  divorce  is  the  latest  ex- 
ample of  the  upheaval  that's  rocking  Eu- 
rope's former  financial  champions.  Across 
the  Continent,  institutions  like  Medioban- 
ca are  going  the  way  of  the  formerly  in- 
dependent British  merchant  banks  that 
dominated  the  City  of  London  before  the 
deregulatory  Big  Bang  of  1986.  This  time, 
the  impetus  comes  from  European  inte- 
gration. As  Continental  companies  re- 
structure, they  need  state-of-the-art  help 
from  investment  banks.  But  while  Eu- 
rope's common  currency  is  creating  a  vi- 
brant capital  market  for  the  first  time, 
U.S.  firms — not  local  banks — are  cash- 
ing in  on  that  demand. 


The  Americans  offer  sophistical 
techniques  and  services  few  Europj 
banks  can  hope  to  match.  And  the  hij 
distribution  networks  of  a  Salomon  Sn| 
Barney  or  a  Morgan  Stanley  Dean  Wilj 
give  them  a  golden  advantage  over  loci 
"Without  a  doubt,"  says  the  Italian  h| 
of  a  U.  S.  investment  bank,  "the  Ami 
can  firms  have  broken  the  equilibri' 
in  Europe." 

For  example,  when  auto  makers  Daj 
ler  and  Chrysler  joined  forces  last  M 
Goldman,  Sachs  &  Co.  acted  as  marri* 
broker  on  the  deal.  Now,  Goldman  is  I 
\ising  Banque  Nationale  de  Palis  (i 
Michel  Pebereau  on  his  hostile  bid 
Paribas  and  Societe  Generate.  In  It 
Lehman  Brothers  Inc.  and  Donalds 
Lufkin  &  Jenrette  Inc.  helped  convif 
Olivetti  Chief  Roberto  Colaninno  | 
launch  Ins  $62  billion  raid  on  privatud 
phone  company  Telecom  Italia.  Goldnh 
designed  Deutsche  Telekom's  counter!*. 
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...AND  LAZARD'S  BERNHEIM  FELL 


CA'S  CUCCIA  MANEUVERED... 


THE  BITTER  END  OF  A  LONG  MARRIAGE 


diobanca  founded  in  Milan  to  help 
kjstry  reconstruct  after  World  War  1 1 . 
shareholders  are  state-owned  banks. 

98  An  alliance  with  Fiat's  Agnellis 
iobanca  and.  Lazard  at  the  heart  of 
atmaking.  Lazard  chief  Andre 
;omes  close  adviser  to  Fiat's  Gianni 
he  two  banks  broker  key  deals, 
om  oil  to  U.S.  real  estate. 

diobanca  and  Lazard  sign  first 
er  pact  for  joint  control  of  giant 
;sicurazioni  Generali. 


1997  Mediobanca  star  Gerardo  Braggiotti 
forced  out  after  losing  a  power  struggle 
over  succession  with  92-year-old  Honorary 
Chairman  Enrico  Cuccia.  Joins  Lazard. 

1998  Cesare  Romiti,  a  key  Cuccia 
supporter,  leaves  chairmanship  of  Fiat 
in  June,  distancing  Agnellis  from 
Mediobanca. 

1999  Lazard  and  Mediobanca  increasing- 
ly on  opposing  sides  in  deals.  In  April, 
Mediobanca's  board  ousts  Lazard  partner 
Antoine  Bernheim. 


was  a  far  more  insular  Em-ope  that 
red  outfits  such  as  Mediobanca  and 
"d.  Indeed,  the  intimacy  of  their  re- 
iship  has  everything  to  do  with  the 
r  of  today's  drama.  In  1946,  up-and- 
lg  banker  Enrico  Cuccia  helped  set 
[ediobanca  to  rebuild  Italy's  war- 
industry.  He  had  become  friendly 
Lazard  chieftain  Andre  Meyer  when 
belonged  to  the  resistance  move- 
.  By  1956,  Lazard  had  a  stake  in 
lilanese  bank.  All  through  the  Cold 
the  Franco- Italian  financial  axis  was 
ikable. 

was  also  lucrative.  When  the  Ag- 
went  shopping  for  suburban  malls 
ie  U.  S.,  Lazard  held  their  hand, 
i  Fiat  wanted  to  buy  France's  Cit- 
Lazard  sweated  to  make  the 
led  deal  work.  And  through  a  26- 
old  shareholding  pact,  Lazard  and 
abanca  hold  joint  control  of  Generali, 
e  $36  billion  in  1998  premiums  make 


it  Europe's  No.  3  insurance  powerhouse. 

Things  started  unraveling  at  the  end 
of  1997,  when  Mediobanca  Executive  Di- 
rector Gerardo  Braggiotti  was  forced  out 
after  losing  a  power  struggle  over  suc- 
cession with  92-year-old  Honorary  Chair- 
man Cuccia.  Young,  ambitious,  and  ag- 
gressive, Braggiotti  had  tried  to  shake  up 
the  staid  bank.  And  just  weeks  after-  his 
departure,  he  took  a  job  with  Lazard  in 
Paris.  Such  defections  are  common  in  the 
U.  S.,  but  in  the  world  of  European  high 
finance,  Braggiotti  had  committed  high 
treason. 

Joining  Lazard  as  a  partner  was  just 
the  beginning  of  Braggiotti's  revenge. 
First,  he  advised  Milan's  UniCredito 
Italiano  on  a  planned  takeover  of  Italy's 
No.  3  bank,  Banca  Commerciale 
Italiana  (bci).  That  was  a  direct  af- 
front to  Cuccia,  who  wanted  to  merge 
bci  with  Banca  di  Roma,  and  is  now 
bringing  in  Milan's  Banca  Intesa  with  a 


white-knight  bid  for  bci. 

The  dance  between  the 
two  former  allies  has 
since  taken  some  baroque 
turns.  Mediobanca  in  1996 
had  served  as  a  key  ad- 
viser on  Telecom  Italia's 
mammoth  privatization.  j 
Yet  in  February,  it  sup- 
ported Olivetti's  hostile 
move  on  the  phone  giant.  ; 
Now,  Lazard  is  helping 
Telecom   defend  itself. 
"Treachery  between 
Mediobanca  and  Lazard?" 
asks  one  Generali  execu- 
tive. "We  saw  it  just 
about  every  day." 
TAKEOVER?  Ber-nheim  be- 
lieves  Cuccia  kicked  him  j  j 
out  of  Generali  to  show 
that  no  one  gets  away 
with  defying  Mediobanca,  ijj 
and  that  the  Italian  house  If 
can  still  maintain  its  in-  1 
fluence.  Indeed,  Medioban-  j  j 
ca  has  stalled  UniCredi-  II 
to's  advances  on  bci.  "I  I 
was  fired  from  Generali  | 
for  facilitating  and  not  \' 
discouraging  Braggiotti,"  ! 
says    Bernheim.    With  [ 
Bernheim  out  of  Gener-  ? 
ali,  Mediobanca  has  bet-  j 
ter  access  to  the  insurer's  j 
vast   resources,   which  I 
many  believe  could  help 
the  bank  cement  control 
over  bci. 

But  Lazard  has  plenty 
of  its  own  ammo.  Already, 
the  bank  is  suggesting 
that  Bernheim's  ouster  in- 
validates  a  shareholder  pact  with 
Mediobanca  under  which  the  French  and  I 
Italians  enjoy  rights  of  refusal  on  each 
other's  Generali  shares.  If  Lazard  offers 
its  4.76%  stake,  it  could  attract  raiders, 
such  as  Claude  Bebear,  ceo  of  France's 
Axa — Europe's  No.  1  insurer  and  a  dri- 
ving force  in  financial  consolidation  on 
the  Continent. 

If  there's  a  lesson  to  be  learned  from 
the  intrigue,  it's  that  European  banks 
can't  operate  in  their  old  cocoons  any  j 
more.  "Mediobanca  and  Lazard  should 
have  worked  more  closely  with  U.  S. 
banks  rather  than  with  each  other,"  says 
one  banker  who  knows  Cuccia  and  Bern- 
heim well.  In  the  chaos  likely  to  follow 
the  messy  separation  of  two  European 
powers,  more  Continental  banks  may  de- 
cide that  joining  forces  with  the  Ameri-  ! 
can  enemy  may  be  their  best  protection 
against  obsolescence  at  home. 

By  John  Rossant  in  Rome  I 
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COMMENTARY 


By  Karen  Lowry  Miller  and  Joan  Warner 

LET  THE  MARKETS  DECIDE  THE  EURO'S  FATE 


Nobody  likes  to  be  a  loser.  So  it's 
no  wonder  that  many  Euro- 
peans find  it  uncomfortable, 
even  downright  embarrassing,  that 
the  euro  has  slipped  109c  against  the 
dollar  since  it  was  launched  with 
great  fanfare  on  Jan.  1.  Alarmed 
that  the  new  currency  touched  SI. 05 
in  late  April,  finance  heavyweights 
throughout  the  Continent — includ- 
ing new  European 
Central  Bank  Presi- 
dent Wim  Duisen- 
berg — have  stepped 
in  to  try  to  talk  it 
back  up  again. 

But  ultimately, 
only  the  global  mar- 
ket can  determine 
the  euro's  value. 
Just  as  a  stock  price 
reflects  a  company's 
future  earnings 
power  and  a  sover- 
eign bond  repre- 
sents a  govern- 
ment's ability  to 
meet  its  debts,  a 
currency's  value  in- 
dicates confidence  in 
the  issuer.  Only  four 
months  old,  Europe's  single  currency 
remains  a  great  unknown  to  global 
investors.  And  given  the  economic 
and  political  realities  in  the  countries 
that  share  it,  the  euro  may  actually 
be  stronger  than  it  should  be.  Rather 
than  pump  it  up,  central  bankers 
could  do  far  more  to  safeguard  its 
long-term  credibility  by  letting  the 
markets  dictate  its  level. 
REALITY  CHECK.  No  amount  of  jaw- 
boning from  Frankfurt  or  any  other 
capital  can  alter  the  fundamentals. 
For  one  thing,  the  U.  S.  economy  is 
growing  at  an  estimated  annual  3.5%, 
compared  with  2%  predicted  for  the 
euro  zone  this  year.  Long-term  U.  S. 
interest  rates  are  1.3  percentage 
points  higher  than  in  Europe.  Those 
factors  alone  would  depress  an  un- 
tried currency  vis-a-vis  the  dollar. 
And  the  war  in  Kosovo  has  shaved 
the  euro's  value  by  a  further  couple 
of  cents.  Finally,  the  markets  are  pe- 
nalizing the  inability  of  the  Conti- 
nent, especially  Germany,  to  enact 
the  structural  reforms  needed  to  lib- 


eralize the  labor  market  and  boost 
economic  growth. 

So  barring  a  sudden  burst  of  ini- 
tiative from  Europe's  core  govern- 
ments, a  speedy  end  to  the  Kosovo 
conflict,  or  a  surprise  economic  up- 
turn, the  euro  will  probably  keep 
sinking — perhaps  even  reaching  dol- 
lar parity.  A  one-to-one  euro-dollar 
exchange  rate  strikes  many  as  un- 


Central  bankers 
shouldn't  try  to  pump 
it  up.  Reforms  are 
what's  needed 


thinkable.  But  it  may  not  be  such  a 
terrible  thing.  "There's  nothing 
wrong  with  painty  except  that  it's  a 
big  round  number  that  is  psychologi- 
cally symbolic,"  says  Stephen  King,  a 
managing  director  at  hsbc  Securities 
in  London  who  doubts  that  the  euro 
will  sink  that  low. 

Europe's  financial  watchdogs  are 
worried  that  a  weak  euro — especially 
a  euro  worth  only  SI — will  ignite  in- 
flation by  pushing  up  the  price  of  im- 
ports. But  Rolf  Schneider,  an  econo- 
mist at  Dresdner  Bank,  calculates 
that  even  if  the  currency  reached 
dollar  parity,  it  would  add  less  than 
half  a  percentage  point  to  the  1%  in- 


flation rate  forecast  for  the  euro  zon 
in  1999. 

In  fact,  the  euro  was  probably 
bom  overvalued.  Now  trading  at 
about  $1.06,  the  currency  is  at  rougl 
ly  the  same  level  that  a  synthetic 
euro  made  up  of  its  11  component 
currencies  would  have  been  a  year 
ago.  But  in  the  second  half  of  1998, 
the  mark  rose  sharply  during  a  fligh 
to  quality  after  the 
Prussian  crisis. 
NEW  WORLD.  More 
important,  euro  ex- 
change rates  were 
fixed  at  a  time  whe: 
pundits  were  con- 
vinced that  Europe 
was  taking  off  and 
that  the  U.  S.  faced 
recession,  or  even 
deflation.  Instead. 
Germanv's  economv 
shrank  by  0.4% 
in  the  fourth  quar- 
ter, while  U.  S. 
growth  got  strongei 
than  ever. 

There  are  some 
dangers  if  the  euro 
stays  too  weak  for 
too  long.  Investors  could  be  scared 
off  if  the  single  currency  heads  only 
south.  And  while  that  may  help  Eu- 
ropean exporters  in  the  short  term, 
Europe  needs  to  stimulate  domestic 
demand.  A  rapidly  falling  euro  woulc 
also  complicate  monetary  policy  for 
both  the  European  Central  Bank  an 
the  U.  S.  Federal  Reserve,  as  the 
first  tries  to  jump-start  growth  in 
Europe  and  the  latter  tries  to  keep 
America's  Miracle  Economy  going 
without  overheating. 

Yes,  it  would  be  more  satisfying 
for  Europeans  if  the  new  single  cur- 
rency were  strong.  But  ultimately, 
the  euro's  long-term  strength  de- 
pends on  its  faithful  mirroring  of  un- 
derlying political  and  economic  risk. 
If  Em-ope  gets  its  economic  house  in. 
order,  the  euro  will  rise.  Meanwhile, 
leaving  it  alone  may  be  the  wisest 
course. 

Frankfurt  Correspondent  Lowr\ 
Miller  and  Senior  News  Edito 
Warner  follow  European  economics. 
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2,000  Dial  POPs 


850  Cities 


59  Countries 


One  Global  Network 


WELCOME    TO    THE    POWER    OF    GLOBAL  NETWORKING 


AT&T  has  completed  the  U.S.  phase  of 
the  acquisition  of  the  IBM  Global  Network. 
The  newly  named  AT&T  Global  Network 
Services  joins  the  AT&T  Solutions  Group  to 
bring  customers  the  most  powerful  set  of 
networking  solutions  -  anywhere.  II  While 
the  physical  assets  of  the  network  are 
impressive  -  providing  secure  managed 
network  services  in  850  cities  in  59  coun- 
tries -  it  is  the  people,  services  and  capa- 
bilities that  clearly  complement  those 


of  AT&T  and,  more  specifically,  AT&T 
Solutions.  The  team  of  networking  pro- 
fessionals available  to  serve  your  needs 
just  doubled.  This  means  you'll  find  over 
12,000  of  the  best  networking  minds  in 
the  industry  to  design,  build  and  manage 
integrated  solutions  to  fuel  your  business 
objectives,  i1  Whether  it's  Internet  Protocol, 
Virtual  Private  Networks,  security  or  remote 
access,  we  can  help  your  business  get 
closer  to  your  customers  and  further  ahead 


of  the  competition.  AT&T  Solutions  and 
AT&T  Global  Network  Services  grew 
through  different,  yet  synergistic,  paths 
while  becoming  leaders  in  outsourcing 
and  managed  network  services.  Together, 
this  powerful  combination  will  provide 
businesses  of  all  sizes  with  the  most 
advanced,  innovative  networking  solutions 
available  in  the  world  today.  A  per- 
fect synergy  of  people,  capabilities, 
reach,  services,  customers. ..SOLUTIONS. 


rw.att.com/globalnetwork 
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International  Business 


THE  INTERNET 


SIZE  DOES  MATTER 
IN  ASIA'S  CYBER  RACE 


From  Singapore  to  Taipei, 
old-line  conglomerates  are 
crowding  out  the  nimble 
newcomers 

Can't  get  enough  of  U.  S.  Internet 
stocks — the  ones  with  weak  prof- 
its and  outrageous  prices?  There's 
always  Wharf  Holdings  Ltd.  in 
Hong  Kong.  The  $1.3  billion  conglomer- 
ate has  seen  property  prices  plunge  and 
business  shrink  at  its  hotels  and  stores. 
It's  also  taking  big  losses  on  its  push 
into  phone  service  and  cable  TV.  Yet 
Wharf s  stock  price  has  nearly  doubled 
since  Apr.  1,  to  $2.68  on  May  5.  The 
reason:  Wharf  has  recast  itself  as  an 
Internet  play.  "The  Internet  market  will 
continue  to  grow,"  explains  Daniel  Ng, 
director  of  Wharfs  Internet  division. 
"With  our  strength,  we  should  be  able 
to  find  our  position  in  it." 

The  Internet  craze  is  sweeping  across 
the  Pacific.  From  Singapore  to  South 
Korea,  shares  with  even  vague  links  to 
cyberspace  are  torrid  these  days  and 
adding  to  the  euphoria  in  Asia's  bourses. 
But  the  fever  is  proving  a  decidedly  local 
strain.  Unlike  the  U.  S.  scene,  dominated 
by  small,  zippy  startups,  Asia's  Net  boom 
is  tilted  toward  old-line  conglomerates 
with  established  reach.  Some  venture- 
some high-tech  companies  plan  to  issue 
stock.  But  for  now-,  the  market  is  re- 
warding size  more  than  agility.  "In  the 
U.  S.  Internet  boom,  everyone  can  catch 
the  wave,"  says  Antonio  Tambunan,  who 
manages  the  Internet  advisory  group  for 
Deloitte  &  Touche  Corporate  Finance  in 
Hong  Kong.  "In  Asia,  that  wave's  re- 
served for  the  big  boys." 

That's  because  Asia  has  almost  no 
pure  Net  plays.  Like  Wharf,  just  about 
every  Net  stock  in  the  region  bears 
heavy  non-Net  baggage.  Asia  has  no 
'  nasdaqs,  either.  Most  Asian  markets 
•  are  just  setting  up  second  boards — 
which  makes  it  tough  for  startups  to 
I  find  capital.  In  effect,  East  Asia  is  pass- 
I  ing  through  a  phase  the  U.  S.  left  a  few 
years  ago.  Back  then,  Internet  service 
providers  (ISPs)  such  as  Netcom  were  all 
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THi  K  PATTERNS.  REAP  PROFITS. 


"Offers  a  powerful  framework  for  making  sense  out  of  a  complex  and  changing 
business  landscape.  I  hope  our  managers  read  it  and  our  competitors  don't." 

— John  W.  Madigan,  chairman,  president,  and  CEO,  Tribune  Company 

"Crisply  argues  for  a  radically  new  approach  to  strategy.  Start-ups  and  established 
players  alike  can  harness  these  ideas  to  drive  competitively  superior  performance." 

— Alex  J.  Mandl,  chairman  and  CEO,  Teligent,  Inc. 

"Microsoft  uses  the  principles  found  in  Value  Migration,  The  Profit  Zone,  and,  now, 
Profit  Patterns  to  train  our  personnel  in  strategic  business  thinking." 

— Bob  Herbold,  executive  vice  president  and  COO,  Microsoft 


...and  a  new  website 
ProfitPatterns.com — the  book  s 
companion  website — is  the  online 
home  of  pattern  thinking. 


Introducing  a  new  book... 

Whether  you're  a  business  leader  or 
investor,  this  groundbreaking  guide 
will  help  you  to  anticipate  sources  of 
profit  before  they  develop.  Through 
more  than  200  case  studies,  telling 
diagrams,  and  strategy  exercises, 
Profit  Patterns  provides  all  the  tools 
you  will  need  to  capture  tomorrow's 
profit  zones. 


www.atrandom.com/profitpafterns 
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International  Business 


i 


Feisty  local  startups  suffer  from  capital  scarcity,  officia. 
barriers-and  gloves-off  tactics  from  the  big  boys 


the  rage  in  the  U.  S.  market.  Today, 
while  there  are  Asian  versions  of  portals 
such  as  Yahoo!  Inc.  and  E-commerce 
companies  such  as  Amazon.com  Inc., 
none  is  publicly  traded  yet. 

Wharf  is  typical  of  the  alternatives 
open  to  investors.  Its  monopoly  cable- 
tv  network  reaches  700,000  homes.  In 
March,  Wharf  said  that  it  will  use  the 
network  to  provide  high-speed  Internet 
access  by  yearend.  Although  the  Inter- 
net is  likely  to  remain  a  small  part  of 
Wharf s  revenues,  that  was  enough  to 
send  the  stock  soaring.  Other  Asian  con- 
glomerates are  placing  similar  bets.  In 
April.  Sumitomo  Corp.  announced  a 
joint  venture  with  AtHome  to  offer  ca- 
ble-modem access  in  Japan. 

Even  the  few  Asian  startups  that 
have  gone  public  are  exceptions  that 
prove  the  rule.  Singapore's  Pacific  In- 
ternet, a  regional  ISP.  had  an  initial  pub- 
he  offering  on  the  NASDAQ  in  February. 
Its  stock  has  since  risen  30%,  to  62  on 
May  5.  But  Pacific  Internet  is  a  unit  of 
Sembcorp  Industries,  a  state-owned  con- 
glomerate with  enough  muscle  to  sup- 
port a  newcomer  through  its  infancy. 
Another  beneficiary  of  deep-pocketed 
parents  is  Yahoo  Japan,  backed  by  Ya- 
hoo! and  Japanese  it  giant  Softbank 
Corp.  Shares  in  Hong  Kong's  Tricom 
Holdings,  a  telecom  services  provider, 
soared  1,246%  on  May  4  after  it  was 
taken  over  by  Pacific  Century,  controlled 
by  Richard  Li,  son  of  billionaire  Li  Ka- 
shing.  The  young  Li  plans  to  use  Tricom 
to  develop  it  businesses. 
ISP  BAN.  Without  such  backing,  most 
startups  are  finding  Internet  fever  has 
come  too  soon  for  them  to  take  advan- 
tage of  it.  And  raising  equity  capital  is 
only  one  problem  for  aspiring  Net  play- 
ers. Protected  markets  are  another.  Sin- 
gapore's Pacific  Internet  has  a  quasi- 
monopoly  with  two  other  state-backed 
ISPs,  Singnet  and  Cyberway.  Last  year, 
the  Singapore  government  let  new  play- 
ers into  the  market,  but  it  still  bans 
foreigners  from  controlling  a  local  ISP. 

In  Hong  Kong.   Kevin  Randolph 
knows  what  it's  like  to  go  up  against  en- 
renched  market  leaders.  As  president 
and  ceo  of  Asia  Online,  an  unlisted  isp 

ith  operations  in  Hong  Kong  and  the 

ilippines,  Randolph  is  challenging 
g  Kong  Telecom,  which  counts  more 
half  the  territory's  600,000  Internet 
scribers  as  customers.  Asia  Online 
to  offer  high-speed  access  over 


phone  lines.  Since  Softbank  acquired  his 
firm  in  February,  Randolph  has  the 
backing  he  needs.  But  the  government 
won't  license  him  to  sell  high-speed  ac- 
cess over  existing  phone  vires — so  he 
can't  compete  with  Hong  Kong  Tele- 
com. Wharf,  and  the  two  other  fixed- 
line  operators.  On  May  5,  Hong  Kong 
announced  it  would  not  allow  newcom- 
ers to  own  local  networks  before  2002. 

That  leaves  Randolph  with  little 
choice  but  to  lease  wires  from  Hong 
Kong  Telecom,  which  has  the  only 
broadband  service  in  town  and  charges 

Asian  Internet 
Stocks  Take  Off 


COMPANY 

Plans 


STOCK 
RISE* 


WHARF  CABLE,  HK 

TV  monopoly  launching 
high-speed  ISP 

83% 

HONG  KONG  TEL.,  HK 

Considering  spin-off  of  its  ISP 

56 

SMARTONE,  HK 

Teaming  up  with  Yahoo! 
in  ISP  venture 

22 

TRICOM  HOLDINGS,  HK 

Becoming  an  IT  vehicle 

1,162 

CCT,  HK 

Promoting  online  trading 

182 

YAHOO  JAPAN,  JAPAN 

Portal  leads  Japanese 
Internet  market 

875 

SOFTBANK,  JAPAN 

Expanding  its  Net  investments 

133 

SUMITOMO  CORP.,  JAPAN 

Bringingcable  ISP  to  Japan 

60 

TREND  MICRO,  JAPAN 

Selling  antivirus  software 
via  the  Net 

103 

DAOU  TECHNOLOGY,  KOREA 

Developing  Net  software 

260 

PACIFIC  INTERNET,  SING. 

NASDAQ-listed  ISP  is 
expanding  regionally 

30t 

♦Percent  change  since  Jan.  1, 1999  tlnitial  listing  Feb.  5 

DATA:  BW.  COMPANY  REPORTS.  BLOOMBERG  FINANCIAL  MARKETS 


rivals  $70  a  month  per  customer  foi 
cess — more  than  twice  what  it  cha 
its  own  subscribers.  "The  incumbent 
here  has  an  extraordinary  lock  onl 
market."  Randolph  says.  That  se 
just  as  true  in  South  Korea.  Korea  1 
com  is  spending  $300  million  to  pro 
the  country's  fastest  Net  access. 

It  might  not  be  much  easier  w 
the  battle  shifts  from  infrastructur 
content.  In  the  U.S.,  most  isps  n< 
tried  to  become  content  providers.  ' 
left  an  opening  for  companies  sue: 
Yahoo!  But  the  big  Asian  isps  war 
echo  the  success  of  Yahoo!  and  Ame 
Online  Inc. — and  freeze  out  any  p( 
startups.  In  April,  Hong  Kong  Tele 
opened  a  Chinese-language  portai 
tended  to  keep  subscribers  from 
turing  to  sites  such  as  Hongkong.i 
backed  by  the  Xinhua  news  agenc; 
opened  an  English  site  on  May  3. 
BIG  BACKERS.  Despite  the  obstacles, 
portals  are  still  trying  to  make  t 
mark  in  Hong  Kong,  China,  and 
wan.  Some  have  attracted  venture 
ital.  Sina.  with  offices  in  Taipei.  Bei 
and  Silicon  Valley  claims  a  daily  ave 
of  4.6  million  page  \iews  on  its  site 
just  won  backing  from  Goldman  S 
and  Softbank.  Sohu.  a  Sina  rival  in 
jing,  is  supported  by  such  investor 
Intel  and  International  Data  Corp. 

Zhaodaola  Internet  (Beijing)  Ltd. 
some  novel  backers:  Its  controlling  \ 
ners  include  U.  S.  televangelist 
Robertson.  Its  site.  Zhaodaola!  (1\ 
darin  for  "I've  found  it!")  offers  a 
bermenu  with  a  men's  fashion,  spc 
and  health  section  called  "Macho  M 
All  the  portals  "are  in  a  race  to  [r 
an]  ipo  first."  says  Ted  Dean,  a  cor 
tant  for  bda  China,  an  Internet  cor 
tancy  in  Beijing.  Also  among  the  i 
rants  is  Yahoo  Korea.  Says  Yool 
Dong,  an  analyst  at  csfb  in  Se 
"Everyone  is  thinking  about  listing  n 

Few  startups  will  issue  stock  be 
midyear.  Even  then,  they  may  be  o 
shadowed.  Industry  sources  say 
Hong  Kong  Telecom  is  mulling  a 
daq  listing  for  its  Internet  subsidiary! 
is  Korean  market  leader  Dacom.  Ail 
Internet  race  has  barely  begun, 
now,  most  investors  with  a  craving! 
the  Asian  Internet  will  head  tow 
companies  with  established  connecti 

By  Bruce  Einhorn  in  Hong  K< 
with  Michael  Shari  in  Singapore 
Jennifer  Veale  in  Seoul 
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Introducing 
Delivery  Confirmation 
for  Priority  Mail™ 

Now  you  can  ship  important 
packages  in  2-3  days  starting 
at  $3.20  and  confirm  delivery 
for  just  35<t  extra.  For  your 
free  Priority  Mail  starter  kit 
call  1-800-THE-USPS, 
ext.  EP1025. 
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Save  up  to  65%  over  2-day  services* 
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KOSOVO:  CAN  THE  ALLIES 

WIN  THE  DIPLOMATIC  ENDGAME? 


For  days,  it  looked  increasingly  likely  that  NATO  would 
have  to  send  ground  troops  to  Kosovo  to  fight  the  forces 
commanded  by  intransigent  Yugoslav  President  Slobodan 
Milosevic.  Then,  suddenly,  the  mood  shifted.  Milosevic  re- 
leased three  American  prisoners  of  war.  The  U.  S.  Congress 
signaled  growing  disenchantment  with  the  NATO  effort.  Two 
U.  S.  pilots  died  when  their  Apache  helicopter  crashed — an 
embarrassing  accident  for  the  Allies.  Now,  for  the  first  time 
since  the  war  began,  a  serious  effort  is  under  way  to  find  a 
diplomatic  solution  to  the  Kosovo  quag- 
mire. Momentum  seems  to  be  building  for 
a  deal  that  could  involve  U.  N.  peacekeep- 
ers, a  partial  pullout  of  Serb  forces  from 
Kosovo,  and  a  massive  reconstruction  proj- 
ect for  the  region. 

But  President  Bill  Clinton  is  likely  to 
find  that  the  diplomatic  endgame  is  even 
tougher  than  his  much  maligned  militaiy 
campaign.  Milosevic  will  balk  unless  NATO 
waters  down  its  demands  for  autonomy 
for  Kosovo,  a  well-armed  international 
peacekeeping  force,  and  the  return  of 
Kosovar  Albanian  refugees.  But  it'  nato 
makes  too  many  concessions,  the  refugees  ~ 
and  the  Kosovo  Liberation  Army  (kla)  will  resist  a  deal.  In 
this  equation,  the  ability  of  Russia's  special  envoy,  Viktor  S. 
Chernomyrdin,  to  get  Belgrade  to  meet  some  of  NATO's  de- 
mands could  prove  crucial. 

"FACE-SAVING  SOLUTION."  On  the  surface,  NATO  seems  to  be 
hewing  to  a  hard  line.  "We  don't  see  much  place  for  compro- 
mise," insists  a  French  Foreign  Ministry  official.  But  behind 
the  scenes,  moves  are  afoot  to  make  concessions  to  bring 
Milosevic  on  board.  "We  may  have  to  find  a  face-saving  so- 
lution for  Belgrade,"  a  German  government  official  concedes 
privately. 

Some  subtle  shifts  are  occurring  in  the  rhetoric.  On  May  3, 
Clinton  said  there  may  be  "room  for  discussion"  about  the 


JACKSON  AND  MILOSEVIC:  Big  sh  ift 


composition  of  the  international  peacekeeping  force,  natc 
ready  has  yielded  ground  on  this  issue.  The  failed  R 
bouillet  Accord  in  February  required  a  NATO  force. 
NATO  talked  about  an  international  force  with  a  nato 
Now,  the  betting  is  that  nato  will  settle  for  a  U.  N.  fore 
That  is  more  acceptable  to  the  Serbs  because  Russia  w 
play  a  key  role.  Clinton  also  backs  a  substantial  Russian  t 
component,  as  in  Bosnia,  to  build  confidence  among  their 
thodox  brethren  in  Serbia.  But  big  questions  remain  over 
well  armed  the  peacekeepers  would  be, 
would  command,  and  under  what  rule 
engagement.  Belgrade  would  accept  1 
arms,  but  NATO  wants  a  more  robust  ft 
KEY  WORD.  Meanwhile,  nato  is  expe 
to  ease  its  other  big  demand — that 
goslav  troops  pull  completely  out  of  K 
vo.  For  weeks,  nato  leaders  have  insi 
on  withdrawal  of  all  Serbian  troops.  Bi 
a  meeting  of  the  Group  of  Seven  indu 
al  nations  plus  Russia  in  Bonn  on  Ma 
foreign  ministers  were  expected  to  iss 
broad  outline  for  a  settlement  that  d 
the  key  word  "all." 

It's  not  yet  clear  whether  a  peace 
would  allow  Belgrade  only  border  patrols  or  a  more  signifi 
force  in  Kosovo.  If  there  are  too  many  Serb  troops  in  K 
vo  and  the  peacekeepers  don't  have  the  firepower  to 
them  on,  the  Kosovars  will  refuse  to  return.  "Anything 
Serbs  will  settle  for  will  be  unacceptable  to  the  kla,"  says 
H.  Daalder,  a  visiting  fellow  at  Brookings  Institution. 

If  he's  right,  nato  may  have  trouble  achieving  even  its 
imal  aims  in  Yugoslavia.  It  never  explicitly  sought  Milose 
ouster  or  independence  for  Kosovo.  All  it  wanted  for 
region  was  a  stable,  peaceful  environment  free  from  ati 
ties — one  the  refugees  could  call  home  again.  If  nato  mi 
too  many  concessions,  it  won't  even  get  that. 

By  Stan  Crock  in  Washington,  with  bureau  rep 


GLOBAL  WRAPUP 


HONG  KONG  CRISIS 

►  Hong  Kong  is  facing  a  new  constitu- 
tional crisis.  Chief  Executive  Tung 
Chee-hwa's  government  says  the  city 
may  suffer  an  expensive  influx  of  1.6 
million  immigrants  from  China  and  is 
blaming  a  January  high-court  decision 
that  allows  Chinese-born  children  of 
Hong  Kong  parents  the  right  of  abode 
in  the  former  British  colony.  Beijing 
denounced  the  Hong  Kong  court's 

ision  then  and  is  now  joining 
Tung's  campaign  against  it.  Democra- 
advocates  fear  that  China  will 


overturn  the  decision  or  pressure  the 
court  to  change  it.  Either  move  would 
renew  concern  that  Beijing  is  weak- 
ening the  rule  of  law  in  Hong  Kong. 

PANAMA'S  NEW  BOSS 

►  Panamanians  have  elected  a  new 
President,  populist  Mireya  Moscoso, 
whose  government  will  operate  the 
Panama  Canal  after  the  U.  S.  hands 
over  the  waterway  on  Dec.  31. 
Moscoso,  the  widow  of  a  three-time 
President  of  Panama  who  was  ousted 
in  1968,  has  vowed  to  keep  "politics 
out  of  the  canal,"  which  generates 


$500  million  in  annual  revenues  froil 
the  passage  of  14,000  ships  a  year.  I 
The  52-year-old  Moscoso,  who  takes: 
office  on  Sept.  1,  has  promised  to 
attack  Panama's  endemic  corruptior 
Such  a  cleanup  is  a  must  if  the  cana^ 
zone  is  to  be  developed  into  an  indu 
trial  and  commercial  hub,  as  long 
planned.  But  her  mandate  is  weak 
since  she  does  not  hold  a  majority ! 
the  legislature.  Moscoso  has  also 
promised  to  attack  poverty  and  une 
ployment  while  slowing  down  the 
market  reforms  that  are  unpopula 
with  many  Panamanians. 
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the  new  thinkpad  570. (dramatization) 
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ThinkPad  570 
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Here's  how  it  works.  Just  slip  the  new,  ultralight,  superthin  570  into  an  UltraBase  and  it  tran: 
into  a  flexible  multimedia  desktop.  A  desktop  that's  still  mobile  enough  to  take  with  you  as  y 
all-in-one  portable.  It's  the  one  computer  to  have  if  you  need  to  have  more  than  one  com 
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'e-business  tools 


1"  thin      mobile  Pentium*  II  processor  300PE/333/366  mhz 
4.0  lbs:    64mb  to  192mb  sdram  /4.0gb  or  6.4gb  hard  drive 
12.1"  or  13.3"  active  matrix  display 


holds  floppy  drive  or  extra  battery 
and  options  like  CD.  DVD,  SuperDisk 
LS-120,  Zip  or  extra  hard  drive3 


www.ibm.com/thinkpad 
800  426  7255,  ext.  4164 
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RETAILING 


LOOK  WHO'S 
THINKING  SMALL 


Mega-retailers  are  finding  Main  Street  may  be  paved  with  gold 


Next  month  in  East  Brunswick.  X.J., 
in  a  building  that  once  housed  a  lo- 
cally owned  hardware  store,  a  new 
hardware  retailer  will  open.  Its  owner: 
Home  Depot  Inc. 

What's  the  superstore  doing  in  a  shop 
that  could  fit  inside  the  plumbing  de- 
partment at  the  usual  Home  Depot 
store?  Called  Villager's  Hardware,  the 
new  store  is  one  of  four  smaller  shops 
that  Home  Depot  will  open  this  year 
on  a  test  basis.  And  Depot's  not  the 
only  one.  A  slew  of  pint-sized  shops  are 
popping  up  courtesy  of  the  same  retail- 
ers that  brought  consumers  giant  ware- 
house stores  and  superstores. 

With  America  chock  full  of  those 
hulking  emporiums  specializing  in  every- 
thing from  books  to  pet  food,  the  big- 
b'jx  retail  chains  are  scrambling  to  find 
new  formats  to  fuel  growth.  The  latest 
i  theory:  By  shrinking  their  stores  and 
i  rolling  them  out  in  small  towns,  tiny 


hopping  centers,  and  even  once- 
shunned  Main  Streets,  they'll  tap  into  a 
new  pool  of  shoppers.  Most  promise 
small-town  service  and  superstore  low 
prices.  Everyone  from  Home  Depot  to 
warehouse  club  leader  Costco  Cos.  to 
Blockbuster  Inc.  is  giving  scaled-down 
stores  a  try.  "Some  of  the  same  major 
retailers  that  rushed  to  create  one-stop 
shopping  environments  are  now  realizing 
that  there  is  growing  opportunity  for 
the  small  stores,"  says  Wendy  Lieb- 
mann.  president  of  New  York-based  re- 
tail and  marketing  consultant  wsl 
Strategic  Retail. 

slower  GROWTH.  And  a  new  oppor- 
tunity is  what  the  giant  retail  chains 
need.  For  many  of  these  chains,  profits 
and  stock  prices  have  been  fueled  by 
continually  slapping  up  more  of  their 
giant  stores.  But  retailers  who  made  it 
big  with  the  stack-it-high-and-sell-it- 
cheap  formats  are  running  out  of  room 


to  build  new  stores.  Last  year,  suj 
stores  selling  food,  for  example, 
counted  for  only  12.2%  of  new  sto 
down  from  a  five-year  high  of  31 
in  1995.  according  to  the  Chicago-ba 
Food  Marketing  Institute.  With  fe 
superstores  going  up,  many  big  eh; 
have  found  their  growth  slowing. 

That's  made  them  reconsider 
smaller  towns  and  shopping  cent 
they  once  disdained.  But  it's 
raising  questions.  Retailers  are  fine 
tough  new  obstacles  when  t 
compete  on  Main  Street.  And  anah 
wonder  whether  the  small  sto 
can  ever  be  robust  enough  to  se 


SHRINKING  TO 
NEIGHBORHOOD  SIZE 

HOME  DEPOT  Launching  four  Vi 
lager's  Hardware  stores  this  sprin, 
to  compete  with  local  retailers  in 
downtowns  and  strip  malls. 

COMPUSA  Seven  smaller  stores 
up  and  running  in  Texas  towns  to! 
small  to  support  its  traditional 
computer  superstores. 

STAPLES  Opened  21  Staples  j 
Express  stores  in  downtown  i 
centers  aimed  at  office  workers  6 
lunch  break. 
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(sildenafil  citrate) tables 
Let  the  dance  begin.™ 


OR  THE  FUTURE  TAKING  ROOT? 


Shell  is  playing  a  major  part  in  the  move  from  oil  to  gas, 
now  we're  planting  the  seeds  of  renewable  energy  with 
hell  International  Renewables,  a  new  business  committed 
to  making  renewable  energy  commercially  viable.  In 
Jruguay,  we're  exploring  the  great  potential  of  "biomass" 
energy  from  fast-growing  forests.  And  we're  developing 
nass-fuelled  plants  in  the  South  Pacific  to  bring  electricity 
)  remote  areas.  It's  part  of  our  commitment  to  sustainable 
development,  balancing  economic  progress  with 
wironmental  care  and  social  responsibility.  In  2050,  half 
world  could  be  powered  by  renewable  energy,  so  we're 
focusing  our  energies  on  developing  these  new  solutions. 


WE  WELCOME  YOUR  INPUT  CONTACT  US  ON  THE  INTERNET  AT  WWW  SHELL  COM/BIOMASS  OR 
EMAIL  US  AT  'TELL-SHELL@SI.SHELL.COM'  OR  WRITE  TO  US  AT:  'THE  PROFITS  &  PRINCIPLES  DEBATE; 
SHELL  INTERNATIONAL  LTD,  SHELL  CENTRE,  LONDON  SE1  7NA  UK 
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BIG  SLOWDOWN  FOR  THE  BIG-BOX  STORES 


COMPUSA* 


STAPLES** 


HOME  DEPOT*J 


GROWTH  IN 
ANNUAL  REVENUES 

11 

GROWTH  IN 
ANNUAL  REVENUES 


▲  PERCENT 

as  growth  engines  for  these  huge 
companies. 

Retailers  at  the  leading  edge  of  this 
trend  say  the  strategy  gets  them  into 
communities  once  considered  out  of 
reach  for  a  super-sized  store.  Staples 
Inc.,  the  office-supply  superstore  chain, 
began  life  as  a  suburban  phenomenon 
but  has  since  eased  its  way  into  urban 
centers.  It  first  launched  Staples  Ex- 
press in  Boston's  financial  district  al- 
most 10  years  ago.  It  now  has  21  Ex- 
presses, and  plans  another  opening  in 
San  Francisco  this  summer.  Express 
stores  range  in  size  from  6,000  square 
feet  to  10,000  square  feet  and  carry 
some  0,000  office  products  and  a  full- 


'FISCAL  YEAR  ENDS  IN  JUNE 


"FISCAL  YEAR  ENDS  IN  JANUARY 


the  full  array  of  new  releases,  but  only 
about  20%  to  40%  of  a  regular  store's 
old  movie  collection.  About  200  more 
such  stores  are  planned  for  this  year, 
says  ceo  John  F.  Antioco. 

The  rush  to  put  up  scaled-down 
stores  is  also  a  response  to  a  mini-back- 
lash against  superstores.  While  millions 
of  shoppers  enjoy  the  vast  selection  of 
cavernous  stores,  a  growing  number  of 
consumers  complain  of  their  inconve- 
nience— especially  the  huge,  packed 
parking  lots,  crowded  aisles,  and  excru- 
ciatingly long  checkout  lines.  "There's 
a  lifestyle  change  under  way  that's  dri- 
ving people  toward  smaller  stores,"  says 
Carl  Steidtmann,  chief  retail  economist 


-  -  -  ■    '  itiSiis 

in          1  mm  I  mm 

nearer  beats  BIGGER:  Home  Depot's 

mini-stores  target  small-repair  clients 

service  copy  center.  Traditional  Staples 
stores  average  about  24,000  square  feet 
and  cany  8,000  items.  Richard  A.  Neff, 
senior  rice-president  of  Staples'  western 
division,  says  Staples  Express  is  "very 
profitable."  Competitors  have  noticed: 
Last  year,  OfficeMax  Inc.  launched  a 
small-store  format  called  pi»o.  These 
stores  are  not  for  major  purchases,  says 
ceo  Michael  Feuer.  "This  is  a  store  to 
satisfy  an  immediate  need,"  he  says. 

The  lower  cost  of  small  stores  is  also 
a  powerful  lure.  Cheaper  land  attracted 
Costco  to  four  small  towns  in  the  Pacif- 
ic Northwest.  There,  the  company  built 
half-sized  warehouse  clubs  for  about  $8 
million  each,  vs.  the  average  $20  million 
cost  of  buying  land  and  building  a  full- 
size  version.  In  these  demiclubs  Costco 
•  k ks  the  same  spectrum  of  goods  but 
;   fewer  choices.  Blockbuster  Video 
-  its  50  half-size  outlets,  with  their 
er  leases,  are  just  a  good  business 
I  proposition.  The  smaller  stores  stock 


at  PricewaterhouseCoopers.  "People 
don't  want  to  drive  across  town  to  get 
to  the  big  box  when  they  can  get  what 
they  want  at  a  small  box  right  in  their 
neighborhood." 

That's  Home  Depot's  thinking.  Vil- 
lager's Hardware  stores  will  cany  a  lit- 
tle more  than  half  the  items  housed  in 
the  Depot's  warehouse-style  stores.  The 
selection  will  be  skewed  more  toward 
repair  jobs  than  large  projects.  At  Vil- 
lager's, shoppers  will  find  tools,  nails, 
paint,  and  garden  supplies,  but  no 
kitchen,  bathroom,  or  building  materials, 
and  very  little  lumber.  "A  lot  of  people 
working  on  smaller  projects  are  look- 
ing for  a  quick  in  and  out.  They  don't 
really  have  time  to  spend  in  anybody's 
store,"  says  Robert  J.  Wittman,  Home 
Depot's  senior  vice-president  of  busi- 
ness development.  Prices  on  most  items 
will  be  the  same  at  both  stores,  he  says. 
"We  feel  this  is  an  opportunity  for  us  to 
reach  that  customer." 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 

But  success  in  a  smaller  format 
quires  more  than  just  shrinking  d 
the  superstore.  Just  ask  CompUSA 
which  has  spent  the  past  18  mo 
tweaking  and  re-tweaking  its  small-s 
concept.  While  it  hopes  for  as  man 
400  in  the  future,  today,  Comp 
whose  full-size  stores  average  27 
square  feet,  is  working  out  kink 
everything  from  product  assortmer 
staffing  to  advertising  in  its  first  se 
An  experiment  with  touch-screen  ki 
was  a  bust.  And  leaving  out  amen 
like  corporate  sales,  training,  and 
support — all  of  which  are  availabl 
consumers  in  regular  CompUSA  st< 
but  were  originally  omitted  from  si 
er  ones — didn't  fly,  either.  "What  w 
learned  is  that  the  computing  neec 
the  people  in  small  towns  is  exactly 
same  as  the  computing  needs  of  pe 
in  big  markets,"  says  J.  Samuel  C: 
ley,  CompuSA's  vice-president  of  op 
tions.  How  to  serve  those  needs 
small  town  on  a  smaller  operations 
get  is  a  challenge,  he  says. 

That  has  most  chains  still  firml 
the  experimental  phase  of  their  sr 
store  programs.  Costco  says  it  is 
cusing  new  growth  programs  on 
stores  in  the  U.  S.  and  abroad. 
Mart  Stores  Inc.'s  four  scaled-d 
Neighborhood  Markets  face  stiff 
petition  from  local  grocery  stores.  ( 
pany  officials  say  they're  happy 
the  format,  but  so  far  only  one  moi 
planned  for  this  year.  There  are 
signs  small  will  replace  huge  as 
growth  engines  any  time  soon.  Megs 
tailers  are  learning  they  can't  just 
up  less  space,  says  Liebmann.  "1 
have  to  act  small,"  she  says, 
means  focusing  more  on  service,  re 
ing  to  local  retail  competition,  and 
assuming  the  big  brand  name  will  d 
shoppers  in,  she  says.  That's  a 
lesson  some  big  retailers  are  hustlin 
learn. 

By  Stephanie  Anderson  Fores 
Dallas,  with  bureau  reports 
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Alone 


at  last 


Try  Iberia's  new  Intercontinental  Business  Class  and  enjoy  a  world  class  experience  on  a  world  class  airline. 
Discover  the  sense  ot  privacy  Iberia  gives  you  with  52  inches  ot  room  between  your  economically  designed 
seat  and  the  one  in  front.  Relax  in  style  and  made-to-measure  comfort  wiling  away  the  time  watching 
films,  sports  or  news  on  vour  individual  video  screen,  make  a  call  from  your  seat  on  your  personal 
telephone  or  treat  your  palate  to  a  Mediterranean  Cuisine  inspired  choice  ot  three  menus,  among  many 
other  possibilities.  With  daih  nonstop  flights  to  Madrid  from  \cv\  York,  Chicago  and  Miami,  and 
connecting  services  to  over  95  destinations  worldwide,  as  well  as  AAdvantage*  miles  wherever  you  fly 
Iberia,  you'll  have  no  doubt  as  to  why  Iberia  is  today  one  ot  the  leading  business  airlines  ot  the  world. 


For  reservations  contact  your  travel  agent,  call  Iberia 
Airlines  at  1  -80O-772-4642,  or  visit  www.iberia.com/ingles 


IBERIAK 

The  Best  Kept  Secret  of  European  Travel 


Make  a  dot  here  with  your  pen. 


Now  do  that  5,952,000  times  in  a  second 
and  you'll  understand  Hewlett-Packard's 
Color  Layering  Technology. 


With  HP's  Color  Layering 
brilliant  photo-quality 

fj  good  is  HP's  Color  Layering  Technology?  It's  like  nothing  you've 
|  seen  before.  Color  Layering  creates  up  to  80  times  more  colors 
actually  mixing  the  colors  on  the  page  to  give  you  real  greens, 
I  oranges,  real  purples  and  loads  of  other  colors.  And  HP  combines 
i  with  an  ink- firing  system  that  delivers  up  to  5,952,000  drops  of 
per  second.  Ordinary  inkjet  printers  just  can't  fire  this  many  drops 
nk  through  so  many  nozzles  —  so  depending  on  the  printout, 


iet  Real.  Fast. 

complete  line  of  printers  with  HP  Color 
ering  Technology  starts  at  under  $200'' 
more  information,  visit  www.hp.com/go/printers 


sed  on  identical  images  using  best  available  modes. 

'imoted  U.S.  retail  price. 

pyright  1999  by  Hewlett-Packard  Company 


Technology,  you'll  get 
color  printouts.  Fast. 

HP  printers  with  Color  Layering  Technology  can  print  up  to  2.5*  times 
faster  than  other  inkjet  printers.  The  result  is  faster  coverage,  greater 
color  saturation,  richer,  more  brilliant  colors  and  skin  tones  more 
like  real  life  —  even  on  plain  paper.  In  fact,  HP  Color  Layering  is  so 
good,  PC  Magazine  awarded  three  HP  printers  an  "A"  and  excellent 
ratings  for  photo-quality  color  and  speed.  Discover  Color  Layering 
for  yourself  and  see  just  how  real,  real  life  can  be. 


EWLETT 
PACKARD 


Expanding  Possibilities 


Management 


EXECUTIVE  SEARCH 


HEADHUNTING  2000 

Upstarts,  the  Net,  and  fussier  clients  are  altering  the  rules 


The  field  of  executive  search  was  long  an  exclusive  club  whose 
workings  were  shrouded.  But  the  Net  has  opened  this  world  up  to 
far  more  job  seekers — and  a  host  of  new  rivals.  Here's  a  look  at  the 
changes  and  how  you  can  profit  from  them  to  find  your  next  job. 

FOR  THE  OLD  GUARD, 
PITFALLS  AND  POSSIBILITIES 


Ask  any  chief  executive  for  a  laundry 
list  of  things  that  make  him  or  her 
sweat,  and  you  can  be  sure  that 
;he  difficulty  of  attracting  executive  tal- 
?nt  will  rank  high.  Because  of  the  buoy- 
int  job  market  and  low  unemployment, 
companies  are  more  focused  than  ever 
)n  getting  the  best  and  brightest  onto 
heir  payrolls — and  keeping  them  there. 

No  one  has  benefited  more  from  that 
ihift  than  the  executive  search  business, 
.vhich  has  profited  handsomely  from 
facing  itself  at  the  nexus  of  this  thorny 
nanagement  issue.  Worldwide  search 
•evenues  have  nearly  tripled  of  late, 
rom  $3  billion  in  1993  to  an  estimated 
is.:;  billion  in  2000,  according  to  Green- 
wich (Conn.)-based  search  industry  con- 
stant Hunt-Scanlon  Advisors. 

Yet  the  search  biz  suddenly  finds  it- 
self facing  a  host  of  ugly  new  problems, 
jrowth  rates  are  slowing  at  the  high 
>nd  even  as  new  Internet-based  job 
;ites  challenge  traditional  practices.  The 
shift  is  putting  pressure  on  pricing — 
ind  emboldening  customers  to  become 
ar  more  demanding.  As  if  that  weren't 
■nough,  some  well-capitalized  new  ri- 
vals have  entered  the  market,  hoping  to 
•reate  recruiting  businesses  that  en- 
compass everything  from  lowly  classi- 
ieds  to  top-of-the-line  chief  executive 
searches.  That  means  such  industry  gl- 
ints as  Korn/Feny  International,  Hei- 
lrick  &  Struggles  International,  and 
|5pencer  Stuart  must  adapt  or  risk  los- 
i  i  their  longtime  dominance.  "Our  in- 
llustry  has  lived  a  charmed  existence 
>      ')  vcars,"  says  Windle  B.  Priem, 


CEO  of  Korn/F eiry.  "Now  it  is  changing. 
Clients  want  more  service,  faster,  and 
they  want  it  cost-effective,  with  a  tech- 
nology-driven solution." 

It  all  makes  for  quite  a  shake-up  in 
the  traditionally  clubby  world  of  execu- 
tive search.  Long  personified  by  the 
likes  of  Spencer  Stuart's  Thomas  J.  Neff 
and  Heidrick  &  Struggles'  Gerard  R. 
Roche,  who  between  them  have  filled 
some  of  Corporate  America's  most 
prominent  ceo  openings,  high-end  head- 
hunting has  always  been  the  quintes- 
sential relationship  business.  Unlike  the 
more  populist  staffing  firms — which  fill 

THE  BIG  CRUNCH 

With  change  afoot, 
high-end  headhunting  now 
faces  a  host  of  ch  allenges: 

►  After  years  of  explosive  growth, 
revenue  increases  are  slowing 

►  Net-based  job-hunting  sites 
bring  new  competitors  and  pricing 
pressure 

&►  Clients  are  demanding  more  ser- 
vices-in  less  time 

►  Because  search  firms  can't 
poach  from  their  own  clients, 
smaller  upstarts  are  snatching 
business  away  from  their  biggest 
rivals 

►  Recent  ipos  of  headhunting 
firms  have  been  disappointing 


large  numbers  of  low-end  jobs — the  ■ 
name  search  firms  have  used  their  \H 
network  of  contacts  to  place  mid<B 
and  upper-level  executives.  Althoi 
they  start  with  jobs  that  pay  upwa 
of  $100,000,  the  real  money  comes  fi 
filling   senior-level   jobs,  from 
$250,000  a  year  Senior  Vice-Presid 
up  to  the  ceo.  That  task  is  neither 
nor  cheap.  Finding  the  right  candic 
can  take  up  to  six  months,  with 
search  firm  usually  pocketing  a  fe« 
one-third  of  the  first  year's  salary. 
MERGER  BLUES.  The  Intemet-based 
sites  are  a  long  way  from  kicking  sea 
consultants  out  of  the  corner  office, 
that  traditional  model  nevertheless  fa 
plenty  of  risks.  For  starters,  growtl 
slowing.  After  accelerating  20%  in  1 
and  25%  in  1997,  the  largest  40  sea 
firms  grew  at  a  14%  rate  last  year, 
lowest    since    1992,  according 
Kennedy  Information  Research  Grou; 
a  Fitzwilliam  (N.  H.)-based  search  an 
consulting  specialist.  One  reason:  Th 
recent  spate  of  mergers  is  cutting  ex 
ecutive  jobs.  "I  have  lost  at  leas 
three  to  four  significant  clients  recent 
because  of  m&a,"  says  third-ranked 
Spencer  Stuart's  U.  S.  vice-chair- 
man, Dennis  C.  Carey. 

At  the  same  time,  the  success 
of  such  Web  sites  as  Mon- 
ster.com  and  ExecUNet.com 
is  beginning  to  eat  at  the 
low  end  of  executive  search. 
These  sites  typically  target  middle-|| 
level  managers — now  the  fastest 
growing  corner  of  the  executive 
job  market.  Hunt-Scanlon  esti- 
mates that  the  Internet  recruit- 
ing business  will  go  from  $250 
million  this  year  to  $5.1  billion 
by  2003— half  the  size  of  the 
traditional  search  industry. 
Hoping  to  take  advantage  of 
that  opportunity,  Korn/Fer- 
ry  and  others  are  scram- 
bling to   respond  with 
their  own  Internet  units 
(page  80).  Still,  making 


er accelerating  25%  in  1997,  the  largest  40  search  firms  only  grew  at  a  14%  clip  last  year.  But  it's  estimated  that  Internet  recruiting  will; 
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witch  is  hardly  a  slam  clunk;  exec- 
search  on  the  Net  is  more  trans- 
n-oriented,  and  volume  counts  as 
i  as  selectivity  and  relationships, 
.unching  an  enormous  technology 
from  scratch  also  requires  a  lot  of 
al.  That's  one  reason  Korn/Ferry, 
Vorldwide,  and  Heidrick  have  gone 
c  in  the  last  year  and  a  half.  So  far, 
ver,  the  results  have  hardly  been 


stellar.  LAI,  after  its  July,  1997,  initial 
public  offeiing  at  12,  saw  its  stock  plum- 
met to  6  when  it  missed  some  of  its  1998 
earnings  targets.  Rom/Ferry's  much-her- 
alded February  ipo  has  fallen  below  its 
offeiing  piice  of  14  to  about  12,  and  Hei- 
diick  hasn't  gotten  a  bounce  since  its 
Apr.  27  ipo  at  14,  even  as  the  Dow  hit 
11,000.  John  Hillenbrand  of  Credit  Suisse 
First  Boston  thinks  the  failure  of  lai  to 
make  its  numbers  "left  somewhat  of  a 
bad  taste  in  investors'  mouths." 

Moreover,  higher  competition  and  ex- 
penses may  hurt  gross  margins,  which 
Tom  Rodenhauser,  president  of  Reene 
[N.  H.)-based  Consulting  Information 
Services,  says  average  around  30% 
for  large  firms.  Indeed,  the  more 
successful  the  technology-based  re- 
cruiters, the  more  heat  traditional  firms 
will  take.  "I  expect  [search  firms]  to 
drive  costs  down  and  speed  things  up," 
says  Dennis  Zeleny,  vice-president  for 
human  resources  at  AlliedSignal  Inc. 
Even  those  clients  who  prefer  per- 
sonalized executive  searches  are  now 


ful  so  far  is  tmp  Worldwide  Inc.,  a  pub- 
lic company  best  known  for  Yellow 
Pages  and  classified  advertising.  The 
owner  of  the  popular  Monster.com  site, 
it  has  gone  on  a  buying  spree.  Using  its 
high-flying  Internet  stock  as  a  currency, 
it  has  snapped  up  tasa  International 
and  lai  in  order  to  create  a  full-service 
advertising  and  recruiting  operation. 
Says  Samuel  Marks  of  Marks  Interna- 
tional, a  consultant  to  professional-ser- 
vice firms:  "The  soup-to-nuts  concept 
has  real  viability." 

UNTOUCHABLES.  Yet  the  strategy  is  a 
controversial  one:  While  there  are 
economies  of  scale  to  be  had  by  grow- 
ing larger,  there  are  also  limits.  Unlike 
most  industries,  an  executive  search 
firm  can  actually  be  hurt  by  getting 
too  big.  The  reason:  Most  consider  em- 
ployees of  one  client  "off  limits"  when 
they  search  for  a  job  candidate  for  an- 
other client.  So  the  more  clients  a  firm 
has,  the  more  it  shuts  itself  off  from 
other  talented  execs. 

That's  why  plenty  of  small  firms  think 


Daunted  by  the  costs  of  turnover,  clients  want 
search  firms  to  spend  as  much  time  with  them, 
absorbing  their  culture,  as  with  candidates 


demanding  more.  "The  knowledge  that 
we're  expected  to  bring  to  the 
table.  .  .  is  increasing  dramatical- 
ly," says  John  Hawkins,  manag- 
ing    director     at  Russell 
Reynolds  Associates  Inc.  He 
says  clients  now  want  more 
specific  industry  exper- 
tise. They're  also  ask- 
ing search  firms  to 
more  time  with  them, 
inance  One  Group,  a 
of  Bank  One,  ceo  Don- 
A.  Winkler  recently 
id  Paul  J.  Ray  of  Ray 
Berndtson  to  fill  sever- 
posts  on  the  condition 
hat  Ray  first  spend 
several  days  getting  to 
know  its  culture.  "It's 
part  of  his  cost  of 
sales,"  says  Winkler. 
All  of  these  finan- 
cial pressures  have 
helped  fuel  a  con- 
solidation that  is 
bringing  new  en- 
trants into  the 
business.  The 
most  success- 


they'll  prosper  despite  the  shakeout. 
Robert  D.  Kenzer  of  Renzer  Corp.,  a 
small  firm  specializing  in  retail  and  con- 
sumer goods,  says  he  has  received  some 
12  feelers  from  interested  buyers  over 
the  past  two  years.  But  he  sees  an  op- 
portunity to  pick  up  business  by  taking 
advantage  of  the  large  companies'  limi- 
tations. That's  what  happened  in  April, 
for  example,  when  Hewlett-Packard  Co. 
awarded  its  ceo  search  to  Cleveland- 
based  Christian  &  Timbers  Inc.  Al- 
though hp  wouldn't  comment,  one  person 
close  to  the  search  says  Christian  & 
Timbers  got  the  job  because  employees 
of  ibm  and  others  were  off  limits  to  its 
bigger  rivals.  "It  is  a  power  shift  in  the 
search  industry,  almost  a  changing  of 
the  guard,"  says  Scott  A.  Scanlon,  ceo 
and  chairman  of  Hunt-Scanlon. 

Of  course,  the  old  guard  scoffs  at  that 
notion.  Patrick  S.  Pittard,  ceo  of  Hei- 
drick &  Struggles,  notes  that  his  com- 
pany has  been  able  to  reduce  off-limits 
restrictions  from  two  years  to  one  with 
little  fallout.  But  with  so  many  new  of- 
ferings and  rivals  around,  he  will  have 
to  be  careful  not  to  push  clients  too 
much.  Today,  they  have  options. 

By  Jennifer  Reingold  in  New  York 


ill  ion  this  year  to  $5.1  billion  by  2003,  half  the  size  of  the  traditional  search  industry 
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NOW  SEARCHES 
TAKE  WEEKS,  NOT 


MONTHS 


When  Kelly  L.  Boyer  needed  to  hire 
a  director  of  compensation  last 
year,  she  turned  to  Korn/Ferry 
International  Inc.  She  had  faith  in  the 
executive  recruiters.  After  all,  the  firm 
,had  gotten  Boyer  her  job  as  vice-presi- 
•dent  of  human  resources  at  Internet 
highflier  GeoCities.  But  she  didn't  com- 
mission the  usual  search,  a  lengthy 
process  in  which  headhunters  scour  their 
Rolodexes  for  candidates  who  aren't  nec- 
essarily looking  to  change  jobs.  Instead, 
she  turned  to  Futurestep  Inc.,  Kom/Fer- 
ry's  then  new  Internet  subsidiary,  which 
.promises  to  help  companies  line  up  can- 
didates in  four  short  weeks  rather  than 
jthe  months  it  typically  takes.  "I  was 
■very,  veiy  skeptical  at  first,"  says  Boyer. 

But  Futurestep  delivered.  Within 
weeks,  Boyer  received  a  CD-ROM  profil- 
ing three  candidates  screened  for  skills 
as  well  as  personality  traits  likely  to 
match  the  culture  at  GeoCities,  a  whirl- 
wind Marina  Del  Rey  (Calif.)  startup 
l.  hat  hosts  free  home  pages  in  common- 
interest  communities.  The  disk  included 
.'video  clips  of  interviews  with  the  hope- 
•  by  Futurestep  recruiters.  She  was 
I  "They  save  a  tremendous  amount 
ne  with  the  online  cultural  assess- 


ment and  the  video  previews,"  says 
Boyer,  who  has  since  hired  a  half-dozen 
employees  through  Futurestep.  "I  think 
they're  fantastic." 

The  Net  is  turning  traditional  execu- 
tive-search methods  upside  down.  The 
ability  to  instantly  reach  a  huge  pool  of 
candidates  anywhere  on  the  globe  al- 
lows cyber-recruiters  to  cast  a  wide  net. 
And  it's  cheaper  than 
dnin^  things  the  "ld- 
fashioned  way.  No  more 
cold  calling.  No  more 
hunting  for  a  friend  of  a 
friend.  When  recruiting 
costs  plummet,  head- 
hunters  can  broaden 
their  businesses.  Those, 
such  as  Korn/Ferry, 
which  had  targeted  the 
lucrative  corner  office, 
are  pushing  to  fill 
mid-management  ranks. 
And  Internet  recruit- 
ment startups  that  had 
focused  on  the  rank  and 
file  are  moving  up  to 
fill  top  management 
positions. 

Korn/Ferrv,  which 


i  '  A  H  I, 

"[Multimedia 
candidate  profiles] 
save  a  tremendous 
amount  of  time  " 

KELLY  BOYER 

Human-resources  head,  GeoCities 


set  up  its  Futurestep  site  a  year  m 
with  The  Wall  Street  Journal  as  its  is 
keting  partner,  was  only  the  first  to  mle 
online.  It  was  followed  by  the  Ha 
launch  of  Heidrick  &  Straggles  Intern 
tional  Inc.'s  LeadersOnline.  And  m 
month,  lai  Worldwide  Inc.  jumpem 
with  LAicompass.com,  which,  like  I 
turestep,  uses  software  licensed  fromfi- 
sessment  consultants  to  attempt  to  mm 
candidates'  personalities  and  ambit™ 
to  its  clients'  corporate  cultures. 

The  number  of  job-search  sites  I 
exploded — at  last  count,  the  estimas 
number  was  more  than  5,000,  withs 
counting  employers'  own  Web  sites.  IV 
of  the  popular  job-listing  sites,  sucl 
Monster.com,  CareerWeb.com,  and  I 
Jobs.com,  are  patterned  after  the  ne 
paper  classified-ad  model:  Recruit 

pay  to  list  job  openings  while 
didates  search  them  for  free.  F 
start  at  $100.  That's  cheap  compa 
with  the  traditional  approach  whereh 
firm  charges  from  one-quarter  to 
third  of  the  estimated  first  year's 
check  of  the  person  they  place. 
new  profile.  The  proliferation  of  s 
has  led  to  changes  in  the  profile  of 
typical  online  job  hunter.  As  late 
year  ago,  most  of  the  jobs  posted  w 
aimed  at  the  high-tech  crowd.  Th 
days,  even  managers  of  nail  salons 
fast-food  outlets  are  landing  jobs  onl 
while  high-paying  jobs  are  also  migi 
ing  to  the  Web.  Says  Stephen 
Marie,  ceo  of  CareerPath:  "We  h 
jobs  with  compensation  well  above 
figures,  and  Silicon  Valley  compar 
looking  for  CEOs  with  stock  options.' 

The  trend  has  some  of  the  older  fit 
on  guard.  "I  think  online  recruiters 
take  share  from  the  traditional  retai 
I  search  community" 
^      eating  into  the  low 
of  the  executive-sea 
business,  says  James 
Citrin,  managing  dh 
tor  of  the  communi 
tions  and  media  prac 
at    recruiters  Sp 
cerStuart.  Korn/Fe 
Chairman  Richard 
Ferry  disagrees:  "1 
high  end  of  the  mar 
continuously  moves 
leaving  room 
Futurestep." 

What  will  chan 
Ferry  says,  is  the 
ture    of   the  seal 
process.  As  people 
more  comfortable  vi 
automated  assessnull 


h  sites  are  estimated  to  be  more  than  5,000.  One  firm  has  a  database  of  264,000  candidates  earning  an  average  $104,00 
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Why  do  I  need  a  Handheld  PC? 


Powered  by  /gft) 


\ecause  you  can't 

e-mail  a  napkin. 

You  never  know  when— or  where— the  light  bulb  is  going  to  go  on.  When  that 
perfect  idea  pops  up  and  you  need  to  capture  it  for  later.  Now  you're  covered 
with  a  Handheld  PC  running  Microsoft*  Windows®  CE. 

For  one,  it's  light,  turns  on  instantly  and  stays  on  for  up  to  12  hours  with 
one  battery. 

And  two,  it's  your  ideal  PC  Companion,  complete  with  Pocket  versions  of  your 
most-often-used  desktop  applications— Word,  Microsoft  Excel,  PowerPoint, 
Microsoft  Access,  Outlook  -,  and  Microsoft  Internet  Explorer.  They  don't  do 
everything  your  desktop  PC  can  do,  just  what  you  need  most  when  you're 


mobile.  Send  e-mail.  Take  notes.  Check  your  calendar.  Browse 


You  can  take  all  of  your  vital  information  with  you,  everywhere  you  go,  and 
back  again.  Just  connect  your  desktop  PC  with  your  Handheld  PC, 

changes  are  automatically  updated  between  the  two  machines. 

Handheld  PCs  come  in  a  range  of  sizes,  from  a  range  of  manufacturers, 
and  start  at  $799.  Purchase  one  today  and  receive  a  FREE'  Kingston"  8MB 
CompactFlash™  storage  card  and  bonus  software— an  over  $100  value. 
For  a  complete  list  of  manufacturers  and  retailers,  go  to: 

www.microsoft.com/windowsce/ 


Where  do  want  to  go  today?* 


Microsoft 


tional  items  offered  via  mail-in  rebate.  $4.95US/$7.95CDN  shipping  and  handling  fee  applies.  Offer  good  in  the  US  and  Canada  only.  Must  purchase  a  Handheld  PC  powered  by  Windows  CE  between  March  1  and  June  30, 
ick  up  the  promotion  mail-in  rebate  from  your  local  reseller  or  print  it  off  of  our  Web  site  at  www. microsoft  com/windowsce/hpc.  ©  1999  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  Outlook,  PowerPoint,  Windows. 
:o  you  want  to  go  today?  and  the  Windows  CE  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  Other  product  and  company  names  mentioned  herein 
the  trademarks  of  their  respective  owners. 


Management 


NEW  WEB  TRICKS 
FOR  RECRUITERS 

KORN/FERRY  INTERNATIONAL'S 
FUTURESTEP  Launched  in  May, 
1998,  Futurestep  uses  skill-  and 
cultural-assessment  tools  that 
match  candidates  to  openings.  It 
guarantees  that  client's  jobs  will 
be  filled  within  30  days.  Fee:  a 
third  of  first-year  salary. 
www.futurestep.com 

HEIDRICK  &  STRUGGLES' 
LEADERSONLINE  This  two 
month-old  startup  specializes  in 
technology  professionals,  such  as 
systems  engineers.  It  matches 
skills  only;  style  and  cultural  fit 
are  determined  by  the  client.  Fee: 
a  third  of  first-year  salary. 
www.leadersonline.com 

LAI  WORLDWIDE'S  LAICOM- 
PASS  Month-old  site  uses  assess- 
ment tests  of  personal  style  and 
preferred  culture  to  find  matches. 
LAI,  an  executive-search  firm, 
agreed  in  March  to  be  acquired 
by  TMP  Worldwide,  which  also 
owns  online  job  listing  service 
Monster.com.  Fee:  25%  to  28%  of 
annual  salary. 
www.laicompass.com 

nd  as  more  managers  who  got  jobs  us- 
g  online  services  move  up  in  the  ranks, 
they're  likely  to  turn  to  those  same  sites 
to  find  employees.  "Search  hasn't  changed 
in  50  years.  It's  more  intuitive  than 
clinical,  and  this  is  a  major 
innovation,"  he  says. 

Futurestep's  service 
uses  new  technology  with  a 
touch  of  traditional  exper- 
tise thrown  in.  When  can 
didates  register  at  the 
site,  they  fill  out  lengthy 
online  questionnaires  about  their  skills 
and  career  objectives,  working  their 
way  through  a  45-question  case  study 
that  analyzes  their  decision-making 
style.  That  information  is  fed  into  a 
database.  When  the  company  has  a  job 
to  fill,  it  can  search  that  database  for 
both  skill  and  cultural  matches,  an  as- 
sessment technique  that's  proprietary. 
From  there,  Futurestep  recruiters  take 
iver,  doing  background  and  reference 
hecks  and  interviewing  the  candidates 
often  their  spouses.  The  best 
pects  are  sent  a  video  kit  so  the 
ire  n  iter  can  do  a  face-to-face  in- 


terview. Then,  video  excerpts  are  com- 
piled onto  a  cd-rom,  which  the  client 
uses  to  determine  who's  worth  flying  in 
for  interviews. 

FAT  DATABASE.  So  far,  the  approach  is 
paying  off.  With  clients  coughing  up  a 
third  of  first-year  pay  for  each  search, 
Futurestep  will  turn  a  profit  by  next 
year's  first  quarter,  says  ceo  Man  Jit 
Singh.  It  has  closed  50  searches  at  an 
average  annual  salary  of  $117,000,  and 
it  has  built  a  database  of  264,000  can- 
didates who  earn  an  average  of 
$104,000.  Next  year,  Singh  says,  Fu- 
turestep will  conduct  1,200  to  1,400 
searches  in  the  U.  S.  and  an  additional 
400  or  500  in  Britain,  where  it  just 
opened  an  office. 


The  executive  search  firms'  Intffi 
ventures  will  never  have  the  hund&i 
of  thousands  of  jobs  to  fill  that  it 
sites  as  CareerPath  and  Monstero 
boast — but  it's  more  than  the  old  i 
"We'll  never  find  264,000  jobs,"  say^ 
turestep's  Singh,  referring  to  his  b 
rent  database.  "But  we  want  to  ma 
and  manage  their  careers,  and  je 
move  them  up  to  Kom/Ferry  if  arjr 
priate."  Executive  recruiters,  with  it 
Rolodexes  and  telephones  and  cluj 
old-school  ways,  could  never  net\i 
across  264,000  candidates  in  the! 
days.  With  the  Internet,  it's  a  cincl 

By  Larry  Armstrong  in  Los  Anck 
with  Wendy  Zellner  in  Dallas  andi 
ward  C.  Baig  in  New  York 


SEARCHING  THE  NET 
FOR  YOUR  NEXT  GIG 


Landing  a  new  job  figured  to  be  a 
challenge  for  George  J.  Brouder. 
When  Polaroid  Corp.  downsized  the 
marketing  executive  in  February,  1998, 
he  knew  his  age — mid-fifties — and  ex- 
perience level  would  work  against  him. 
Brouder  took  all  the  usual  steps  to  find 
employment,  from  contacting  head- 
hunters  to  networking  among  peers. 
But  he  kept  bumping  into  former  Po- 
laroid colleagues  who  were  hitting  up 
the  same  sources.  So  he  decided  to 
pound  the  virtual  pavement. 

Brouder  investigated  about  20  career 
sites  on  the  World  Wide  Web.  He  pored 


over  online  classifieds,  heard  fromre- 
cruiters  who  spotted  the  electronic 
sume  he  had  posted,  and  exchared 
E-mail  with  company  honchos.  In  )e 
cember,  he  accepted  a  top  marker, 
position  at  LoJack  Corp.,  the  autcje- 
curity  system  maker  in  Dedham,  Mbb. 
He  found  the  job  through  Monster.<m. 
one  of  the  Web's  largest  employmm 
sites. 

Where  have  all  the  want  ads  giie? 
To  the  Net.  CareerPath,  a  site  co-fond- 
ed  by  a  half-dozen  major  newsparr?. 
features  340,000  jobs.  Monster.com  u- 
ries  nearly  200,000.  But  wThile  on  a 
few  years  ago  computer  and  engineenp 
positions  dominated  Web  employn-nt 
sites,  you  no  longer  need  a  geeky  pdi- 
gree  to  find  a  job  online. 

Regardless  of  your  field,  it  woulih- 
foolish   to   bypass  cybersp;e, 
whether  you're  between  £*s. 


20%  of  executives  seek  out  employment  opportunities  online.  Two  of  the  biggest  sites  feature  more  than  500,000  job 
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They're  not  only  the  Fastest  growing  Internet  companies, 
they  all  use  our  network  software.  Coincidence? 


A 

AM  E  R.I  C  A 


>  Home 

Network 


CABLE  &  WIRELESS 


incentrlc  \v  network 


Exodus 


intermedia 

COMMUNICATIONS 


No  matter  how  many  people  access  your  network  or  how  much  information  travels  across  it.  you  can 
get  dramatically  faster  response  times  with  Inktomi  Traffic  Server"— the  leading  network  caching  software. 
What's  more,  as  your  network  continues  to  grow.  Traffic  Server  provides  a  platform  for  additional  services, 
such  as  streaming  video  and  audio.  With  this  kind  of  scalability  and  flexibility,  it  s  no  wonder  Traffic  Server 
is  quickly  becoming  the  most  critical  part  of  the  Internet  infrastructure. 


Inktomi® 
Scaling       the  Internet 


www.inktomi.com/trafFic    1-8  8  8-lMKTOl 
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oil  companies 

32.  Major  artery 

33.  Mexican  funds 

35.  Bruno  Magli  rival 

36.  No  longer  fresh 

38.  A  fossil  fuel 

59.  German  region  noted 
for  3S  Down 

44.  Unite 

45.  Work  station 

46.  Good  news  for  bulls 

47.  Rut  of  AMD 

48.  "Of_ISing' 

49.  It  may  be  prime 

50.  Mideast  airline 
5L  Health-dub  fees 

52.  Fed  head's  first  name 

53.  Stockbroker  organization: 
Abbr. 

54.  How  change  may  come  to  yi 

56.  Paley's  pnde 

57.  Boo  follower 

55.  _Webb 

59.  Smelterv  material 


For  answers  to  this  puzzle: 

Turn  to  page  168  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 
wtt-\v.businesswcelccom  *  URL:  www.busmessweek.com  adsection  puzzlesbylincoln  index.hrm  I 

Puzzle  created  by:  Stanley  Newman. 

-  LINCOLN 


'ead  lightly  and  luxuriously  in  Lincoln 
avigator  is  also  a  designated  Low  Err 
3r  more  information,  call  800  688-8$ 


d  responsibly,  too.  In  addition  to  beir 
In  fact,  Navigator  runs  cleaner  than 
incolnvehicles.com  or  see  an  authori 


:  Lincoln  Navigator,  What  a  luxury 


d's  most  powerful  luxury  SUV," 


passenger  cars  on  the  road  today, 
icoln  Navigator  dealer. 


Low 

Emission 
Vehicle. 


should  be. 


'models  built  after  12/8 


Management 


Rather  than  place  50  phone  calls,  you  can  reach  out  to 
50  people  you  know  with  a  single  E-mail  message 


i  nterne  .a: 
sense  if  how 


u;  a  :aree: 


nance 


.  stack  up  against 
our  peers.  Potential  hires  can  parti  u- 
•.  ••   -     ■  fairs,  research  i-iripauies. 
r  network  imiue.  If  you  wart  :■:  work 
t>r  a  particular  company,  you  can  often 
earth  iperuugs  a;  their  sites  and  apply 
-  the  spot.  "We  prefer  that  people  ap- 
Ly  electro  rhcaEy."  says  Reginald  L. 
-areieii.  a  ho : ~  an-resc-urees  exermlve 
:  Hurraua  Inc..  a  managed-care 
imrar.y  in  Loudsmhe.  Nevertheless, 
ime  empl overs  may  sum  reatiire 
:u  :•:  urn  :r  mail  in  a  resume. 
;  Ore  ~ay  to  attract  iromries  from 
tompanies  leaking  for  help  is  to 
ang  around  Interne;:  chat  rooms 
ni  news  groups.  By  using  "spider" 
r  "robot"  lecuuiligles.  reorciters 
re  id  the  Web  for  resumes  on  ca- 
eer  si:es  and  personal  h:me  pages, 
lick  Miller.  :z  :  of  CareerCasc  Inc. 
i  San  Diego,  ngures  about  6*1^  of 
be  resumes  in  the  company's  data- 
ase   were   found   through  the 
roeess.  "If  they're  in  the  market. 

chmoozisg   E  -  tei 

lornFerry  International  scouts  for 
ti  1  Le-management  talent  at  Fu- 
arestep  Inc.  Candidates  who  come 
:  the  Furarestep.crm  site  receive 
r.  assessment  of  their  market  value 
nd  other  customized  career  feed- 
aok.  cased  :n  a  lengthy  question- 
!  aire.  Besides  Ssrfng  job  p'references 
nd  creientials.  candidates  indicate 
te  kind  if  environment  they're 
sed  to  w  irking  in  by  cheking  :n 
ueh  descriptions  as  "severe  margin 
'ressure-  or  "turnaround." 

The  Net  .  -  —  ^irs  networking 
asy.  Rather  'bar,  place  50  phone  m 
ills.  y:u  ran.  lispatch  a  single  E- 
tail  message  alerting  50  peiple 
cure  ready  to  ntake  a  move.  At  spe- 

ahor  i    sit--    -  .  •     as  Brarthlut 

:ur  school  afSuati  :ns.  job  history,  and 
rtfessiiuai  assocoati  ins  and  be  linked 
ith  thers  :  s";  •.  ih  se  bonds.  A: 
baft  eeagents.com.  y;j  :an  s mm  lore 
ith  people  who  have  the  -.ante  degree. 
Once  yon  take  the  plunge  online, 
ave  a  good  look  around  ELspfare  major 
b  sites  such  as  CareerPath.  Career- 
flosaic  Monster.com.  and  HotJobs.com 
a'-le  .  For  exurmle.  Ede  Clarke  found 


want  ner  managing  enter  postum  at  Lrei- 
Chart  Pubkcaricus.  a  Sunnyvale  Calif.  . 
producer  :f  books  and  sircware  f:r  au- 
tomotive technicians,  through  HotJohs. 
Sne  liked  the  service  because  sne  o:uli 
track  htw  itceu  a  cimpauy  peeked  at 
her  resume.  Bat  also  look  for  smaller 
sites  that  i-ater  to  your  held  by  search- 
ing at  portals  su:h  as  Yan::.::m.  If 
you're  an  attorney,  try  Lawmateh.com. 

Click  and  Seek: 
Online  Job  Sites 


CAREERBU1LDER  SETA  OF? 
:=  :?'v  :=-::-! 

;iPEEpMQSi  : 
HIV*  :2'=ermos3ic.com 


EXEC-U-MET 


s:  ::s  .  so.::  • 


1  areerBuilder  cerates 
at  several  media  tutlets.  urtm:  it; 
ness   Week   Online  www.busih.es 
weekoc:m  . 

Keep  a  tew  thir.es  in  nunl  ':• 
posting  an  mime  resume,  once  y: 
it  tut  there.  :ld  versitns  may  ;-,;n 
to  circ-tilate  indeSmtelT.  When  you  sa 
mil  a  resume  to  an  inline  databas 
I  any  company — even  vom- 
er— tan  -.new  it.  Si  me  ser 
you  remove  y:ur  name  and 
But  it  may  be  hard  to  m: 
identity  if  your  quaiiaeatioi 
I  nnkme.  HotJo 

cimpanies  mat  can  search  its  r 
1     sume  database.  If  t 
I  on  it.  too  can  deny 

P^AIS   AS  D   SIMiPLC  . 

to  stand  :uu  hi 


-EH-.s"?  SE" 


.net 


or  pay  $10  to  $30  a 


':ss"= 


tenter  > connec-ty i u.o-i m  ta_ent  .  now 
part  of  CareerMosaic.  can  steer  you. 
Some  sites  let  you  enter  the  type  :f 
•  you  rrave.  inhuddne  eeigraphic  and 
salarr  preferences.  They  men  mttfy  you 
by  E-mail  when  an  :zz-:n~szlT/  arises. 
Put  the  Net  job  search  w:rld  isn't  per- 
fect. Using  a  personal  s^&T:'^  agent  at 
lareerBuilder.  I  typed  in  "jiurnalism. 
ji urnalist.  editor,  writer,  and  Internet." 
plus  my  salary  demands.  The  E-mail  I 


wnue  yiu  may  pep  up  a  paper 
sun  with  farcy  tonus,  mats  a  n 
in  me  inline  w;rld.  Mist  emp 
ers  want  y:u  to  prepare  a  i:ou 
in  a-;::  plain  text,  withiut  un 
unmo  haucs.  an.  i  fie  artachment 
Cmherwise.  the  cimpany  may  m 
able  to  read  me  omu 

If  ytu're  l:o-mg  fir  a  jib  in  We 
desimi  ir  the  arts,  you  might 
dude  a  link  to  your  nine  page 
better  stud,  an  ht wr_-:orrnarted  n 
sume.  where  someone  can  "-ievr  : 
pies  of  your  work.  Use  Hnlrs  to  ot 
er  sites  sparingly,  cautions  Mary  ] 
Xemiilch.  co-author  of  Cyberzpat 
ive-s:  ■,:  E*  t  .jrsr  Works  hsc  S1&96 
11  •  -/  time  hou  do  sol  ytu're 
ing  the  employer  away  from  yoa." 

Yiu  so  ill  also  ins-er.  lie;  ••  r; 
that  wih  p-aE  your  resume  to  dnl 
I  top  of  the  heap  when  an  enipky  er  J 
searching  tor  landi dates  with  pasl 
uiular  :u  am  mums  1-  >  -  •  hismh 
"C — "  and  -Quark"  is  better  than  sta| 
ing  yiu  have  experience  in  "progranj 
nung"  and  "desktop  publishing.- 

Once  you  get  an  interview,  brim 
aim;  a  mreseutatiin  resume"  chat] 
premier  to  lock  at  than  your  ven 
sun.  hater,  yiu  can  send  an  eleetront? 
thank-yc«u  aote.  Just  don't  be  too  mfiu 
rial.  Avttd  using  ah  lowercase  charar 
ters.  ir  smiley  faces.  Spelling  ovunt 
too — even  in  the  Net. 

B'j  Edxard  C.  Baia  m  Xeic  For 


Travel 

First  Class 

to  Asia 

for  a  Business  Class  fare. 


There's  only  one  airline 
that  offers  yon  the  personal 
comfort  of  First  Class  travel  ti  > 
Asia  at  a  Business  Class  price — 
Northwest  Airlines. 

And  thanks  t<  >  Northwest 
Airlines'  ConnectFirstSM  Asia 
program,  your  opportunity  to  fly 
First  Class  has  never  been  easier. 

Simply  buy  a  World  Business 
Class""'  tare  to  Asia  and  connect 
thn  'i  igh  any  <  >l  <  >ur  l  .S,  <  >r  Asian 
gateways,  and  you'll  automatically 
be  upgraded  to  Firsl  Class  on 
the  very  same  flight. 

In  addition,  it  your  roundtrip 
flight  connects  through 

Make  traveling  First  Class  with  Northwest  Airlines  your  business. 

Minneapolis  St.  Paul,  Del  roil  or 
Memphis,  you'll  earn  up  to  1,000 
WorldPerks   Bonus  Miles. 

Northwest  Airlines' 
Connect  First  Asia.  It's  the  besl 
business  deal  you  can  maki 
going  to  Asia. 


m  the  US  and  is  not  valid  on  nonstop  flight,  Tickets  are  refundable.  Seats  are 

■  ipproval.  Some  travel  may  be  on  flights  operated  by  Continent 

latly  and  m  addition,  select  markets  offer  lowe 
©1994  Northwest  Airlines.  Inc  Northwest  recycles  enough  paper  products  in  one  year  to  save  16,000  trees  O 


1-800-4  *7- 


Big  space  at  a  smalt  price.  Unbelievable?  Not  with  the  OnStream 
30GB  and  50GB  digital  storage  solutions.  You've  watched  the  cost  of  servers  continue 

to  decline.  That's  good.  And  you'd  think  the  cost  of  effective  backup  solutions  would  follow.  But  they  haven't. 
Until  now.  Introducing  the  OnStream  30GB  and  50GB  Digital  Tape  Drives  that  cost  only  a  fraction  of  what 
you're  used  to  paying.  But  don't  let  the  low  price  fool  you.  With  our  breakthrough  technology,  Advanced 
Digital  Recording  (ADR'M),  we've  combined  a  collection  of  more  than  47  patented  technology  innovations 
that  deliver  an  unprecedented  blend  of  reliability,  performance,  capacity,  convenience,  and  affordability. 
And,  you'll  be  able  to  backup  most  servers  on  a  single  cartridge.  Now  that's  smart.  To  learn  more  about 
OnStream  and  our  reliable  workgroup  backup 
solutions,  call  1-800-759-4621  ext.  212  or  visit  *'»«••*♦***, 
www.  onstream.  com/clever 

Recording  the  Digital  Age™ 

diNLIST  COMPUSA    GLOBAL  micro  cincE*  MiciSMEIlMH'  ctiw? 

Windows  Magazine  1999         n*  compvttx  s&fKsroet  COMPUTER  SUPPLIES     '"'  ••-•««-  »<»"-«-i  no-r      *—~.*»^Jxi_^  -J~^7 


0  1999  OnStream.  !nc  All  rights  reserved  All  OnStream  prices  are  estimated  US  street  prices.  Compressed  capacities  based  on  a  2:1  compression  ratio,  using  backup  software  The  capacity, 
backup  speed  and  transfer  rate  will  vary  with  file  and  system  configuration.  OnStream,  ADR,  OnStream  Echo,  Advanced  Digital  Recording,  the  OnStream  logo  and  the  ADR  logo  are  Jfc  mm  mm 
trademarks  of  OnStream.  Inc.  All  other  trademarks  are  properties  of  their  respective  owners.  All  information  and  specifications  are  subject  to  change  at  any  time  without  notice.  AVUrCn 


4:00  p.m. 

Radisson  Hotel  To  the  untrained  eye, 

rold  Rewards  Member  .  • 

Richard  wheeler  earning  2000  point. 

toward  a  free  night 
looks  surprisingly 
like  checking  in. 


X 


1 999  Radisson  Hotels  Interr 


Radisson 

HOTELS  WORLDWIDE 

The  difference  is  genuine. vv 


How  easy  is  it  to  earn  free  travel,  meals  and  merchandise  in  the  new  Radisson  Gold  Rewards" progi 
Simply  check  in.  That's  it.  Because  as  a  member,  each  time  you  check  into  a  U.S.  Radisson  hotel,  yot 
receive  2000  Gold  Points"  or  500  airline  miles.  In  fact,  because  Radisson  Gold  Rewards  is  a  member  c 
Gold  Points  Network,  you  can  earn  Gold  Points  at  participating  partners  including  MCI  WorldCom;"  Sky) 
Country  Inns  &  Suites  By  Carlson'  and  T.G.I.  Friday's!  Sign  up  for  Radisson  Gold  Rewards  at  any  Rad 
hotel  in  the  U.S.  or  visit  www.radisson.com.  Because  at  Radisson,  hospitality,  as  well  as  Gold  Points,  come 


Sk^vlall 


MCI  WORLDCOM 


For  reservations  call  1-800-333-3333,  visit  us  at  www.radisson.com  or  contact  your  travel  professional. 
For  Gold  Points  information,  call  1-800-508-9000  or  visit  www.goldpoints.com. 

Terms  and  Conditions:  Subject  to  all  program  rules,  terms  and  conditions  of  the  Gold  Points  Rewards '  program.  For  complete  program  rules  or  to  enroll, 
.isitwww.radisson.com  or  write  for  complete  terms  and  conditions  to'  Radisson  Gold  Rewards,"  P.O.  Box  1707,  Minneapolis,  MN  55440-1707. 


)evelopments  to  Watch 


ITED  BY  ELLEN  LICKING 


TTING  THE  MOUSE 
TOF 

E  MEDICINE 

CE      THE  SUCCESSFUL 

ich  of  Genentech  Inc.'s 
•ceptin  treatment  for 
ast  cancer  last  year,  anti- 
ies  have  become  one  of 

hottest  arenas  of  drug 
elopment.  They  now  ac- 
nt  for  over  25%  of  the 
rmaceutical  products  in 
elopment,  according  to  a 
;nt  survey  by  the  Phar- 
:eutical  Research  and 
mfacturers  of  America. 

problem  is  potent  anti- 
ies  are  notoriously  diffi- 

to  manufacture, 
ypically,  drug  makers  cre- 
hybrid  antibodies  out  of 
etically  engineered  com- 
itions  of  human  and 
ise  gene  fragments.  But 
mse  these  antibodies  con- 
small  bits  of  mouse  pro- 
,  they  can  trigger  an  im- 
ie  response  and  be 
;royed.  The  hybrids  are 

expensive  and  time-con- 
ling  to  make.  Now,  Ab- 
ix  Inc.,  a  small  biotech 
pany  based  in  Fremont, 
f.,  may  have  a  solution, 
tistead  of  waiting  for  the 
ise  to  make  mouse  pro- 
s,  the  researchers  deacti- 
i  the  antibody  genes  right 
he  animal,  replacing  them 
1  human  ones  and  creat- 

a  creature  capable  of 
dng  fully  human  antibod- 

It  took  seven  years  and 
ost  $40  million,  but  their 
loMouse  is  causing  a  stir, 
just  two  to  four  months, 
XenoMouse  can  generate 
tiple  antibodies  to  target 
lan  diseases,  none  of 
:h  provoke  an  immune  re- 
fuse. The  company  is  cur- 
;ly  developing  four  prod- 
3  of  its  own  and  has 
:nerships  with  nine  phar- 
:eutical  companies,  includ- 

Genentech,  Pfizer,  and 
Ionium  BioTherapeutics. 
the  end  of  the  year,  they 
e  to  have  more  than  20 
ducts  in  the  pipeline  for 
imercial  development.  □ 


CYBERAUCTIONS  YOU  CAN  FINESSE 

MOST  AUCTIONS  ON  THE  INTERNET  ARE  FAIRLY  SIMPLE — 

you  post  a  price  at  which  you  wish  to  buy  or  sell  a  sin- 
gle object  or  service.  But  new  software  will  soon  allow 
buyers  and  sellers  to  bundle  their  requirements  into 
far  more  complex  and  flexible  packages.  A  Web  site 
created  by  computer  scientist  Tuomas  W.  Sandholm  at 
Washington  University  in  St.  Louis  showcases  software 
for  launching  "combinatorial"  auctions,  which  benefit 
both  the  bidders  and  the  auctioneers. 

This  approach  might  appeal  to  the  Federal  Commu- 
nications Commission,  among  others.  Today,  if  a  cell 
phone  company  wants  national  coverage  for  a  slice  of 
radio  spectrum,  it  must  bid  individually  for  each  region 
of  the  country.  In  a  combinatorial  auction,  it  could 
place  a  package  bid  on  all  of  the  licenses  it  wants,  pay- 
ing a  premium  if  it  gets  them  all  together,  or  potential- 
ly accepting  smaller  combinations  at  lower  prices. 

The  bidder  in  this  arrangement  wins  because  there 
is  less  risk  of  getting  stuck  with  undesirable,  partial 
combinations.  And  the  FCC  maximizes  revenues  on  its 
licenses.  But  Sandholm's  software  isn't  just  for  govern- 
ment. It  could  also  help  your  niece  auction  off  her 
beanie  baby  collection.  See  how  at  ecommerce.es. 
wustl.edu/emediator.  Neil  Gross 


ANIMAL  MAGNETISM 
THAT  CLEANS  OIL 
POLLUTION  

IRON  POWDER  AND  MAGNETS 

could  soon  be  used  to  clean 
birds  caught  in  oil  spills.  John 
Orbell  and  a  team  at  the  Vic- 
toria University  of  Technology 
in  Melbourne,  Australia,  re- 
cently reported  in  the  Marine 
Pollution  Bulletin  that  oil 
binds  to  iron  powder  in  pref- 
erence to  the  bird's 
feathers.  >  / 


Both  compounds  can  be  re- 
moved simultaneously  simply 
by  combing  the  bird  with  a 
magnet.  Unlike  detergents, 
this  "magnetic  cleansing" 
doesn't  destroy  the  waterproof 
properties  of  the  feathers. 

To  test  their  method,  the 
researchers  coated  duck 
feathers  with  different  grades 
of  oil.  In  all  cases,  the  scien- 
tists found  they  could  remove 
up  to  97%  of  the  oil.  "It  was 
dramatically  effective . . .  even 
better  than  the  best  deter- 
gent formulations  reported 
so  far,"  says  Orbell.  There 
are  other  advantages,  too. 
Magnetic  cleansing,  unlike  de- 
tergents, doesn't  require  ex- 
cessive agitation  or  scrubbing, 
so  it's  less  stressful  for  the 
birds.  Plus,  the  technique 
does  not  appear  to  ruin  the 
structural  properties  of  the 
feathers,  as  does  cleaning 
with  detergents.  The  re- 
searchers are  currently 
designing  a  portable 
unit  that  is  small 
enough  to  be  car- 
Ha  ried  on  a  ranger's 
belt  for  on-the-spot 
clean-up.  □ 


■MM 


THAT  DARING 
COMMUTER  IN  HER 
FLYING  MACHINE? 


THANKS  TO  TWO  ENGINEER 

from  Millennium  Jet  Inc.  oi 
Santa  Clara,  Calif.,  the  an- 
swer to  the  stress  and  tedi 
um  of  the  daily  commute 
may  be,  literally,  up  in  the 
air.  Michael  M.  Moshier  anc 
Robert  W.  Bulaga  have  de 
signed  a  one-man  flying  ma 
chine,  the  SoloTrek  Exo-Ske- 
litor  Flying  Vehicle,  thai 
runs  on  regular  unleadec 
gasoline  and  gets  about  2( 
miles  to  the  gallon. 

The  8-foot-tall  contraption 
which  can  handle  a  varietj 
of  terrains,  can  fly  up  to  8( 
mph  for  as  long  as  90  min 
utes  before  refueling.  Its  4 
cylinder  engine  provides  the 
juice  to  the  two  counter-spin 
ning  rotors  located  above  the 
pilot's  head,  while  two  han 
dies  control  the  tilt  anc 
speed  of  the  blades.  Accord 
ing  to  its  creators,  SoloTrel 
is  designed  to  cruise  jusl 
above  power  lines,  but  couk 
maintain  an  altitude  of  10,00( 
feet  if  necessary. 

It  took  Moshier  and  Bu 
laga  three  years  and  $1  mil 
lion  to  develop  their  proto 
type.  If  commercially  manu 
factured,  it  would  cost  aboui 
$100,000.  Moshier  and  Bulags 
plan  to  begin  testing  th< 
prototype  in  a  couple  o 
months.  Who  knows?  If  tht 
SoloTrek  takes  off,  let': 
hope  the  skyways  don't  enc 
up  as  crowded  as  the  high 
ways.         Nellie  Andreevt 
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Mei  Morin  saves  MasterCard  up  to  $85  every  time  she  places  an  online 
order  using  their  new  Microsoft-based  corporate  purchasing  system. 

By  the  way, 


©  1999  Microsoft  Corporation  Ail  ngnts  reserved  Microsoft,  BackOffice.  Windows  NT.  and  Where  do  you  want  lo  go  today7  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  In  the  U  S  and/or  other  countries. 
Other  product  and  company  names  mentioned  herein  may  be  the  trademarks  of  their  respective  owners 


Othe 

com! 


isoft- based 


•  Office  Depot  increased  sales  by 
millions  of  dollars  by  enabling  over 
1      20.000  of  their  business  customers 
|pP  to  purchase  goods  with  custom 
<  catalogs  and  pricing. 


LA  County's  Web-based  purchasing 
solution  nets  big  savings  from  easier 
comparison-shopping,  faster  order 
cycles  and  less  paperwork. 

Visio  reduced  processing  costs  from 
$49  to  $5.45  per  requisition -saving 
$1  million  in  the  first  year  alone. 


nmni 

n  addition  to  saving  money,  MasterCard  also  slashed  the  time  required  to  fill  purchase 
urders  from  4  days  to  less  than  IV2  days.  Clarus  Corporation,  a  Microsoft®  Certified 
Solution  Provider  (MCSP),  delivered  these  efficiencies  with  its  E-Procurement  package, 
sowered  by  Windows  NT®  Server  and  the  BackOffice6  family.  MasterCard  chose  a 
Vlicrosoft-based  solution  because  it  integrated  well  with  its  existing  information  systems 
and  suppliers  and  offered  flexibility  for  future  growth.  Your  company  can  realize  similar 
senefits  with  a  Microsoft-based  corporate  purchasing  solution.  To  locate  the  right  MCSP,  or 
:o  get  the  free  Digital  Nervous  System:  Commerce  Solutions  CD, 
:all  888-674-6686  or  visit  www.microsoft.com/dns/  Microsoft 


Where  do  you  want  to  go  today?" 


Science  &  Technology 


PHARMACEUTICALS 


A  BOOSTER 

FOR  BIOTECH 

New  drugs  can  be  delivered  without  shots 


For  all   the  advances 
against  disease  in  recent 
years,  one  archaic  instra 
ment  has  remained  stub- 
bornly   resistant  to 
progress:  the  nee- 
dle. Biotechnolo- 
gy has  actually 
made  the  hypoder- 
mic   even  more 
prevalent,  by  creat- 
ing large-molecule 
drugs  that  can't  be 
absorbed  in  pill  form. 
As  David  M.  Stein- 
berg, managing  direc- 
tor at  Volpe  Brown 
Whelan   llc,  says: 
'The  holy  grail  for 
the  biotech  industry 
is  dings  that  don't  re- 
quire injections." 

The  prize  may  finally 
be  within  reach — a  num- 
ber of  technologies  are 
expected  to  start  hitting 
:he  market  next  year.  More 
:han  100  so-called  drug-deliv- 
?ry  companies  are  developing 
?veiything  from  transdermal  patch 
as  that  can  deliver  painkillers  at  the 
:ouch  of  a  tiny  computer  to  drug-con- 
fining molecules  that  release  medicine 
Dver  time.  There  are  high-tech  inhalers 
:hat  push  the  medicine  through  the 
ungs  and  biotech  dings  that  can  be  tak- 
?n  in  a  drink. 

LESS  OW.  All  these  advances  promise 
I  ess  pain.  And  that  can  translate  into 
aetter  outcomes,  because  patients  are 
nore  likely  to  take  then-  medicine.  "This 
ml]  be  significant  for  the  growth  of 
jiotech,"  says  William  D.  Young,  chief 
jperating  officer  at  Genentech  Inc. 

For  drug-delivery  companies,  demand 
s  also  driven  by  the  heat  on  traditional 
nedicines.  New  drug-delivery  systems 
or  existing  drugs  can  give  life  to  older 
>roducts  such  as  the  painkiller  fentanyl, 
•ecently  turned  into  a  lozenge.  They  can 
ilso  protect  big  blockbuster  franchises 
i-om  copycat  competitors.  Analyst  Ian  C. 


Sanderson  of  SG  Cowen  Securities  Corp. 
figures  that  the  opportunity  for  the  new 
versions  of  existing  drugs,  combined 
with  the  expanding  biotech  market,  will 
drive  sales  of  drugs  using  the  new  de- 
li very  systems  from  $9.8  billion  in  1997 
to  more  than  $30  billion  by  2007. 

The  need  for  new  delivery  systems  is 
in  large  part  a  function  of  biology.  For 
years,  drugmakers  have  churned  out 
small  chemical  molecules  that  are  able 
to  pass  through  stomach  membranes 
into  the  bloodstream,  making  them  ide- 
al as  pills.  But  biotech  products  are 
based  on  proteins  and  peptides- — large 
molecules  that  often  cannot  be  absorbed 
through  the  stomach. 

Besides,  since  we  live  on  proteins,  the 
body  has  efficient  mechanisms  for  break- 


ing them  down.  The  end  result:  TI 
don't  last  long  in  the  body.  Conseque 
ly,  almost  all  biotech  drugs  are  del 
ered  directly  to  the  blood  through  f 
quent  injections — a  notoriously  unpopu 
method  with  patients.  "Many  compan 
steer  away  from  protein  drags  becai 
they  think  the  market  will  be  limite 
says  Robert  B.  Chess,  co-chief  exe 
tive  officer  of  drug-delivery  compa 
Inhale  Therapeutic  Systems  Inc. 

One  of  the  first  advances  in  prot 
drag  delivery  could  hit  the  market  n< 
year.  Alkermes   Inc.  of  Cambrid 
(Mass.)  has  teamed  up  with  Genente 
to  develop  a  sustained-release  vers 
of  human  growth  hormone,  used  to  tr< 
children  who  don't  produce  enou 
themselves.  In  Alkermes'  Proles 
system,  the  protein  is  free; 
dried  and  placed  in  tiny  pai 
cles    of   a  biodegradal 
?ponge-like  polymer.  T 
medicine  sits  in  the  lit 
holes  throughout — or 
injected,  water  hits 
pores  on  the  outer  h 
er,  releasing  the  dn 
As  the  water  see 
further  down, 
drag  is  released  fr< 
each  successive  laj 
of  pores.  Alkerm 
ceo  Richard  F.  Po 
says  a  Prolease  inj< 
tion  can  release  hum 
growth  hormone  for 
to  one  month,  replaci 
daily  shots. 

But  the  ideal  is  no  ne 
dies  at  all.  The  first  need 
free,  big-molecule  delivery  s} 
terns  are  likely  to  use 
deepest  part  of  the  lung,  where  t 
large  surface  area  and  thin  tissue  lini 
are  ideal  for  drag  absorption.  But  t 
proteins  need  to  be  stabilized  so  th 
can  last  in  an  inhaler  for  long  perio( 
and  must  be  pumped  out  in  just  t 
right  size.  Too  small  and  the  particl 
are  exhaled,  too  large  and  they  sti 
in  the  throat. 

A  number  of  companies  are  rushing 
bring  deep-lung  systems  to  mark* 
Leader  Inhale  Therapeutic  has  found 
way  to  stabilize  big  molecules  in  powd 
form  and  pump  them  into  the  lung  usii 
a  soda-can-size  inhaler.  Its  first  produ<| 
inhaled  insulin,  is  in  final  testing 
could  be  approved  in  2001.  Competit 
Aradigm  Coip.  has  an  inhaled-liquid  sy 
tern  that  is  in  the  second  phase  of  tesi 
ing  for  insulin  and  moiphine. 

Other  methods  try  to  get  around  tl 
protein-dicing  enzymes  in  the  stomac 
One  owes  much  to  a  chance  discovei 
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Special  Advertising  Section 


Kaydon 


Kaydon  Corporation,  a  leading  diversity 
manufacturer  of  highly  engineered  performae- 
critical  custom  products  having  a  broad  and  divife 
customer  base,  recorded  Another  Record  ^ 
in  1998.  During  the  year,  Kaydon  continued  I 
successful  execution  of  its  proven  stratefi 
for  growth  and  achieved  record  sales,  operas 
earnings,  cash  flow  and  earnings  per  share.  I 


Send  for  our  1 998  Annual  Report  to  learn  ma 
about  our  Growth  Strategy. 


Web  Address:  http://www.kaydon.com 


Crown  Cork  &  Soal 


In  today's  complex  economic 
environment,  making  intelligent 
investment  decisions  is  not  easy. 
Nothing  tells  a  company's  ''story' 
better  than  their  annual  report. 
The  following  companies  in  this 
BUSINESS  WEEK  Annual  Report 
Directory  are  leaders  in  their 
respective  industries.  Each  has  an 
exciting  story  to  tell  potential 
investors. 

BUSINESS  WEEK'S  electronic 
reader  service  system  allows  you  to 
choose  which  annual  reports  you 
would  like  to  receive  quickly,  easily 
and  free  of  charge.  It  also  provides 
a  link  to  company  websites.  Or 
order  by  phone  or  fax.  See  the  next 
page  for  details. 


Crown  Cork  &  Seal  is  the  world's 
supplier  of  packaging  products  to  consul 
marketing  companies.  From  food  cans  to  lips 
cases,  our  packaging  products  are  all  around  yt. 
In  1 998,  we  generated  net  sales  of  $8 
from  223  plants  in  49  countries.  For  mi| 
information  about  the  Company,  visit  our  % 
site  at:  www.crowncork.com 


i 


PG&E  Corporation 


IH  PG&E  Corporation* 


Celebrating  its  80th  anniversary  on  the  New  York  Stoc 
Exchange,  PG&E  Corporation  -  an  enterprise  with  $20  billio 
in  revenue  and  $33  billion  in  assets  -  is  focused  on  being  tfi 
premier  energy  services  company.  With  operations  throughoi 
North  America,  PG&E  Corporation's  earnings  per  share  gre' 
7.4%  in  1998.  And  with  more  markets  opening  to  compi 
tition  in  coming  years,  strong,  sustained  growth  is  expecte- 
from  this  energy-market  leader.  PG&E  Corporation  is  listed  c 
PCG  on  the  NYSE,  www.pgecorp.com 


EBA 


Special  Advertisingjjec^^ 

Dia  Met  Minerals 


Change  Creates  Opportunities 
VEBA  is  the  world's  largest  utility-based  conglomerate. 
Our  major  divisions  are  Electricity,  Chemicals,  Oil,  and 
Telecommunications.  We  are  also  active  in 
Distribution  /Logistics,  Real-Estate  Management  and 
Silicon  Wafers.  In  1998  we  sharpened  the  Group's 
strategic  focus  and  implemented  far-reaching  structural 
measures,  building  a  strong  platform  for  sustained  growth 
and  value-enhancement.  Our  1  16,774  employees 
worldwide  achieved  DVFA/SG  earnings  of  DM  2.4  billion 
(1 997:  DM  2.8  billion).  Earnings  per  shore  were  DM  4.76 
(1997:  DM  5.58).  The  dividend  was  again  DM  2.10. 


999  Annual  Report  Directory 
Free  Information 


BizLmk 


www.businessweek.com/BizLink 

h  request  a  copy  of  any  annual  report  listed 
i  this  directory,  you  can  select  from  the  three 
isy  options  listed  below.  Companies  will  be 
und  in  the  May  17,  1999  issue. 

dephone:  Call  1-800-848-6708  to  get 

information  24  hours  a  day, 
7  days  a  week. 

iternet:     You  can  request  information  and/or  link 
directly  to  company  websites  through  our 
electronic  reader  service  program 
@  www.  businessweek.  coni/BizLink 


ax: 


Circle  the  desired  number(s)  listed  in  the 
box.  Clearly  PRINT  your  name, 
address,  phone  and  fax  numbers  in  the 
space  provided.  Fax  this  page 
(or  a  copy  of  this  page)  to  941-596-3019. 


is  a  partner  in  the  world-class 
EKATI "  mine,  Canada's  first  diamond  mine.  The 
first  sales  of  Canadian  diamonds  from  EKATI 
began  earlier  this  year  in  Antwerp,  Belgium.  The 
mine  will  be  a  reliable  supplier  of  very  high 
quality  rough  diamonds  to  the  world  diamond 
trade  for  many  years  to  come. 


Catellus  Development  Corporation 


Catellus  Development  Corporation  (NYSE:  CDX) 
is  a  diversified  real  estate  operating  company 
engaged  in  commercial,  residential  and  mixed-use 
development.  Catellus'  assets  include  21  million 
square  feet  of  rental  buildings,  as  well  as  devel- 
opment land  locations  throughout  the  mid-west- 
ern and  western  U.S.  capable  of  supporting  up  to 
49  million  square  feet  of  new  commercial  space 
and  18,000  residential  units.  For  more  informa- 
tion, visit  the  company's  web  site  at 
www.catellus.com. 
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Science  &  Technology 


BEYOND  THE  NEEDLE 

Many  drugs  must  be  taken  by  frequent  injection,  but  new  delivery 
technologies  could  make  daily  shots  a  thing  of  the  past. 

MOUTH 

TECHNOLOGY  Synthetic  molecules  are  attached  to  the  drug,  making  it  tough< 
for  stomach  enzymes  to  break  the  medicine  down  before  it  reaches  the  blood. 
DRUGS  A  liquid  form  of  anticlotting  drug  heparin  is  entering  final  testing,  ant 
an  oral  osteoporosis  drug  is  under  development. 

LUNGS 

TECHNOLOGY  Revolutionary  inhaling  systems  deliver  tiny  liquid  drops  or  dry 
particles  of  a  drug  to  the  deep  lung,  where  it  is  quickly  absorbed  into  the  bloc 
DRUGS  Inhaled  forms  of  morphine  and  insulin  are  in  clinical  trials. 

ABDOMEN 

TECHNOLOGY  Sustained-release  injections  use  tiny  particles  of  polymer  or  lie 
membranes  to  release  the  drug  gradually,  cutting  the  number  of  shots. 
DRUGS  A  sustained-release  human  growth  hormone  is  under  development. 

ARM 

TECHNOLOGY  Transdermal  systems  controlled  by  a  miniature  computer  will 
allow  for  dosing  as  the  patient  needs  it.  Also  in  development:  tiny  devices  tha 
can  be  implanted  to  release  drugs  at  constant  levels  for  up  to  one  year. 
DRUGS  Transdermal  delivery  systems  are  being  developed  for  painkillers,  and 
an  implant  for  the  cancer  drug  Leuprolide  is  in  the  works. 

DATA:  SG  COWEN  SECURITIES  CORP.,  BUSINESS  WEEK 


made  12  years  ago.  A  researcher  with 
diabetes  at  Emisphere  Technologies 
Inc.  was  working  on  a  project  to  mask 
the  taste  of  fish  oil.  On  a  whim,  he  de- 
cided to  feed  one  compound  along  with 
insulin  to  rats,  and  noticed  a  change 
in  the  animals'  blood  sugar.  Instead  of 
breaking  down  in  the  stomach,  the  in- 
sulin reached  the  bloodstream. 

The  discovery  led  to  years  of  study 
on  how  different  substances,  when  at- 
tached to  a  large  molecule,  can  change 
its  shape — making  it  tougher  for  stom- 
ach enzymes  to  latch  on.  Emisphere, 
with  pharmaceutical  partner  Elan  Corp., 
is  hoping  to  soon  enter  final  human  test- 
ing of  an  oral  version  of  the  anticlotting 
drug  heparin — now  typically  given  as 
several  injections  a  day.  Analysts  fig- 
ure oral  heparin  could  be  on  the  market 
as  early  as  2001. 

Big  drugmakers  will  be  calling  on 
drug-delivery  companies  for  help  in  de- 
fending older  treatments,  too.  Over  the 
next  few  years,  key  patents  will  expire 
on  some  blockbuster  dings  while  other 
products  could  lose  exclusivity  in  legal 
challenges  from  rivals.  In  either  case, 
the  result  is  likely  to  be  the  rollout  of 
cheap,  generic  versions.  Drugmakers 
have  fended  off  generics  in  the  past  by 
developing  a  more  convenient  delivery 
form — going  from  a  three-times-a-day 
pill  to  a  once-a-day  tablet,  for  example. 

Case  in  point:  SmithKline  Beecham's 
$2  billion  antidepressant,  Paxil.  The 
company  says  it  has  patent  protection 
on  Paxil  in  the  U.  S.  through  2006,  but 
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Canadian  drugmaker  TorPharm  is  ( 
lenging  that  claim.  If  SmithKline  k 
it  has  a  backup:  The  company 
signed  a  deal  with  drug-delivery  c 
pany  SkyePharma  PLC  to  come  up  1 
a  new  form  of  Paxil.  SkyePharma  1 
sponge-like  polymer  tablets  to  cor 
exactly  where  and  when  the  drug  is 
leased  in  the  gut.  While  the  two  c 
panies  won't  comment  on  how  the 
Paxil  will  be  superior  to  the  old 
Cowen  analyst  Sanderson  figures  it 
reduce  nausea  by  releasing  the  dru 
a  different  point  in  the  intestinal  tr 
SAFETY  PEG.  New  delivery  systems 
also  make  toxic  drugs  safer.  Drug-d< 
ery  company  Enzon  Inc.  has  a  sys 
that  attaches  strands  of  a  polymer  a 
polyethylene  glycol  (peg)  to  proteins, 
also  testing  the  method  with  Ca 
tothecin,  a  highly  toxic  small-mole 
anticancer  compound.  In  mice,  it  se 
the  peg  version  of  Camptothecin  att: 
tumors  and  not  healthy  tissue.  One 
ory:  The  peg  version  is  too  large  to  ] 
out  of  normal  blood  vessels,  but  b 
vessels  in  tumors  are  often  leaky,  so 
altered  Camptothecin  may  seep  thro 
their  walls  into  the  tumor. 

Enzon  is  seeking  permission  to  b< 
testing  the  peg  Camptothecin  in  hum 
It  may  take  years  for  this  and  ol 
new  delivery  methods  to  reach  patie 
but  scientists  are  confident  they 
eventually  supplant  the  needle.  Look 
a  future  when  the  words  "Take  y 
medicine"  will  lose  their  sting. 

By  Amy  Barrett  in  Philadel± 


We  are  proud  to  present  our  1 
Journey  of  Hope  Partners: 


Forbes 


The 
Journey 

of  Hope. 


It's  said  that  even  the  longest  jourr 
begins  with  a  single  step.  If  that's 
case,  Starlight  Children's  Foundation  \ 
already  put  thousands  of  miles  beh 
them.  As  a  premier  children's  char 
Starlight  Children's  Foundation  impro 
the  quality  of  life  of  seriously  ill  childi 
and  their  families  through  in-hosp 
entertainment  programs,  and  out-pati( 
programs  and  services. 

ViewSonic®  applauds  Starlight's  huma 
tarian  mission.  And  we're  join 
them.  Throughout  the  coming  year, 
ViewSonic  hot  air  balloon  will  tra 
across  the  United  States  and  Cana 
as  part  of  a  program  we're  calling 
Journey  of  Hope.  We'll  be  joined  b) 
generous  group  of  corporate  partne 
all  working  toward  the  goal  of  raisi 
awareness,  visibility,  support-and  m 
importantly-funding  that  will  as! 
Starlight  Children's  Foundation  in  helpi 
North  America's  children  in  need. 

It's  the  kind  of  thing  good  neighb 
and  good  corporate  citizens  must  do.  ^ 
hope  it  helps  and  we  hope  you'll  co 
out  and  take  part  when  the  Journey 
Hope  tour  visits  a  city  near  you. 


April  7 

Los  Angeles 

May  11 

Denver 

May  15 

Austin 

June  20 

New  York 

July  4 

Chicago 

July  14 

Toronto 

If  you  would  like  to  make  a  donati 
to  the  Journey  of  Hope  on  behalf 
Starlight  Children's  Foundation  or 
more  information  about  the  Journey 
Hope,  visit  us  at  www.ViewSonic.com 
contact  Starlight  Children's  Foundat 
at  www.starlight.org 
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By  powering 
the  Net,  we're  changing  the  way 
millions  of  people  shop  for  everything  — including 
beef.  Not  everyone's  pleased  to  hear  that.  Where's  the 
new  shelf  space?  Cyberspace.  Where  thousands  of  companies 
are  rushing  to  set  up  shop  every  week.  Overnight,  the  commercial 
landscape  has  changed.  Because  technology's  changed.  (Care  to  guess 
who's  been  powering  that  change?)  Today,  75%  of  Internet  backbone  traffic 
runs  on  Sun's  Net-based  technologies,  from  our  high-performance  systems 
to  our  robust  Solaris'"  operating  environment  to  our  universal  Java  software 
technology.  We're  there  when  the  gate  opens:  Sun  is  the  platform  of  choice  for 
leading  portal  sites,  from  GO  Network  to  Excite.  And  we're  there  when  the 
cash  register  rings:  Over  half  the  leading  e-commerce  sites  — from  eBay  to 
E*TRADE  to  Amazon.com  — run  on  Sun.  Or,  like  CNN  and  First  Auction, 
include  Sun.  Little  wonder  more  Internet  commerce  software 
developers  — from  Inktomi  to  Ariba  — partner  with  us.  And  like 
Open  Market,  which  ships  the  bulk  of  its  enterprise 
e-commerce  software  on  Sun,  sell  more  with  us. 


Pardon  the  stampede.  THE  NETWORK  IS 


THE  computer: 


We're  the  dot  in  .com: 


microsystems 


Government 


DEMOCRATS 


PATRICK  KENNEDY 
HAS  HIS  HAND  OUT 

He  may  not  be  making  law,  but  he  sure  is  raking  in  the  cash 


if  vou  re 


What's  in  a  name?  P 
the  Democratic  Party  looking  to 
recapture  the  House  in  2000.  To 
do  that,  you  need  a  very  large  bag  of 
bullion,  and  to  fill  the  bag,  you  need 
some  powerful  money  magnets.  And 
nothing  pulls  at  the  pockets  of  Democrat- 
ic donors  like  the  old  Kennedy  magic. 

Enter  Patrick  J.  Kennedy,  the  31- 
year-old  son  of  Ted,  a  fresh-faced  Rhode 
Island  representative  who  has  plunged 
into  the  family  business  with  gusto.  De- 
spite a  list  of  legislative  accomplish- 
ments shorter  than  the  tassels  on  his 
loafers,  Kennedy  is  proving  to  be  every 


bit  as  fierce  a  competitor  as  his  more  fa- 
mous relatives.  Trading  proudly  on  his 
moniker,  the  new  chair  of  the  Democrat- 
ic Congressional  Campaign  Committee 
(dccc)  is  bringing  home  the  bacon  for 
House  Democrats. 

Through  the  first  quarter  of  '99,  the 
DCCC  raked  in  a  record  $6.8  million. 
That's  more  than  double  the  House 
Dems'  take  in  the  same  period  in  1997. 
Some  of  the  gains  were  doubtless 
spurred  by  a  Clinton  impeachment  back- 
lash, which  has  boosted  Democratic 
fund-raising  across  the  board.  But 
Kennedy  is  also  demonstrating  a  special 


A  POLITICIAN'S  PROGRESS 


UNABASHED 
LIBERAL:  Meeting 
and  greeting  in 
Woonsoeket,  R.  I. 


skill  at  wheedling  dollars  out  of  fat  i 
Even  some  Republicans  think  I 
nedy  may  turn  out  to  be  a  tough 
"He's  articulate,  enthusiastic — and 
raise  a  lot  of  money,"  says  Represe 
tive  Ray  LaHood  (R-Ill.).  "Democ 
couldn't  have  made  a  better  choice. 
WEEKEND  plan.  The  lanky  Patrick, 
grew  up  in  the  Washington  subu 
lacks  the  Boston  accent  and  chis 
features  of  other  family  pols.  ButB 
preaches  the  traditional  Democratic  ■ 
ues  long  embraced  by  ihe  Kennedy 
At  an  April  fund-raiser  in  a  tr< 
Chicago  restaurant,  he  gave  a  40-mii 
pep  talk  without  notes,  winning  big 
plause  with  a  jab  at  the  gop's  impe 
ment  drive, 
wasted  a  year  ai 
half  of  our  count 
resources  talk 
about  Monica  Le' 
"  sky  instead  of  he 
care  and  Social  Security,"  said  Kenn 
Patrick  isn't  shy  about  summoi 
up  the  Kennedy  aura  to  advance 
cause.  At  the  Chicago  event,  he  lav 
the  district's  recently  retired  repre 
tative,  who  had  served  in  the  H( 
"with  my  uncle,  President  Kenne 
For  big-bucks  donors,  Kennedy  will 
on  the  legend  by  the  yard:  He's  offe 
weekend  retreats  at  the  family's  H 
nis  Port  (Mass.)  compound  for  prosp 
who  pony  up  $100,000  or  more. 

Not  everyone  is  dazzled  by  all  t 
GOP  critics  think  Kennedy  is  just  a  1 
ornament  on  the  Dems'  money  mach 
"Democrats  will  raise  a  ton  of  mo 
with  Mm — that's  what  this  is  all  abo 
snipes  Representative  John  Linder 
Ga.),  former  chairman  of  the  House 
campaign  committee. 

Kennedy  has  often  faced 
such  put-downs.  He  had  to 
work  to  overcome  skepticism 
in  Rhode  Island,  where  he  is 
still  viewed  by  some  as  a  car- 
petbagger who  bought  his 


1967  Born  in  Brighton, 
Mass.,  to  Senator  Ted 
Kennedy  and  then-wife 
Joan. 


1985  Graduates  Philips 
Academy  at  Andover, 
enrolls  in  Georgetown 
University  but  leaves 
after  a  year. 

1987  Enrolls  in  Provi- 
dence College  and 


establishes  residency  in  a  B.S.  in  social  science.  1999  In  the  first  quarter, 

Rhode  lsland:  1994  Elected  to  Kennedy  helps  raise  a 

1988  Beats  a  veteran  the  U.S.  House  of  record  $b.8  mii- 

p.  ..   •        ,     .  n  ...  lion  for  Democrat 

Democratic  incumbent  Representatives.  ,  ,  . 

,  ,  <„  ,L  n  i    ic  candidates. 

to  win  a  seat  in  the  R.I.  1998  Becomes  chair  of   

House  while  in  his  the  Democratic  Congres- 

R^eXTl990  and  ^«|^ 

1992  mittee,  the  political   

 '   and  fund-raising  arm  of  millions 

1991  Graduates  from  the  House  Democratic  of  dollars  ■ 

Providence  College  with  Caucus.   
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way  into  the  legislature  in  1988  by  mas- 
sively outspending  his  primary  oppo- 
nent. But  once  there,  Kennedy  was  no 
loormat.  He  earned  a  reputation  as  a 
•eformer,  headed  a  committee,  and 
pushed  through  iule  changes  that  made 
the  legislative  process  more  open.  He 
and  other  firebrands  eventually  ousted 
several  entrenched  Democratic  leaders. 
'People  underestimate  him,  and  end  up 
being  surprised,"  says  Brown  Universi- 
ty political  scientist  DaiTell  M.  West. 

Kennedy  won  election  to  his  House 
seat  in  1994  and  quickly  became  a  pro- 
tege of  Minority  Leader  Richard  A. 
lephardt  (D-Mo.),  despite  their  differ- 
ences in  age  and  background.  Gephardt 
stumped  for  Kennedy  in  '94  and  has 
been  grooming  him  for  a  leadership 
post.  He  has  also  put  Kennedy,  who 
never  served  in  the  military,  on  the 
Armed  Services  Committee.  That  en- 
ables Patrick  to  funnel  defense  contracts 
to  the  Newport  Naval  War  College  and 
Dther  Rhode  Island  military  facilities. 

Several  more  senior  Democratic  law- 
makers angled  for  the  DCCC  post.  But 
Kennedy — and  his  golden  Rolodex — won 
Dut.  "He  knows  people  all  over  the  coun- 
try who  can  help  us,"  says  Gephardt. 
For  a  job  that  entails  endless  road  trips, 
it's  also  a  plus  that  Kennedy  is  a  bache- 
lor with  a  safe  seat.  "Patrick  has  ab- 
solutely limitless  energy,"  says  Repre- 
sentative Ellen  0.  Tauscher  (D-Calif.). 
"DO  OR  DIE."  None  of  this  is  to  say  that 
Kennedy  is  limning  the  DCCC  show  solo. 
To  bolster  his  young  recruit,  Gephardt 
named  three  more  senior  lawmakers  to 
help  guide  the  committee:  Tauscher,  an 
sx-investment  banker  who  represents 
Silicon  Valley,  is  the  liaison  to  business 
ind  other  House  Dems;  Frank  Pallone 
D-N..I.)  oversees  finance;  and  Charles 
Rangel  (D-N.  Y.)  is  in  charge  of  getting 
jut  the  minority  vote. 

An  unabashed  liberal,  Kennedy  seems 
ut  of  step  with  his  party's  centrist  tilt. 
Indeed,  he's  a  staunch  backer  of  gun 
ontrol,  environmental  protection,  and 
xpansion  of  Medicare.  But  those  issues 
till  resonate  with  many  of  the  core 
Democratic  voters  whose  support  will 
se  crucial  next  year.  "Turning  out  our 
aase,"  says  Kennedy,  "is  just  as  impor- 
ant  as  broadening  our  base." 

Can  Kennedy  help  his  party  win 
sack  the  House?  With  the  Dems  need- 
ng  just  a  six-seat  pickup,  they  have  a 
shot.  And  Kennedy  understands  what's 
it  stake,  reckoning  that  failure  in  2000 
jould  set  Democrats  back  a  generation. 
'We'll  see  30  to  40  [Democratic]  retire- 
ments if  we  don't  win  back  the  House," 
le  concedes.  "This  is  do  or  die."  And  if 
he  Dems  do  win,  who  knows,  maybe 
here  will  be  time  for  Kennedy  to  do 
some  lawmaking. 

By  Amy  Borrus  in  Chicago 


COMMENTARY 


By  John  A.  Byrne 


POISON  PILLS: 
LET  SHAREHOLDERS  DECIDE 


A decade  ago,  corporate  chieftains 
often  cowered  behind  arcane 
legal  defenses  called  poison  pills 
to  keep  raiders  at  bay.  Now,  in  the 
midst  of  the  annual-meeting  season, 
many  institutional  investors  have 
declared  that  it's  time  to  dump 
those  nasty  little  concoctions  that 
saved  the  hides  of  management  but 
sometimes  cost  shareholders  dearly. 

Why  now?  Because  many  of 
these  poison  pills,  which  can 
make  a  takeover  prohibitively 
expensive,  if  not  impossible, 
are  coming  up  for  re- 
newal. Unfortu-  i 
nately,  however, 
boards  aren't  re- 
quired to  consult  with 
shareholders  when  it  comes  to  re 
newing  them.  That  isn't  stopping 
shareholder  activists  from 
pushing  for  public  debate 
and  repeal  of  such  mea- 
sures. The  poison-pill  con- 
troversy is  playing  out  at 
as  many  as  40  major  companies  this 
year  alone.  "Companies  adopted 
everything  but  the  kitchen  sink  to 
deter  a  takeover,"  says  Peter  C. 
Clapman,  chief  counsel  for  invest- 
ments at  Teachers  Insurance  &  An- 
nuity Association-College  Retirement 
Equities  Fund  (tiaa-cref).  "They 
hoped  that  shareholders  didn't  notice. 
We  noticed." 

Such  challenges  are  long  overdue. 
Academic  studies  are  filled  with  con- 
flicting evidence  on  whether  pills 
hurt  or  help  a  company's  stock  price. 
But  certainly,  shareholders  should 
have  the  right  to  vote  on  whether  a 
pill — which  could  affect  the  stock's 
value— should  be  renewed  and  under 
what  circumstances. 

True,  it's  not  always  easy  to  get 
resolutions  past  apathetic  sharehold- 
ers. Although  the  State  of  Wisconsin 
Investment  Board  garnered  a  52% 
majority  at  Union  Carbide  Corp.  to 
enact  a  provision  requiring  Union 
Carbide  to  seek  investor  approval 
before  adopting  a  new  poison  pill,  a 
similar  effort  failed  at  Applied  Mate- 
rials Inc.  Shareholder  votes  on  the 
issue  are  scheduled  at  J.  C.  Penney, 


Quaker  Oats,  Time  Warner,  and 
Northrop  Grumman. 

What's  more,  boards  won't  always! 
play  ball  even  when  shareholders 
win  a  say-so.  After  successful  efforts! 
to  get  seven  companies  to  revoke 
their  pills  this  year,  tiaa-cref,  the  I 
world's  largest  pension  fund,  is  run- 1 
ning  into  trouble  at  Lubrizol  Corp.  I 


BAD  MEDICINE:  The  Sell 

serving  management 
that  created  pills  I 
fears  giving  thei 
the  boot 


There  tiaa-cref  is  trying  to  dump  i 
so-called  dead-hand  poison  pill  that 
can  only  be  eliminated  by  incumbent 
directors.  Even  though  the  fund's  ini 
tiative  advising  the  board  to  scrap 
its  pill  garnered  68%  of  the  proxy 
votes,  at  least  three  Lubrizol  direc- 
tors suggested  to  business  week 
that  they  may  vote  against  repeal. 

It  seems  that  some  of  Lubrizol's 
board  members  need  to  be  reminded 
that  tiaa-cref's  victory  reflects 
something  far  more  fundamental 
than  whether  a  company  should  re- 
tain a  rather  esoteric  defense  mecha- 
nism. Despite  the  possible  setback  al 
Lubrizol,  tiaa-cref  plans  to  target 
at  least  30  more  corporations. 

More  profoundly,  these  disputes 
underline  the  right  of  the  owners  of 
a  public  company  to  assert  their 
views  on  core  issues  that  directly  af- 
fect their  interests.  Perhaps  the  ulti- 
mate irony  is  that  it  was  exactly  this 
kind  of  self-serving  management  thai 
helped  fuel  many  of  the  raiders  that 
these  poison  pills  were  designed  to 
ward  off  in  the  first  place. 


With  Peter  Galuszka  in  Cleveland 
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n  Corporate  America,  does  it  get  much  better  than 
this?  Imagine  a  24-year-old  company  still  hotfooting 
along  like  some  young  whippersnapper.  Revenues 
and  profits  are  rising  at  a  30%  clip.  Income  per  em- 
ployee is  an  enviable  $257,000,  vs.  an  average  $17,000 
for  the  Standard  &  Poor's  500-stock  index.  And  the 
company  has  gone  on  a  spending  spree,  investing  in 
or  gobbling  up  92  companies  in  the  past  five  years. 
Still,  it  has  $22  billion  in  cash — more  than  any  cor- 
"poration  in  the  U.  S.  Oh  yeah — it  also  boasts  the  highest 
bmarket  cap  of  the  lot,  $414  billion. 

Then  why  do  the  top  minds  at  this  amazing  performer,  Mi- 
crosoft Corp.,  think  something's  wrong?  Why  are  they  neck- 
sdeep  in  lipping  up  the  company's  structure  to  create  an  entity 
tthat  barely  resembles  the  one  that  got  them  to  the  top?  Look 
Cno  further  than  Steven  A.  Ballmer,  the  new  president,  who — 
ewith  nine  months  and  100  in-depth  employee  interviews  under 
shis  belt — has  concluded  it's  time  to  reinvent  Microsoft.  He 
explains:  "We  needed  to  give  people  a  beacon  that  they  could 
follow  when  they  were  having  a  tough  time  with  prioritization, 
rleadership,  where  to  go,  what  hills  to  take." 

Ballmer  and  his  boss,  Chairman  William  H.  Gates  III,  call 
ait  "Vision  Version  2,"  a  sweeping  overhaul  of  the  thinking  and 
tstructure  at  Microsoft.  As  Gates  says:  "The  Internet  has 
ochanged  eveiything,"  and  now  Mi- 
crosoft must  change,  too.  The  com- 
rpany's  mantra — a  PC  on  every 
Idesk  and  in  every  home — has 
cgrown  moldy.  The  new  rallying 

tcry  is  giving  "people  the  power  to  do  anything  they  want, 
lanywhere  they  want,  and  on  any  device,"  whether  it's  on  a  PC 
itor  on  a  Web  phone,  says  Gates.  The  most  surprising  part: 
Now,  Microsoft  programmers  are  freer  to  develop  products 
sthat  don't  revolve  around  Windows  software.  Says  Gates: 
"It's  a  very  big  deal." 

Indeed,  Microsoft  already  is  spinning  grand  Web  plans. 
Hn  an  uncharacteristic  move,  the  software  giant  jumped  into 
Ithe  takeover  fray  for  cable  giant  MediaOne  Group  Inc.  that 
t  ended  on  May  5  with  AT&T  the  victor.  The  phone  giant  walked 
away  with  the  third-largest  cable  operator,  which  owns  fat 
epipes  that  can  deliver  the  Internet  at  lightning-fast  speeds 
Hnto  some  tx%  of  U.  S.  homes. 

But  Microsoft  may  yet  get 
(just  what  it  wanted  out  of  its 
Imaneuvering  for  MediaOne:  a 
cdeal  to  supply  the  software  to  a 
new  generation  of  cable-TV  set- 
ctop  boxes  that  promise  to  usher 
Ithe  Web  into  living  rooms  across 
cthe  U.S.  Late  on  May  5,  Mi- 
crosoft was  still  in  negotiations 
on  a  broad  partnership  agree- 
Iment  with  AT&T  that  called  for  Microsoft  to  take  a  $5  billion- 
plus  stake  in  the  phone  company.  In  return,  Microsoft  would 
tget  a  nonexclusive  contract  to  supply  set-top  software.  "If  Mi- 
crosoft is  looking  to  grow,  they  have  to  look  at  new  plat- 
forms," says  analyst  Cynthia  Biumfield  of  market  researcher 
^Broadband  Intelligence.  "The  interactive  digital  box  is  the 
most  promising  new  platform  there  is." 
DOUBLE  VISION.  Just  as  bold  is  another  manuever  being 
abandied  about  on  Microsoft's  sprawling  26-acre  Redmond 
XWash.)  campus:  creating  a  "tracking"  stock  that  would  give 
'its  Internet  properties  their  full  due  with  investors.  Those  as- 
sets might  include  Microsoft's  popular  Web  sites  such  as  Ex- 
h  edia,  MSNBC,  Investor,  and  any  new  cable  ventures.  Not 
would  Microsoft  cash  in  on  the  sky-high  Internet  stock 
itions,  but  the  company  could  protect  its  cash  cow,  Win- 
dows software  business,  from  any  wild  Internet  swings, 
's  an  approach  that  gets  at  the  complex  nature  of  Vision 


BOTTLENECK 

Gates  and  Ballmer 
took  a  look  at  their 
management  style 
and  decided  to 
tear  it  up 
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2— its  split  personality.  On  one  hand.  Gates  wants  to  urge  his 
troops  on  to  new  heights  developing  Windows  software  for 
PCs  and  servers— the  core  business.  But  he  also  wants  his 
programmers  to  be  on  the  Internet  cutting  edge,  coming  up 
with  software  and  services  that  may  not  always  be  Win- 
dows or  PC-based.  Indeed,  the  differing  software  might  even 
wind  up  competing  for  customers.  The  trick  for  Microsoft  will 
be  pressing  on  both  fronts  without  going  to  war  with  itself. 

Ballmer's  plan  is  supposed  to  ward  that  off.  A  crucial  piece 
of  Vision  2  is  a  massive  makeover  of  Microsoft  into  eight 
new  groups  that  will  no  longer  dance  just  to  the 
tune  of  the  company's  technologists  but  to  cus- 
tomers. Product  development,  budgets,  and  sales 
will  revolve  around  different  types  of  buy- 
ers: knowledge  workers,  for  example,  or  the 
work-at-home  crowd.  If  customers  want 
software  tailored  just  for  the  Net,  that's 
what  they'll  get.  If  they  want  Windows 
with  gobs  of  new  features,  Microsoft  will 
be  happy  to  accommodate.  "Follow  the 
customer,"  bellows  Ballmer.  "That's  the 
No.  1  thing  you  do  if  you  are  at  all  lost." 
CHOKED  ON  RED  TAPE.  And  lost  is  what 
Microsoft  was  becoming.  While  its  finan- 
cials  have  dazzled  investors  on  the  outside,  inside 
there  has  been  a  growing  discontent.  As  fast  as  Mi- 
crosoft has  been  moving,  it  has  not  been  near  fast 
enough  for  the  top  brass.  In  the  breakneck  Internet 
era,  where  more  than  10,000  new  Web  sites  appear 
every  day,  companies  are  dishing  up  new  products 
and  strategies  faster  than  a  short-order  cook.  Against 
this  manic  backdrop,  Microsoft  had  begun  to  look 
sluggish,  even  bureaucratic. 

With  30,000  employees,  183  dif- 
ferent products,  and  at  least  five 
layers  of  management,  staffers 
had  begun  complaining  about 
the  red  tape.  One  midlevel 
manager  quit  in  March  out  of 
frustration  with  the  snail's 
pace  for  decision-making.  Last 
year,  he  suggested  adding  a 
feature  to  HotMail,  the  com- 
pany's freebie  Internet  E-mail 
service,  that  would  quickly 
take  it's  40  million  users  to 
Microsoft's  MSN  sites.  It  would 
have  taken  about  30  minutes 


The  Vision  2  tH 
Microsoft's  grci 
will  be  driven  > 
consumers-nd 
technocrat 


BUILDING 

MICROSOFT  2.0 

Eight  new  divisions,  each 
having  unprecedented 
autonomy,  aim  to  free 
Microsoft  from  its 
bureaucratic  morass 


BUSINESS  & 
ENTERPRISE  DIVISION 

Headed  by:  Brian  Valentine. 
What  it  does:  Aims  to  bring 
Windows  2000  to  corporate 
customers. 

What's  new:  The  spin-off  of 
consumer  Windows  efforts  into 
a  separate  group  lets  this  orga- 
nization focus  on  businesses. 


DEVELOPER  GROUP 

Headed  by:  Paul  Maritz. 
What  it  does:  Creates  develop- 
ment tools  that  are  used  by 
corporate  programmers. 
What's  new:  It's  a  step  down 
for  Maritz,  who  formerly  ran  al 
of  software  development.  But 
also  signals  the  importance  o' 
tools  for  corporate  computing. 


BUSINESS 
PRODUCTIVITY  GROUP 

Headed  by:  Robert  Muglia. 
What  it  does:  Develops  appli- 
cations like  word  processing. 
Its  target:  knowledge  workers. 
What's  new:  The  unit  took  over 
responsibility  for  the  company's 
Windows  CE  operating  system 
for  handheld  computers. 


1 '  W 


CONSUMER  & 
COMMERCE  GROUP 

Headed  by:  Brad  Chase  and 
Jon  DeVaan. 

What  it  does:  Links  merchants 
and  customers  via  the  com 
pany's  MSN  Web  portal. 
What's  new:  This  is  a  recast 
of  Microsoft's  Interactive  Me- 
dia Group,  which  lags  AOL. 


HOME  & 
RETAIL  DIVISION 

Headed  by:  Robbie  Bach. 
What  it  does:  Handles  garm, 
home  applications,  children 
software,  and  peripherals. 
What's  new:  These  products, 
are  no  longer  afterthoughts, 
a  self-contained  development 
group  with  its  own  sales  stall 
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rrite  the  code,  he  says.  Yet,  because  of  the  need  for  con- 
ius,  it  took  10  meetings  and  three  months  to  do  the  job. 
ther  talent  has  been  taking  off,  too.  For  instance,  online 
lishing  maven  Peter  Neupert  skipped  to  startup  Drug- 
e.com,  browser  expert  Hadi  Partovi  left  for  Tellme  Net- 
ks  Inc.,  and  Product  Manager  David  Rischer  left  for 
izon.com.  The  brain  drain  had  become  so  troubling  that 
•osoft  hired  A.  C.  Nielsen  to  survey  former  employees  to 
out  why  they  left.  "The  talent  drain  is  one  of  the  real 
petitive  challenges  they  face,"  says  analyst  David  Read- 
an  of  Thomas  Weisel  Partners. 

fERLESS.  Some  say  Ballmer  and  Gates  contributed  to  the 
ilem.  With  decisions  large  and  small  being  tunneled  to  the 
the  pair  became  a  bottleneck.  Worse,  they  undermined 
confidence  of  managers  below.  Before  Vision  2,  Ballmer 
Gates  were  involved  in  every  decision — from  key  features 
tie  upcoming  Windows  2000  to  reviewing  the  response 
rds  for  the  company's  customer  support  lines.  "Senior  ex- 
ives  didn't  feel  like  they  were  in  control  of  their  own  des- 
"  says  Chris  Williams,  vice-president  of  human  resources, 
ow,  Ballmer  and  Gates  are  turning  that  lumbering  cor- 
ite  culture  on  its  ear.  In  the  new  world  order,  Ballmer's 
tenants  are  free  to  ran  their  businesses  and  spend  their 
yets  as  they  see  fit — just  as  long  as  they  meet  revenue 
profit  goals.  Last  month,  for  example,  the  leaders  of  the 
pany's  new  Consumer  &  Commerce  Group  invited  Ballmer 
,  series  of  advertising  budget  meetings.  He  gladly  at- 
led  the  first  one,  but  then  quickly  bailed  out,  saying  they 
d  handle  the  matter  without  him.  "I  have  to  grow  from 
g  a  leader  to  being  a  leader  of  leaders,"  he  says. 
Ill  Vision  2  work?  Customers  give  a  thumbs  up  to  the 
focus,  a  move  they  say  is  long  overdue.  And  some  of  the 


CONSUMER 
WINDOWS  DIVISION 

Headed  by:  David  Cole. 
What  it  does:  Makes  the  PC 
easier  to  use  for  consumers. 
What's  new:  Working  on  a  new 
version  of  Windows  that  will 
combine  the  stability  of  Windows 
2000  with  new  ease-of-use  fea- 
tures for  computing  novices. 
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sales  & 
support  group 

;aded  by:  Jeffery  Raikes. 
hat  it  does:  Focuses  on  cus- 
mer  segments  like  corporate 
counts,  Internet  service 
oviders,  and  small  business, 
hat's  new:  John  Connors  re- 
aces  Deborah  Willingham, 
io  headed  corporate  sales. 


MICROSOFT 
RESEARCH  DIVISION 

Headed  by:  Nathan  Myhrvold. 
What  it  does:  Conducts  basic 
research  on  everything  from 
speech  recognition  to  ad- 
vanced networking. 
What's  new:  Myhrvold  is  no 
longer  a  part  of  the  company's 
executive  group — a  loss  of  power 


newly  elevated  managers  say  they're  already  charged  up. 
Robbie  Bach,  head  of  the  Home  &  Retail  Div.,  says  that  he 
"feels  like  I  am  running  my  own  little  company."  In  addition 
to  having  say-so  over  developing  products,  he  now,  for  the 
first  time,  controls  a  sales  force. 

Microsoft  will  need  all  the  fervor  it  can  get.  The  company 
is  facing  more  challengers  than  ever  before.  In  operating 
systems,  Linux  server  software  is  coming  on  strong,  while 
older  rivals  Novell  and 
Apple  Computer  Inc. 
have  been  revitalized. 
After  years  of  market 
gains,  Windows  server  software  actually  lost  share,  shrinking 
from  36%  to  35%  last  year,  according  to  International  Data 
Corp.  Meanwhile,  Linux'  share  jumped  from  7%  to  17%. 

The  company  faces  a  host  of  E-commerce  competitors, 
too — including  the  powerful  partnership  between  America 
Online  Inc.-Netscape  and  Sun  Microsystems.  And  IBM  is  mak- 
ing inroads  into  the  lucrative  market  for  corporate  software. 
To  come  out  blazing,  Microsoft  needs  its  chief  weapon:  Win- 
dows 2000,  an  industrial-strength  version  of  its  operating 
system  that  is  now  two  years  late.  "Microsoft  doesn't  have  a 
huge  single  competitor,"  says  analyst  Richard  G.  Sherlund  of 
Goldman,  Sachs  &  Co.  "But  the  collective  of  competitors 
right  now  is  more  than  a  distraction." 

Perhaps  the  biggesl  threat  is  the  Justice  Dept.'s  antitrust 
trial,  scheduled  to  kick  off  again  later  this  month.  So  far,  Mi- 
crosoft has  bungled  its  defense  and  the  pressure  is  on  for  a 
good  showing  in  the  final  days.  If  Microsoft  loses  the  case, 
which  could  easily  drag  on  for  two  years  in  appeals  court,  the 
government  is  likely  to  seek  stiff  penalties.  Legal  experts  say 
Microsoft  may  face  limits  on  its  use  of  exclusive  contracts  and 
may  be  forced  to  make  Windows  more  accessible  to  rivals. 
web  LIFE.  While  Gates  insists  the  suit  hasn't  affected  his 
workers  and  has  taken  just  2%  to  3%  of  his  time,  others  say 
the  rank-and-file  are  "shell-shocked."  "The  government  has 
just  torn  them  apart,  but  they  are  also  not  proud  of  how  the 
company  has  defended  itself,"  says  a  former  Microsoft  exec. 
"It's  like  Microsoft  is  a  deer  in  the  headlights  right  now." 

That  makes  Vision  2  all  the  more  crucial.  For  years,  Gates 
has  galvanized  his  troops  by  tapping  out  call-to-arms  memos 
about  the  competitive  threats  ahead.  When  a  product  is  re- 
leased to  rave  reviews  and  soaring  sales,  Microsoft  employees 
don't  meet  to  celebrate  but  to  do  a  postmortem  on  what 
should  have  been  done  better.  And  top  executives  have  al- 
ways lit  a  fire  under  Microsoft  programmers  by  clearly  defin- 
ing the  No.  1  enemy — Novell  in  1994,  Netscape  in  1995  and 
1996,  and  Sun  Microsystems  in  1997  and  1998.  "Remember," 
says  Gates,  "Microsoft  has  a  culture  of  operating 
in  a  sense  of  'we'd  better  get  going.' " 

Gates  is  going  now.  Since  Ballmer  be- 
came president,  he  has  been  freed  to 
ponder  the  future  and  what  whizzy 
products  it  will  bring.  He  has  also 
found  time  to  pen  a  new  book,  Busi- 
ness @  the  Speed  of  Thought,  that  lays 
out  how  the  Internet  is  transforming 
corporations.  Tops  on  his  list  of  new 
consumer  technologies:  software  pro- 
grams for  what  he  calls  a  "Web 
lifestyle."  And  he  has  gathered  togeth- 
er his  best  technical  minds  to  figure 
out  the  one  thing  that  has  stumped  the 
industry  for  decades:  how  to  make  the 
PC  as  easy  to  use  as  a  TV  or  telephone. 

It's  long  overdue.  For  years,  most  of 
the  company's  engineers  have  spent 
their  time  adding  features  to  Windows 
and  applications.  In  spite  of  spending 
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With  a  whole  new  generation  of  devices  coming  to 
market,  Gates  knows  the  PC  must  get  simpler-fast 


Cover  Story 


*$3  billion  a  year  on  a  research  and  development  organization, 
1  Microsoft  is  still  a  technology  follower.  It  spent  two  years 
catching  up  with  Netscape  Communications  Corp.'s  browser 
i  lead.  And  it's  still  trying  to  co-opt  Sun  Microsystem  Inc.'s  po- 
i  tentially  world-changing  Java  programming  language,  which 
i  offers  software  programers  the  opportunity  to  write  their 
i  programs  once  to  inn  on  any  computer. 

Now,  Gates  is  intent  on  getting  ahead  of  the  pack.  He  has 

assembled  a  kitchen 
cabinet  of  tech.no- 
whizzes,  including 
Windows  architect 
•David  Cole,  audio  chieftain  Anthony  Bay,  online  whiz  Ben 
lSlivka,  back-office  builder  Paul  Gross,  and  E-eommerce  expert 
,  Satya  Nadella.  After  one  of  his  twice-annual  "think  weeks" 
last  fall,  Gates  authored  a  memo  pointing  the  way  for  the 
i  company's  techies.  His  twin  concepts  of  "MegaServer"  and 
"WinTone"  are  designed  to  lead  Microsoft  into  the  vanguard 
,  of  Internet  computing. 

NEPTUNE  RISING.  MegaServer  foresees  a  time  when  comput- 
i  er  users  will  be  able  to  keep  much  of  their  professional  and 
ipersonal  information  and  programs  on  large  central  servers 
,  that  they  access  via  the  Web.  That  way,  anywhere  they  are  in 
,the  world,  they  can  quickly  get  vital  infonnation.  The  idea  be- 
,  hind  WinTone  is  to  make  it  simple  for  people  to  plug  into  the 

MegaServer — just  as  easy  as  making  a   

;call  from  a  pay  phone. 

Microsoft  is  working  on  products  to 

fulfill  Gates's  vision.  For  example,  it's 

planning  to  meld  its  Web-based  E-mail 

system,  HotMail,  with  its  corporate  mes- 
saging system.  Exchange.  This  will  let 

road  warriors  get  important  messages 

from  anybody's  computer.  Microsoft  also 

w  ill  I  f  up  it  -  Web  portal  msn  to  give 

corporate  users  the  ability  to  log  into 

their  personal  calendars,  schedules,  and 

even  a  mirrored  image  of  their  desktop 
;from  any  location.  That  process  was 

speeded  up  by  the  Apr.  27  purchase  of 

Jump  Inc.,  a  maker  of  an  online  calendar 

system. 

The  other  Gates  priority  is  making 
the  PC  simpler  to  use.  It's  partly  a  de- 
fensive move.  A  new  generation  of  com- 
puting appliances  is  coming  that  threat- 
ens to  render  the  PC  obsolete,  [DC 
expects  12.2  million  consumer  devices  to 
I  be  sold  in  2000 — close  to  the  number  of 
consumer  pes  sold.  Gates  wants  to  make 
the  PC  so  easy  that  it  attracts  the  50%  of 
home  buyers  that  have  shunned  it  so  far. 
"Its  pretty  complex,"  says  Gates.  "We 
can  make  it  easy." 

Even  more  basic  improvements  are  in 
the  works.  For  the  past  IX  months,  top 
Microsoft  engineers  such  as  Steve  Capps 
and  Joe  Belfiore  have  been  crafting  an 
overhaul  of  the  Windows  user  interface, 
('ailed  Neptune,  it  will  see  the  light  of 
day  as  part  of  a  consumer  version  of 
Windows  2000  that's  due  late  next  year. 
The  'dea  is  to  offer  computing  novices  a 


choice  of  activities  ranging  from  writing  a  letter  to  balanu 
their  checkbook — all  laid  out  in  simple  icons. 

At  the  same  time,  another  crew  of  engineers  is  workml 
a  set  of  technologies — called  Universal  Plug-n-Play,  whil 
expected  to  show  up  in  desktop  pcs  this  year  and  handhj 
next  year.  The  technology  will  allow  consumers  to  plug  tji 
computer  into  the  Net  from  wherever  they  are — say,  gel 
baseball  stats  wirelessly  while  they're  watching  a  garni 
Yankee  Stadium.  At  home,  the  PC  can  become  a  central 
cabinet  for  all  tilings  digital — from  sprinkler  systems  to  hi 
security  devices.  "There  are  some  really  exciting  things  |t 
can  be  done — generating  the  same  kind  of  excitement  wel 
around  Windows  95  and  Windows  98,"  says  Gates. 

Gates  wants  computing  to  be  much  more  intuitive  fork 
porations,  too.  He's  pusliing  the  concept  of  a  computing  tejj 
that  office  workers  can  tote  between  meetings — giving  ti 
easy  access  to  the  latest  information  and  E-mails  wherf 
they  roam.  He  believes  a  combination  of  Microsoft's  I 
new  ClearType  screen-resolution  technology  with  imprcf 
handwriting  recognition  and  faster  wireless  networks  i 
hasten  the  arrival  of  such  devices.  He  also  has  high  hopeij 
technologies  that  will  allow  geographically  scattered  peopji 
collaborate  on  projects  by  posting  spreadsheets  or  presei 
tion  slides  and  graphics  on  Web  sites. 

Wluie  Gates  envisions  the  technology  of  the  future.  Ball 


I'M  TRYING  TO  LET  OTHER  PEOPLE 
DIVE  IN  BEFORE  I  DO' 


Steven  A.  Ballmer's  explosive  tem- 
per is  legendaiy.  Back  in  his  bad 
old  days,  before  being  appointed 
Microsoft  Corp.'s  president  nine  months 
ago,  Ballmer  would  shout  himself 
hoarse  if  a  lieutenant  didn't  do  his  bid- 
ding fast  enough.  His  motivational  tech- 
niques drew  heavily  from  Attila  the 
Hun.  When  he  directed  the  company's 
Windows  product  group,  he  put  the 
fear  of  God  into  engineers  by  bellowing 
at  them  and  pounding  a  baseball  bat 
into  his  palm.  And  don't  forget  his  out- 
burst last  May  after  the  Justice  Dept. 
sued  Microsoft  for  antitrust  law  viola- 
tions. "To  heck  with  Janet  Reno!"  he 
blurted  out. 

Today,  you'll  find  a  tamer  Ballmer. 
Since  he  took  over  running  Microsoft's 
day-to-day  operations,  the  19-year  vet- 
eran has  worked  hard  to  fashion  a  lead- 
ership style  that's  diplomatic  rather 
than  bullying — more  Eisenhower  than 
Patton.  He  still  has  the  booming  voice, 
but  what  he  does  with  it  is  more  con- 
structive. "I'm  trying  to  temper  myself. 
I  don't  think  I've  mellowed.  But  I  tiy  to 
redirect  my  energy,"  he  says,  bursting 
into  a  raucous  laugh.  The  difference  is 


obvious  to  people  who  know  Big 
well.  "He's  certainly  changed.  H 
calmer,"  says  Microsoft  board  rl 
Jon  A.  Shirley. 

The  fact  is,  Ballmer,  43,  is  ccl 
into  his  own  as  Microsoft's  pre* 
and  putting  his  mark  on  the  col 
boot.  Since  Ballmer  got  the  jotl 
n't  been  content  just  to  make  tl 
run  on  time.  He's  spearheading 
fort  to  reshape  Microsoft.  He  d 
up  a  plan — which  he  calls  Visio 
2 — for  energizing  employees,  fc 
them  on  customers,  and  broadt 
their  outlook  far  beyond  the  m 
confines  of  the  PC  and  Window,1 
WILD  CHEERS.  It's  quite  a  diffe: 
for  Ballmer.  He  has  long  playei 
sidekick  to  Chairman  William  I 
III.  The  two  met  as  undergrad 
Harvard  in  1973.  Both  were  m; 
whizzes,  but  Ballmer  was  more 
ing.  He  managed  the  college  fo 
team,  the  Hanmrd  Crimson  ne 
and  the  student  literary  magaz 
Ballmer  also  was  more  firmly  i 
day-to-day  tasks  than  the  abse 
ed  Gates.  Once,  after  Gates  lef 
dorm  door  and  window  open  tc 
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Sliding  to  "business  discipline  and  performance."  And  few 
better  at  it  than  the  19-year  veteran  of  Microsoft.  Ballmer 
had  Gates's  ear  since  their  college  days  at  Harvard, 
e  1980,  when  Gates  wooed  Ballmer  out  of  graduate  school 
tanford,  he  has  been  the  company's  nuts-and-bolts  guy.  In 
i,  when  Microsoft  was  grappling  with  the  sudden  popu- 
y  of  the  Web,  it  was  Ballmer  who  badgered  Gates  to  set 
ne  to  tell  the  world  their  Internet  plans,  even  though  they 
Bt  yet  jelled.  Ditto  an  E-commerce  Day  the  company 
.  in  March,  and  the  Vision  2  shakeup. 
allmer  is  doing  it  again,  but  this  time  his  goal  is  customer 
s.  The  first  nonengineer  manager  at  Microsoft,  he  has 
nearly  every  major  executive  post,  including  head  of 
3  for  the  past  seven  years.  His  experience  there  clued  Mm 
)  how  customers  think — and  how  much  Microsoft  has  ig- 
;d  that.  When  he  became 


iident  last  August,  he  im- 
liately  sent  hundreds  of 
luct  engineers  out  to  learn 
i  corporate  customers. 

going  to  dial  up  my  focus 
lelighting  customers,"  he 

at  the  time. 

hat  he  is  keeping  his  word 
o  surprise.  Ballmer's  de- 
lination  is  legend  even  at  a 
pany  that  has  redefined 
word  "relentless."  At  the 
hint  of  trouble  he  leaps 
action.  Take  the  time  in 
ruary,  when  he  got  a  call 


lars  when  he  departed 


STEVEN  ANTHONY  BALLMER 


AGE  43,  born  Mar.  24,  1956. 

EDUCATION  BS  in  math  in  1977 
from  Harvard,  where  he  befriended 
Bill  Gates.  One  year  at  Stanford 
University  B-school  before  Gates 
tapped  him  to  help  run  Microsoft. 


from  Nancy  Faigen,  ceo  of  Beltsville  (Md.)-based  Web-hosting 
company  Digex  Inc.  Her  message:  By  ignoring  companies  like 
hers,  Microsoft  was  missing  out  on  a  big  chunk  of  business. 
Ballmer  immediately  dispatched  a  swat  team  of  consultants  to 
Digex  to  leam  about  the  hosting  business.  And  on  Apr.  30,  he 
sent  Vice-President  Thomas  Cole  to  explain  to  Faigen  what  Vi- 
sion 2  could  mean  for  her.  "That's  what  I  call  walking  the 
talk,"  says  Faigen. 

REINVIGORATION.  Given  Ballmer's  customer  bent,  it  would 
seem  he  had  planned  this  realignment  from  the  get-go.  But  it 
wasn't  until  he  delved  deep  into  the  organization  last  fall  on 
a  morale-checking  mission  that  he  understood  just  how  much 
work  needed  to  be  done.  In  September,  he  embarked  on  a  se- 
ries of  more  than  100  interviews  with  a  cross-section  of  em- 
ployees. His  goal:  To  hear  what  was  right  about  Microsoft — 
but,  more  important,  to  hear  what 
was  wrong.  "They  were  no-holds- 
barred  sessions,"  says  Williams  of 
Human  Resources. 

Two  of  Ballmer's  interviews 
stood  out  from  the  pack.  The 
first  was  a  "senior  guy,"  who 
wanted  more  authority  and 
autonomy  and  less  microman- 
agement.  The  second  was  a 


CAREER  Began  in  1977  as  a  mar- 
keter at  Procter  &  Gamble.  Has 
spent  19  years  at  Microsoft.  Pro- 
moted to  president  last  August. 

CHIEF  GOAL  AS  PRESIDENT  Ral- 
lying the  troops.  "We  need  to  give  our  people  a 
beacon  they  can  follow  when  they're  having  a 
tough  time  with  prioritization  . .  .what  hill  to  take 


high-level  executive,  who  did 
not  understand  why  Microsoft 
was  involved  in  a  wide  cross- 
section  of  products  and  efforts 
that  didn't  serve  the  main 
profit  centers — Windows  and 


used  to  diving  in  deeply,"  he  says. 

tmas  vacation,  a  watchful    —  "_  _"   "Now  I'm  trying  to  let  other  peo- 


)attened  down  the  place 


eventually  dropped  out 
rd  to  form  Microsoft, 
idn't  forget  Ballmer.  In 
coaxed  his  pal  to  leave 
business  school  to  join 
ling  company  and  whip 
e  its  chaotic  business  op- 
The  offer:  A  $50,000 
d  7%  of  the  company — a 
v  worth  nearly  $20  bil- 
;r,  Gates  called  on 
;o  goose  delivery  of  Mi- 
crucial  Windows  operat- 
m.  Then  he  relied  on  his 
build  a  sales  organiza- 
impete  with  IBM  in  large  cor- 
ieounts. 

I  was  always  the  passionate 
the  company.  He  led  wild 
company  meetings — leaping 
a  stage  like  a  burly  Mick  Jag- 
dare,  he  once  dove  into  a 
:he  company's  Redmond 
ampus  in  November.  Charis- 
he  was,  Ballmer  always  re- 
l  Gates's  shadow.  Now  Gates  is 
he  limelight.  "Of  the  upper 
tent  at  Microsoft,  Steve's  the 
gets  it,"  says  a  former  compa- 
tive. 

ly  does  Ballmer  get  it,  but 


TOUGHEST  PERSONAL  CHALLENGE  He's  a 
hands-on  guy  who  wants  to  do  it  all  himself. 
"Now  I've  got  to  be  a  leader  of  leaders,"  he  says. 


MICROSOFT  STOCK  HOLDINGS 

PERSONALITY  Ballmer  speaks  at  the  top  of  his 

lungs-not  always  because  he's  angry  but  because 


pie  dive  in  before  I  do." 

Ballmer's  getting  atta-boys  for 
his  efforts.  Gates  praises  the  way 
he  shepherded  Microsoft's  new  E- 
bdnon.^  commerce  strategy.  The  company 
hopes  to  get  1  million  businesses 
to  use  its  software  to  create  elec- 
tronic stores  linked  to  the  MSN 


he  gets  excited.  Had  surgery  to  fix  throat  damage.     „.  ,      ,  ,  „T    .  ,  .,, 

 r___   Web  portal.  I  think  its  a  brilliant 


SPORTS  He  plays  basketball  and  jogs.  He's  not 
fast,  but  he  accelerates  when  he  goes  up  hills. 

FAMILY  Wife,  Connie,  is  a  former  Microsoft  pub- 
lic-relations staffer.  Three  sons,  the  last  born  in 
March.  He  arrives  at  home  most  nights  in  time  to 
put  his  children  to  bed. 


he's  doing  something  about  it.  As  part 
of  Vision  2,  he  hopes  to  transform  a  cul- 
ture where  he  and  Gates  made  too 
many  decisions  themselves.  Now,  he's 
pushing  authority  down  into  the  ranks. 
And  he's  more  inclined  to  listen  to  sub- 
ordinates before  he  speaks.  At  a  review 
of  the  Consumer  Windows  Div.'s  prod- 
uct plans  on  Apr.  30,  for  instance,  he 
made  polite  suggestions  to  managers, 
rather  than  quickly  telling  them  what 
they  ought  to  do.  "I  see  him  coaching 
more  than  in  the  past — as  opposed  to 
pushing,"  says  Bill  Veghte,  the  group's 
general  manager.  Ballmer  admits  his 
biggest  challenge  is  delegating.  "I'm 


idea,"  says  Gates.  Others  say 
Ballmer  has  notched  up  the  level 
of  teamwork  in  the  company  by 
forming  a  Business  Leadership 
Team — 14  managers  who  meet 
monthly  to  coordinate  strategies 
across  the  operating  units.  "Early 
days,  but  signs  are  good,"  says 
Paul  A.  Maritz,  executive  vice-president 
in  charge  of  the  Developer  Group. 

Ballmer  appears  willing  to  do  what- 
ever it  takes  to  make  Microsoft  success- 
ful. And  that  includes  giving  up  his 
beloved  baseball  bat.  In  late  March, 
when  marketing  vice-president  Deborah 
N.  Willingham  spotted  him  with  the  bat 
in  a  hallway  and  urged  him  to  be  care- 
ful, he  handed  it  over  to  her.  "He  was 
saying  you're  the  leaders — the  bat 
swingers.  It's  a  new  world,"  Willingham 
says.  Ballmer  still  unleashes  his  famous 
temper  now  and  then — but  at  least  he 
isn't  swinging  a  bat  anymore. 

By  Steve  Hamm  in  New  York 
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Ballmer  held  100  no-holds-barred  employee  interviews 
and  realized  Microsoft  needed  a  new  road  map 
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Office.  "I  thought  that  if  these  key  employees  didn't  under- 
stand the  roadmap,  then  we  needed  to  make  sure  that  every- 
one understands  what  we're  trying  to  accomplish,"  says 
Ballmer. 

Januaiy  sent  Ballmer  globetrotting  for  the  company's  semi- 
annual business  reviews.  It  was  Jan.  14,  and  Ballmer  was  in 
the  midst  of  taking  60  pages  of  notes  from  a  discussion  with 
one  of  his  European  managers  when  his  ideas  clicked.  We 

needed  to  "reinvigo- 
rate  the  vision,"  he 
says,  that  computing- 
power  will  be  on  any 
device,  anywhere.  And  the  only  way  to  know  which  soft- 
ware would  be  best  in  this  new  wired  world  would  be  to  lis- 
ten to  customers.  He  sketched  out  the  rough  outlines  of  Vi- 
sion 2  on  a  yellow  legal  pad.  Ballmer  raced  to  meet  with 
Gates  at  his  home  on  the  next  available  weekend.  "I  wanted 
to  make  sure  before  I  got  too  excited  that  we  were  in  syn- 
chronization," says  Ballmer.  Wliile  the  two  came  at  it  from  dif- 
ferent vantages — Ballmer  from  a  business  perspective  and 
Gates  from  technology — the  pair  agreed. 

Now,  Microsoft  is  revving  the  engine.  The  new  structure 
divides  the  company's  product  development  groups  into  six 


pieces.  There  are  two  groups  targeting  corporate  lead 
and  knowledge  workers.  Two  others  divvy  up  home-PC  bin 
and  people  who  buy  games  at  stores.  Another  focuses  on  a 
ware  developers.  And  the  last  group  is  aimed  at  Web  suiq 
and  cybershoppers. 

Previously,  the  product  divisions  were  split  along  technol 
hues,  one  for  applications  and  one  for  operating  systems,  j 
latter,  for  example,  included  heavy-duty  Windows  NT  on  d< 
to  the  stripped-down  WinCE  version  for  handheld  consumer 
vices.  There  were  no  distinctions  based  on  customers,  so 
tures  were  the  same  for  power  users  and  newbies  alike.  ' 
have  to  some  degree  been  doing  technology  for  technolo; 
sake  rather  than  based  on  what  customers  wanted," 
David  Cole,  vice-president  of  the  new  Consumer  Wind< 
group.  Now,  Cole  is  eliminating  arcane  and  hard-to-use  feati 
from  the  upcoming  consumer  version  of  Windows  2000. 

Wiping  out  old,  dysfunctional  approaches  is  paramo 
throughout  the  company  these  days.  In  the  past,  when  Bi 
Valentine,  vice-president  of  the  Business  &  Enterprise 
wanted  to  hire  a  few  people  or  move  them  around  in  his 
ganization,  approval  went  up  to  the  executive  committee  for 
cussion.  They  often  spent  weeks  batting  it  around  in  E-mail 
fore  making  a  decision,  says  Valentine.  Now,  he  just  does  it 


THE  FIVE  FACETS  OF  BILL  GATES'S  TECH  VISION 


FINALLY,  A  SIMPLE  WAY 
TO  FIND  STUFF 

Can't  find  that  word  process- 
ing file  you're  sure  you  creat- 
ed last  month?  You're  not 
alone.  Today,  Microsoft's 
applications  store  data  in  a 
host  of  different  places.  But 
Gates's  engineers  are  working 
on  technology  that  will  allow 
people  to  search  in  one  way 
for  key  words  in  E-mail,  data- 
bases, spreadsheets,  and 
word  processing  files. 

INTERACTIVE  WEB  PAGES 

Most  Web  pages  are  created 
with  technology  called  HTML 
(hypertext  markup  language). 
It  makes  for  static  pages.  Now 
comes  extensible  markup  lan- 
guage (XML),  which  allows 
software  writers  to  easily 
embed  calculator  programs 
and  other  interactive  features  into 
Web  pages.  Microsoft  plans  on 
including  it  in  all  its  programs. 

DIGITAL  PHOTOGRAPHY 

Picture-taking  is  going  digital. 
Today,  it's  complicated  to  use  your 
PC  to  capture  and  edit  digital 
photos.  Gates  wants  to  make  it 
much  simpler.  Microsoft's  upcoming 
Windows  2000  operating  system 


will  let  people  transfer  photos  from 
their  digital  cameras  to  their  PCs 
just  by  pressing  a  button  on  the 
camera  and  pointing  at  the  PC. 

3-D  IMAGES 

Digital  images  are  becoming  com- 
monplace in  PC  games  and  other 
consumer  programs.  Now,  Gates 
wants  to  go  a  giant  step  further,  cre- 
ating technology  that  will  allow  game 


UP  &  COMERS 

The  new  crew,  from  I 
left:  Paul  Gross, 
Anthony  Bay,  David" 
Cole,  Satya  Nadella. 
(front),  Ben  Slivka,^ 
Steve  Capps 

players  to  swing  baseball  , 
bats  or  golf  clubs,  record!: 
their  swings  with  a  video 
camera,  and  see  the 
effects  as  3-D  images  in  I 
PC  games.  For  the  duffer 
that  will  be  much  more 
satisfying  than  making  a 
bunch  of  mouse  clicks  to 
play  virtual  golf. 

JUST  TELL  THE  PC 
WHAT  TO  DO 

The  keyboard  and  mouse  are  fine 
for  most  computing  tasks,  but  the 
latest  ways  to  input  and  manipulate 
information  in  your  computer  are 
much  more  natural — voice  com- 
mands and  handwriting  recognition 
You  can  expect  to  see  Microsoft 
make  use  of  the  gee-whiz  technolo- 
gies in  everything  from  tablet  com- 
puters to  interactive  games. 
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Question: 
I        What  did  the  e-tailer 

say  to  the  retailer? 

Answer: 

My  floor  space  is 
bigger  than  yours. 


r  Records 

ilding  a  state-of-the-art  technical 
ation,  we're  helping  Tower 
ds  individualize  their  customer's 
buying  experience.  Watch  for  the 
of  the  new  towerrecords.com. 
making  a  good  thing  even  better. 

:-Garten 

irategy  and  technological  solution 
3d  us  to  transform  the  order- 
ssing  procedures  of  Europe's 
g  gardening-supply  company, 
ing  the  time  to  process  an  order 
our  days  to  one  and  giving  their 
dealers  access  to  a  product 
:  more  than  2.500  goods. 

ture.com 

5lped  Furniture.com  build  the 
's  largest  online  furniture  store, 
iver  50,000  items  from  over  100 
facturers.  Shoppers  easily  browse 
ast  selection,  create  their  own 
"oom,  and  work  with  design 
iltants  for  personal  sen/ice. 


E-commerce.  It  offers  incredible  opportunities.  You  can  fit  a  million 
shoppers  in  your  store.  With  the  right  site,  you  can  track  their  buying 
habits,  predict  their  purchases.  You  can  offer  them  the  world.  At 
USWeb/CKS,  we  were  one  of  the  first  to  create,  build  and  deploy 
successful  e-commerce  sites.  Our  sites  do  more  than  sell  products. 
They  combine  strategy,  targeted  marketing,  network  systems 
development,  Internet  technology  and  more.  We've  handled  over 
3,000  client  engagements.  Let  us  help  expand  your  virtual  floor  space. 

Our  partnership  with  Microsoft  helps  us  extend  the  reach  of  technology. 
It  helps  us  bring  you  one  step  closer  to  a  digital  nervous  system. 
Contact  us  for  details. 

digital  nervous  system 


or  our  white  paper: 

igies  for  Growing  Your  Business 
gh  E-commerce 

fices  worldwide 

irtune  100  clients 

act  us  at: 

I79  3241  ext.  132 

I95  8964  [International! 

.uswebcks.com 


USWeb  CKS 

Transforming  business  in 
the  digital  economy. 
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month  ago,  for  example,  he  created  a  "Customer  Love"  group 
of  six  people  assigned  to  making  sure  big  customers  are  happy. 
"I'm  effectively  the  president  of  my  business,"  says  Valentine. 

To  be  sure,  Ballmer  and  Gates  are  still  calling  the  shots. 
The  pair  must  approve  goals  for  profitability,  customer  sat- 
isfaction, and  industry  leadership  for  each  of  the  groups. 
But  coming  up  with  the  goals  is  now  the  job  of  the  new  di- 
vision heads.  And  once  they  get  the  stamp  from  above,  the 

new  managers  have 
been  told  they  need 
only  seek  Ballmer  and 
Gates  out  for  advice. 
Will  it  really  work  that  way?  Microsoft  observers  are 
skeptical,  given  the  long  history  of  Gates  and  Ballmer  exer- 
cising tight  control.  But  the  troops  are  hopeful.  "We  haven't 
lived  in  the  system  long  enough  to  know,"  says  Jon  DeVaan, 
new  head  of  the  Consumer  &  Commerce  group.  "But  that's 
the  theory." 

They  can  look  to  the  past,  though,  to  know  if  the  new  cus- 
tomer focus  will  stick.  That's  the  way  it  has  been  in  Mi- 
crosoft's sales  division  since  Ballmer  took  charge  there  seven 
years  ago.  The  philosophy  has  delivered  some  good  results, 
especially  in  large  corporations.  Thomas  G.  Sternberg,  the  ceo 
of  Staples  Inc.,  points  to  an  incident  last  fall  when  Staples 
was  straggling  to  get  Microsoft  Internet  technology  to  handle 
large  volumes  of  visitors  to  its  Web  site.  Frustrated,  he  sent 
an  E-mail  to  Ballmer,  who  responded  immediately  and  dis- 
patched a  small  army  of  20  Microsoft  field  engineers  to  Sta- 
ples' headquarters.  Within  a  week,  the  problem  was  fixed. 

Ballmer's  new  organization  is  designed  to  replicate  that  lev- 
el of  customer  obsession  on  the  product-development  side. 
And  thanks  to  his  own  ad  hoc  efforts,  it's  got  a  running 
start — at  least  with  a  handful  of  large  customers.  Ford  Motor 
Co.  Chief  Information  Officer  Bernard  Mathaisel  reports  that 
when  he  agreed  to  buy  Microsoft's  E-mail  products  two 
years  ago,  he  asked  the  company  to  make  changes  assuring 
its  products  could  handle  a  network  of  165,000  workstations. 
Ballmer,  who  headed  sales  at  the  time,  took  the  problem 
straight  to  the  company's  product  development  teams. 
"They've  delivered  on  every  one  of  them,"  Mathaisel  says. 

Now,  Microsoft  has  to  learn  how  to  connect  better  with  the 
tens  of  thousands  of  corporate  customers  who  aren't  as  big  as 
Ford.  At  clothing  retailer  Burlington  Coat  Factory  Ware- 
house Corp.,  CIO  Mike  Prince  complains  that  Microsoft  has 
made  littli'  effort  to  roach  out  to  him  and  gel  him  interested 
in  its  server  software.  "Microsoft  has  never  really  tiied  to  win 
me  over  as  a  customer,"  says  Prince.  "Nobody  has  ever  sat 
down  with  me  to  get  my  mind-share." 

That's  just  one  warning  sign  of  how  difficult  it  will  be  to 
turn  Vision  2  into  reality.  There  are  plenty  of  other  potential 
pitfalls.  Now  that  the  product  development  groups  are  more 
independent,  there's  the  possiblity  that  they'll  start  heading 
off  in  conflicting  directions.  What  if  the  idea  of  renting  ap- 
plications from  a  Web  site  catches  on?  Will  the  company's 
Web-site  managers  advocate  that  even  at  the  expense  of 
undermining  the  company's  retail  sales  of  Office?  "There  are 
going  to  be  some  bumps  along  the  way,"  says  David  F.  Mar- 
quardt,  a  longtime  Microsoft  board  member  and  venture 
capitalist  with  August  Capital  in  Menlo  Park,  Calif. 

Ballmer  says  bumps  are  inevitable.  But  if  Microsoft  stays 
focused  on  customers,  it  may  well  end  up  running  as  fast  as 
the  Net  whippersnappers.  "Let's  say  this  is  V-2,"  says 
Ballmer,  shortening  Vision  2.  "We're  gonna  tune  up.  We'll 
have  a  V-3  if  we  need  to.  We'll  have  a  V-4  if  we  need  to. 
We're  just  gonna  keep  working  it  and  working  it  and  working 
it."  Being  relentless,  it  seems,  is  one  thing  that  isn't  changing 
at  Microsoft. 

By  Michael  Moeller  in  Redmond,  Wash.,  with  Steve  Hamm 
and  Timothy  J.  Mullaney  in  New  York 
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Since  the  government's  antitrust  case  against  Micros* 
Corp.  went  to  court  last  October,  Chairman  William* 
Gates  III  has  kept  a  low  profile,  granting  few  wiM 
ranging  interviews,  business  week  Corresponds 
Michael  Moeller  and  Senior  Editor  Kathy  Rebello  caught  fl 
with  him  during  a  stopover  in  Chicago  on  Apr.  26.  He  m 
plained  the  company's  sweeping  reorganization,  then  sim 
plied  additional  answers  via  E-mail. 

Q:  Microsoft's  financials  have  never  looked  better.  So  why  'I 
organize?  Some  would  sag  if  it  isn't  broken,  why  fix  it? 
A:  Companies  fail  when  they  become  complacent  and  imagi; 
that  they  will  always  be  successful.  That's  even  more  dange 
ous  in  a  world  that  is  changing  faster  than  ever,  especia' 
teclmologically.  So  we  are  always  challenging  ourselves:  Are  ™ 
making  what  customers  want  and  working  on  the  products  al 
technologies  they'll  want  in  future?  Are  we  staying  ahead  of  i 
our  competitors?  What  don't  our  customers  like  about  what  v 
do,  and  what  are  we  doing  about  it?  Are  we  organized  most  f 
fectively  to  achieve  our  goals?  Even  the  most  successful  coi 
panies  must  constantly  reinvent  themselves. 

Q:  What  are  the  three  key  principles  of  the  reorganizatioi 
A:  First,  our  vision  had  always  been  a  computer  on  eve 
desk  and  in  every  home,  and  we've  gone  a  long  way  * 
wards  achie\dng  that.  But  it  was  also  clear  that  we  needed 
build  on  that  vision.  Although  the  PC  is  still  at  the  heart 
computing,  it  is  being  joined  by  a  large  number  of  new  (1 


Protect,  manage,  and  share  ^  THE 

information  in  a  way         I  C  lUttf* 

that  takes  your  company  S^i^JS 

to  new  heights.  J  crrECT 


EMC2 

terprise  Storage  Company  EMC  Enterprise  Storage  consolidates  your  company's  information  and  makes  it  available  to 
who  need  it,  regardless  of  the  computers  in  use.  It's  the  new  strategic  weapon  over  90  of  the  FORTUNE  100 
panies  deploy  to  achieve  their  most  challenging  goals.  Cost  control.  Improved  customer  service.  Y2K  compliance, 
■reduction.  Faster  time-to- market.  Plus  the  advantages  of  EMC's  Enterprise  Storage  Network  (ESN):  enhanced 
i  access,  more  efficient  network  performance,  and  automated  storage  management.  We  call  it  The  EMC 
ct."  Imagine  where  we  will  take  your  business.  Reach  us  at  www.EMC.com/rocket  or  1  -  800-4  2  4  -  EM  C  2 ,  ext.  705. 


The  modest  goal:  "Giving  people  the  power  to  do  what 
they  want,  where  and  when  they  want,  on  any  device" 
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vices — from  palmsize  PCs  to  smart  telephones.  At  the  same 
time,  the  Internet  has  changed  everything  by  giving  the 
world  a  level  of  connectivity  that  was  undreamed  of  just 
five  years  ago.  So  we  needed  a  new  vision  centered  around 
the  Internet  and  focused  on  giving  people  the  power  to  do 
anything  they  want,  anytime  they  want,  anywhere  they  want, 
and  on  any  device. 

Second,  the  new  structure  puts  the  customer  at  the 

center  of  everything 
we  do  by  reorganiz- 
ing our  business  divi- 
sions  by  customer 
segment  rather  than  along  product  lines. 

Third,  we're  now  holding  the  leaders  of  our  new  business 
divisions  accountable  to  think  and  act  as  if  they  are  inde- 
pendent businesses.  That  will  give  us  even  more  flexibility  to 
respond  to  changes  in  technology  and  the  marketplace. 

Q:  You've  been  freed  to  spend  more  time  as  the  company's 
visionary.  So  what  technology  do  you  see  on  the  horizon 
that  will  dramatically  change  people's  lives? 
A:  I'm  optimistic  about  what  the  industry  can  achieve,  but  the 
word  "dramatic"  will  mean  different  things  to  different  cus- 
tomers. If  you're  a  large  enterprise  cus- 
tomer, being  able  to  connect  your  em- 
ployees with  on-demand  videoconferencing 
for  collaboration  would  be  dramatic.  If 
you  are  head  of  IT  for  a  large  corporation 
and  can  deploy  software,  do  updates,  and 
change  users  on  a  companywide  network 
of  PCs,  and  never  visit  a  desktop,  ever — 
that's  dramatic.  If  you  have  a  PC  at  home 
and  use  the  Web  to  buy  products  such  as 
a  car,  a  TV,  or  a  dishwasher,  and  if  you 
can  use  your  PC  to  track  the  warranties, 
find  the  nearest  repair  center,  and  have 
your  PC  store  remind  you  of  all  that  in- 
formation— that  would  be  dramatic. 


those  discussions  The  last  thing  I  want  to  do  is  get  t 

notion  that  we  won't  have  any  full-screen  devices  and 
won't  be  creating  documents  ever  again. 

Q:  Which  three  companies  do  you  consider  to  be  your  bigm 
competitors  today,  and  why? 

A:  In  25  years  in  this  industry,  I  have  never  seen  so  mil 
competition  in  every  single  area,  and  the  competitive  lap 
scape  and  market  boundaries  are  constantly  changing,  in 
the  software  industry,  the  barriers  to  entry  are  very  low,fc 
anyone  with  great  ideas  can  build  a  business.  New  compii- 
tors  such  as  Linux  are  constantly  emerging  and  growg 
amazingly  fast.  In  the  U.  S.  alone,  $14.3  billion  in  venture  <M 
ital  was  raised  in  1998.  That  was  a  record,  and  all  of  the  2ft 
growth  [in  venture  capital]  last  year  was  invested  in  IT  ca- 
panies.  Plus  the  vc  number  doesn't  count  the  cash  that  ccv 
panies  like  IBM,  Intel,  Compaq,  Time  Warner,  Disney,  rd 
many  others  are  investing  in  startups.  So  it's  hard  to  nai 
just  three  competitors,  because  we  have  so  many  in  eacrjf 
our  businesses,  and  they  are  changing  constantly.  But  I  <n 
probably  narrow7  today's  list  down  to  IBM,  Sim,  AOL/Netscafc 
Novell,  Linux,  and  Oracle. 

There's  an  unchanging  competitor  too — ourselves.  Cl 
tomers  can  choose  whether  to  stay  w| 
the  software  they  have  or  upgrade! 
our  new  products.  We  have  to  ensil 
that  all  new  releases  are  much,  rmh 
better  than  our  previous  products.!! 
they  aren't,  customers  won't  upgrad 


Q:  Do  you  think  information  appliances 
will  become  as  popular  as  desktops?  If  so, 
/>ow  will  Microsoft  fare  in  that  world? 
A:  Desktop  pes  have  been  incredibly  suc- 
cessful. Most  businesses  have  them,  and 
50%  of  homes  do.  And  for  most  people,  the 
■PC  will  remain  their  key  computing  tool, 
,but  it  will  also  wrork  alongside  a  lot  of 
other  cool  devices.  That's  why  we've  ex- 
panded our  vision  to  giving  people  the  power  to  do  what 
,they  want,  where  and  when  they  want,  on  any  device.  That 
means  on  PCs,  handheld  pcs,  phones,  or  smart  TVs  such  as 
WebTV.  We're  working  hard  to  provide  the  software,  like 
(Windows  ce,  for  a  range  of  devices.  I'm  not  sure  that  everyone 
who  currently  has  a  PC  will  also  have  a  handheld,  but  the  mar- 
ket will  be  very  large, 
i 

Q:  Is  tlie  company  more  serious  rww  about  going  beyond  the 
fc  and  Windows? 

A:  We've  been  doing  things  that  go  way  beyond  the  PC  for  a 

^ong  time  Who  is  the  biggest  mover  in  TV-based  Internet 

computing?  Well,  that's  us.  Has  it  taken  over  the  PC?  No,  it 
has  not.  Is  it  something  important  that  we  believe  in?  Ab- 
solutely. So  it's  always  hard  to  bring  the  right  balance  to 


U  In  25  years  in 
this  industry,  I  have 
never  seen  so  much 
competition  in 

every  single  area  

New  competitors 
such  as  Linux  are 
constantly  emerging 
and  growing 
amazingly  fast  f  f 


Q:  Is  there  any  threat  that  keeps  yk 
up  at  night? 

A:  Well,  my  daughter  used  to  keep  e 
up,  but  she's  older  now.  I  imagine  wId 
our  new  baby  comes  I  will  also  hre 
some  sleepless  nights.  Seriously,  ev<y 
year  we  have  been  in  business  tine 
have  been  serious  threats  to  our  0 
ture.  But  we  just  work  hard  and  k(D 
focused. 


BILL  GATES,  Microsoft 


Q:  Has  the  Justice  Dept.'s  antitrM 
suit  against  Microsoft  had  a  sign* 
cant  effect  on  the  company? 
A:  The  legal  side  of  the  thing  doest 
really  affect  the  people  at  Micros t 
who  are  building  the  software,  work? 
with  customers,  or  anything  like  th* 
If  you  looked  at  my  calendar,  you'd  find  maybe  2%  to  3%i 
my  time  is  spent  on  this.  I  did  my  deposition.  That  was  a  f» 
days.  I  talk  to  lawyers  every  couple  weeks  about  how  they; 

seeing  things  Contrary  to  this  image  that's  created  i 

the  press,  it's  not  something  that  is  a  major  focus  for  me. 

Q:  Can  yon  imagine  yourself  doing  anything  besides  leadi] 
Microsoft? 

A:  I've  said  many  times  that  I  have  the  best  job  in  the  woi. 
I  get  to  work  on  really  interesting  projects,  like  figuring  d 
howr  to  make  digital,  audio,  and  video  so  easy  that  a  grai- 
mother  can  see  her  three-month-old  granddaughter  on  lr 
PC.  I  get  to  work  with  an  incredible  group  of  smart  people  w) 
are  helping  solve  hard  technical  problems.  I  love  the  sc- 
ware  business,  so  I  plan  to  stick  around  for  a  long  time. 
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lA?Roth  IRA? Keogh?40l (k)? 
he  more  the  merrier. 
7orjou,  not  Uncle  Sam.) 


V  supplementing  retirement 
vings  with  annuities, 
>u're  not  limited  in  how  much 
oneyjou  can  defer. 


•tablish  an  Education  IRA  or 
$29  College  Savings  Account, 
he  tax  advantages  will  help  pay 
e  tuition  costs  later. 


rith  a  charitable  remainder  trust  and 
smart  insurance  strategy, you  can 
ave  money  to  jour  favorite  charity 
id  a  legacy  tojour  heirs, 
istead  of  to  the  folks  in  Washington. 


Our  interest-only  mortgages 
offer  lower  monthly  payments 
and  can  help  reduce  taxes. 


Unlike  some  mutual  funds,  index 
funds  with  low  turnover  leave  you 
less  exposed  to  capital  gams  taxes. 


Tax-exempt  municipal  bonds  can  help  you 
lower  taxes  and  increase  cashflow  now. 


Need  help?  lour  Merrill  Lynch 
Financial  Consultant  can  draw 
upon  our  tax,  estate,  annuities, 
trust  and  mortgage  specialists. 


By  2009,  it's  estimated  that  the  government 

will  have  a  surplus  of  $381  billion. 
Here  are  a  few  ways  to  stop  contributing  to  it. 

lie  IRS  has  136,000  people  fit* 

Ask  Merrill  at  mlol.ml.com  or  call  I-800-MERRILL,  ext  4109. 
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Merrill  Lynch 
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TIME  TO  BUY  NET  STOCKS' 


F 

i  i 


,  By  Dean  Foust 

irst,  a  confession:  I'm  an  Internet 
junkie.  I've  burned  thousands  of 
hours  surfing  the  Web  to  research 
the  articles  I've  written,  the  cars  I've 
bought,  the  investments  I've  made,  and, 
oh  yeah,  the  latest  news  on  my  beloved 
North  Carolina  Tar  Heels.  I've  used 
"E-tailers"  like  Amazon.com  Inc. 
and  Microsoft  Corp.'s  Expedia  to 
purchase  books,  stocks,  music 
CDs,  flowers,  airline  tickets — 
you  name  it.  My  advice?  Don't 
buy  Internet  stocks.  If  you 
own  any,  dump  them  and 
don't  look  back.  Because  if 
there's  any  term  that  de- 
scribes Wall  Street's  love  af- 
fair with  Net  stocks,  it  ain't 
Revolution  or  New  Para- 
digm. It's  Bubble. 

Make  no  mistake,  I 
believe  the  Internet  is 
profoundly  improving 
how  we  perform  many 
routine  tasks  and  will 
continue  to  transform  en- 
tire industries.  But  it  defies 
logic  that  the  Internet's  growing 
influence  over  the  U.  S.  economy 
justifies  the  $2  trillion  valuation 
that  Net-related  companies  hav 
been  given  by  investors.  That's  rough- 
ly 20%  of  all  U.  8.  equities,  and  three- 
quarters  as  much  as  all  the  companies  in 
the  Japanese  stock  market ,  says  Morgan 
Stanley  Dean  Witter  economist  Stephen 
S.  Roach. 

GONE  OVERBOARD.  In  their  rush  to  cash 
in  on  the  Internet,  investors  have  gone 
overboard.  The  valuations  afforded  bell- 
wether stocks  such  as  Amazon.com,  Ya- 
hoo!, and  eBay — which  trades  at  !)0() 
times  last  year's  earnings — have  snared 
beyond  what  these  companies'  earnings 
could  ever  justify. 

Think  about  it:  Even  if  priceline.com 
Inc.,  whose  site  auctions  empty  airline 
seats,  succeeded  in  filling  every  vacant 
scat  on  every  major  carrier,  the  com- 
missions from  those  transactions  still 


couldn't  justify  the  company's  current 
$21  billion  valuation — one  that  exceeds 
the  combined  market  capitalization  of 
Delta  Air  Lines,  us  Airways,  and  Unit- 
ed Airlines.  The  market  is  valuing  each 
dollar  of  priceline.com  revenue  at  $109, 
compared  with  $2.41  for  IBM.  Granted, 
priceline.com  believes  it  can  branch 
out  to  auctions  of  hotel  rooms,  cars, 
and  mortgages.  But 
those  markets 


NET  COMPANIES'  SHARES 
ARE  SKY  HIGH... 

NET  STOCKS  VS.  IBM 


AMA20N.COM 


MARKET  CAP  PER 
DOLLAR  OF 
REVENUE* 


0  40  80  120  160 

►  DOLLARS    -REVENUE  ANNUALIZED  FROM  LATEST  QUARTER 
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are  unproven.  Besides,  if  priceline.fc 

does  make  it  big,  what's  to  stopB 
companies  that  supply  the  goods  it  m 
tions  from  cutting  out  the  middle™ 
and  conducting  their  own  auctim 
Nothing. 

For  all  the  rhetoric  about  the  boiB 
less  potential  of  cyberspace,  at  sm 
point  these  upstarts  have  to  growB 
and  be  valued  like  real  companies.  1 
when?  New  Jersey  money  manafi 
David  Dreman  recently  applied  the  I 
ditional  dividend  discount  model  tm 
bellwether  Internet  stocks.  I 
assumption:  Earnings  gi 
50%  for  the  next  thl 
years  and  25%  for  the  1 
years  after  that,  grm 
ally  trending  dowrl 
a  mature  7.5%  grow 
rate  around  the  yj| 
2020.  By  that  measl 
eBay  should  be  wcm 
not  $187  per  share,  1 
somewhere  between  $3  § 
$6,  depending  on  the  m 
premium  you  apply.  Yahl 
which  currently  boasts  a  I 
of  470,  should  trade  notl 
$161,  but  as  little  as  $13.  | 
to  for  all  the  other  stop 
that  Dreman  examined,! 
eluding  Amazon.com,  Ame* 
Online,  and  E* Trade  Group!1 
Even  at  that,  Dreman  Fl 
have  been  too  generous.  The  real 
to  be  bearish  on  Internet  stocks  at  tl* 
current  valuations  is  that  many  li 
players  may  be  facing  the  paradop 
Profitless  Prosperity:  robust  revenf 
and  wafer-thin  profits. 
LOW-COST  invaders.  The  same  low  lfl[ 
riers  to  entry  that  enabled  sites  sucipt- 
Amazon.com  and  E*Trade  to  sneaky 
on  the  old  guard  will  leave  them  sir 
larly  vulnerable  to  low-cost  upstal 
Actually,  not  all  of  the  invaders  are  rv 
kids  on  the  block:  Even  Yahoo!  is  it 
ting  in  on  the  action  by  undercut^ 
eBay,  which  charges  sellers  a  2.59?  © > 
mission.  (Yahoo!  offers  sellers  its  onlj* 
auction  service  for  free,  relying  on 
revenues  to  make  a  buck.) 

Heightening  the  competition  are  w 
per-search  sites  such  as  Best  B<f 
Buys.  It  provides  head-to-head  p« 
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aarisons  between  book  retailers — 
will  link  you  to  six  online  book- 
rs  that  will  sell  you  Tom  Wolfe's  A 
,  in  Full  for  as  much  as  28%  below 
,  Amazon  charges.  Given  the  lack  of 
iers  to  competition,  how  can  Web 
;rs  like  Amazon  ever  hope  to  enjoy 
and  of  pricing  power  that  a  Gillette 


or  a  DaimlerChrysler  enjoys  in  the  real 
world? 

For  all  the  dollars  I've  spent  on  the 
Web,  it  isn't  clear  any  of  these  sites 
has  made  a  dime  of  profit  from  me. 
Every  time  I  book  a  flight  through  Ex- 
pedia,  Microsoft  earns  roughly  $10 — 
part  of  which  goes  to  the  airlines  for 


use  of  their  reservation  systems.  But 
any  profits  are  certainly  offset  by  the 
countless  times  I've  searched  Expedia 
for  a  fare  but  didn't  book  a  flight — leav- 
ing Microsoft  on  the  hook  for  the  fees  to 
airlines.  This  is  the  stuff  that  p-e  multi- 
ples of  1,000  are  made  of? 

Foust  is  Atlanta  bureau  chief. 


ES 


inda  Himelstein 

Iaybe  I'm  crazy.  I'd  have  to  be  to 
think  that  America  Online  Inc.  is 
worth  40%  more  than  mighty 
Warner  Inc.,  right?  Or  that  mon- 
sing  Amazon.com's  value  is  justifi- 
at  seven  times  the  combined  mar- 
alue  of  giants  Barnes  &  Noble  and 
ers  Group?  But  when  it  comes  to 
iext-to-impossible  exercise  of  valu- 
riese  and  other  Internet  superstars, 
imply  a  believer. 

irget  all  the  financial  wizardry.  Vir- 
Y  every  Wall  Street  analyst  has 
to  concoct  some  formula  to 
lint  the  correct  valuation  of 
net  stocks.  But  those  ef- 
are  pretty  much  shots  in 
lark.  The  stock  prices  of  . 
>  companies  are  based 
m  on  what  the  future 
;  for  the  Web,  and  no 
al  ball  can  predict  that. 
Du've  got  to  make  a  gut 
My  gut  tells  me  the  In- 
:t  is  going  to  be  big. 
luge. 

,  A  BABY.  First,  some 

facts.  The  Internet 
11  just  a  baby.  Some 
nillion  people  around 
dobe  are  logged  on  to 
let  now,  according  to  In- 
itional  Data  Corp.  By 

IDC  expects  that  figure 
ushroom  to  500  million, 
e  spending  is  also  in  for  a 
lerable  bump,  idc  predicts 
businesses  and  consumers, 
i  spent  a  combined  $50  billion 
i  in  1998,  will  fork  over  $1.3  trillion 
33. 

now  we're  talking  real  dough. 
y  that  to  a  company  like  online 
oneer  eBay  Inc.,  which  is  the 
i  most  trafficked  site  as  measured 
ige  views  and  average  time  spent 
5ing  goodies  like  Beanie  Babies 
intique  pickle  jars.  The  four-year- 
jpstart  is  already  racking  up 
)00  in  revenue  per  employee,  more 
four  times  the  ratio  of  super-effi- 

Wal-Mart  Stores  Inc.  That  edge 
a;row  because  already  profitable 


eBay  won't  have  to  add  many  employ- 
ees to  ratchet  up  its  offerings.  Much 
more  revenue,  not  much  more  cost:  It 
doesn't  take  a  rocket  scientist  to  figure 
out  that  economies  of  scale  like  this — 
enjoyed  by  numerous  Web  leaders — 
will  lead  to  a  rosy  future.  Maybe  a 
market  cap  of  $26  billion  doesn't  sound 
so  far  off  after  all. 

A  similar  calculation  could  be  made 
for  Amazon.com — despite  the  expecta- 
tion that  it  will  continue  to  lose  mil- 
lions of  dollars  for  at  least  three  more 
years  because  of  growing  marketing  and 
infrastructure  spending.  Here's  a  com- 


...BUT  SO  IS  THEIR  GROWTH 

NET  STOCKS  VS. 

IBM  ANNUAL 

REVENUE  GROWTH  RATE* 

EBAY 

1,031% 

AT  HOME 

460 

AMAZON.COM 

328 

YAHOO! 

192 

AMERICA  ONLINE 

66 

IBM  8 

*FIRST  QUARTER  OF  1997  THROUGH  FIRST  QUARTER  OF  1999 
DATA:  BLOOMBERG  FINANCIAL  MARKETS 


pany  with  $294  million  in  revenue  in 
its  most  recent  quarter.  That  represents 
an  annual  growth  rate  of  328%  in  the 
past  two  years,  compared  with  8%  for 
IBM  (table). 

And  this  is  before  Amazon's  expan- 
sion into  new  products  and  services  has 
kicked  in.  ceo  Jeffrey  P.  Bezos  wants  to 
make  Amazon  the  place  for  millions  of 
consumers  to  find  "anything  that  they 
might  want  to  buy  online."  So  far,  he 
has  been  able  to  do  that  no  matter  what 
product  he's  peddling.  Some  66%  of 
Amazon's  customers  are  repeat  buyers, 
and  the  company  ranks  at  the  top  in 
surveys  of  customer  service.  Is  it 
such  a  stretch  to  say  that  Amazon, 
with  a  current  market  cap  of  $24 
billion,  could  be  the  Wal-Mart  of 
the  Internet?  (Wal-Mart's  mar- 
ket value  is  $200  billion.) 

STANDARD    SLAMS.  The 

two    standard  slams 
B  against  Net  stocks  are 
»     B  that  Internet  revenues 
V^^V  can'l 

quickly  as  fans  expect 
and  that  Net  companies 
are  vulnerable  to  new  en-; 
trants.  But  as  time  goes 
by,  both  arguments  are' 
steadily  weakening.  Com-( 
panies  like  aol  and  Ya- 
(  )       hoo!  Inc.  have  consistent-; 

V.  ^    J     ly  blown   through  Wall 
V»>--^    Street's  revenue  projections. 
This  is  particularly  impressive 
for  Web  granddaddy  aol.  And 
as  for  those  supposedly  low  bar- 
riers to  entry,  aol  and  other  Web 
leaders  are  proving  they  have  two 
powerful  advantages  over  newcom- 
ers: brand  loyalty  and  hard-won  tech- 
nical expertise. 

All  this  is  not  to  say  that  there  won't 
be  a  heap  of  overvalued  dogs  in  the  In- 
ternet space.  And  even  good  stocks  will 
gyrate — with  its  latest  tumble,  for  in- 
stance, Amazon.com  is  off  nearly  one- 
third  from  its  high  last  month.  But  if 
you  believe  the  Internet  is  a  revolution- 
ary force  that  will  change  the  way  we 
conduct  business  and  how  we  buy  every- 
thing from  cars  to  cribs,  then  snapping 
up  stocks  valued  at  several  hundred 
times  earnings  today  may  not  be  crazy  at 
all.  Indeed,  it  may  be  crazy  not  to. 

Himelstein  is  Silicon  Valley 
bureau  chief. 
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BROKERAGES 


HOW  PUBLIC 
IS  THIS  IPO? 

Goldman's  deal  is  a  smash- 
that  ensures  tight  control 


o 


n  May  4,  Wall  Street  could  talk  of 
little  else.  The  long-awaited  Gold- 
man Sachs  Group  initial  public  of- 
fering raised  $3.6  billion,  making  it  the 
second-largest  ipo  ever.  The  deal  put 
the  market  capitalization  of  the  130- 
year-old  investment  bank  at  a  healthy 
$33  billion.  On  the  first  trade,  Goldman's 
freshly  minted  69  million  shares  zoomed 
from  53  to  76  per  share,  before  closing 
the  day  at  70%.  "Without  any  doubt,  it 
was  absolutely  a  stellar  success,"  says 
one  non-Goldman  banker  who  was  close 
to  the  deal.  "To  have  priced  this  much 
paper — and  as  a  nontechnology  ipo — is 
incredible." 

But  don't  be  fooled.  While  Goldman 
is  now  public,  it  is  still  very  much  the 
same  intensely  private  partnership  that 
it  has  always  been.  To  be  sure,  Gold- 
man has  a  new  GS  stock  symbol  and 
the  acquisition  currency  to  execute  its 
global  ambitions.  In  fact,  Goldman  is 
set  to  launch  a  major  corporate-image 
advertising  campaign  in  the  near  fu- 
ture. But  despite  a 


BONANZA:  CEO  Paulson  (right)  owns  0.8%  of  the  stock,  worth  $286  million 


media  were  invited.  Only  Goldman 
cameras  taped  the  event  for  a  live  feed 
to  Goldman  employees. 

Some  argue  that  Goldman  is  now 
even  more  tightly  controlled.  Its  17-per- 
son  management  committee  is  in  charge, 
while  the  broader  group  of  221  part- 
ners who  voted  on  major  decisions  are 
now  less  powerful.  "The  only  ones  who 
will  count  is  the  in- 


new  board  of  direc 
tors,  Goldman  will 
continue  to  be  man- 
aged by  its  employ- 
ees, for  its  employ- 
ees— with  a  few 
public  shareholders 
allowed  to  climb 
aboard  for  the  ride. 
Says  one  insider: 
"We're  going  to  let 
you  in.  Now  shut 
up  and  sit  back  and 
we'll  let  you  know 
how  much  you 
made." 

"INNER  CIRCLE."  Goldman  is  hardly  be- 
having like  a  public  company  that  ac- 
cepts the  normal  give-and-take  of 
shareholders,  competitors,  and  the 
press.  It  maintained  unprecedented 
control  over  the  placement  of  its  stock. 
It  even  tightly  controlled  the  ceremony 
at  the  New  York  Stock  Exchange, 
where  Goldman  Chief  Executive  Henry 
M.  Paulson  Jr.  rang  the  opening  bell 
to  celebrate  the  first  day  of  trading. 
Instead  of  the  usual  publicity  fest,  no 


Who  Owns  Goldman 
Sachs?  Goldman  Sachs 


GOLDMAN/GOLDMAN-CONTROLLED  STOCK 

GOLDMAN  PARTNERS 

48.3% 

GOLDMAN  EMPLOYEES 

21.2 

RETIRED  GOLDMAN  PARTNERS 

8.5 

SUMITOMO  AND  KAMEHAMEHA 

9.4 

87.4% 

PUBLIC  STOCK 

12.6% 

TOTAL 

100.0% 
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ner  circle,"  says  the 
same  insider.  "For 
the  rest  of  the  man- 
aging directors,  it 
will  be  the  same  as 
if  they  worked  for 
Chase." 

By  far  the 
biggest  chunk  of 
Goldman  —  some 
48.3%— is  still 
owned  by  the  221 
former  partners 
(table).  The  largest 
single  owner  is  for- 
mer ceo  Jon  S.  Corzine,  who  owns 
0.9%,  now  worth  $305  million.  Paulson 
owns  a  0.8%  interest.  The  next  biggest 
chunk,  some  21.2%,  is  owned  by  Gold- 
man nonpartner  employees.  Some 
17.9%  is  owned  by  retired  Goldman 
partners  and  two  longtime  investors, 
Sumitomo  Bank  Ltd.  and  Hawaii's 
Kamehameha  Activities  Assn. 

That  leaves  12.6%  of  the  stock  for 
the  public.  But  on  closer  inspection,  few 
of  the  public  shareholders  were  folks 
who  happened  to  be  lucky  enough  to 


snare  a  few  shares.  First  of  all,  iri 
stunning  break  from  decades  of  und| 
writing  tradition,  Goldman  dissed  8 
entire  syndicate  of  12  co-managers,  frij 
Morgan  Stanley  Dean  Witter  to  Ma 
rill  Lynch  &  Co.,  by  paying  them  na 
lions  to  do  nothing.  Usually,  co-maj 
agers  get  paid  to  sell  a  set  allocationij 
the  total  stock  to  their  customers.  \i 
stead,  Goldman  allocated  no  stock  J) 
any  of  its  traditional  competitors,  placig 
almost  every  share  in  the  hands  of  is 
own  customers. 

FRIENDLY  INVESTORS.  Of  the  25%  jj 

the  stock  that  went  to  retail  customef 
some  20%  went  to  the  clients  of  GolJ 
man's  elite  rank  of  420  brokers,  wi 
serve  only  the  wealthiest  of  tfl 
wealthy,  competitors  estimate.  The  f 
maining  5%  went  to  Wit  Capital,! 
which  Goldman  owns  20%>,  and  GS-Gj 
line,  which  Goldman  just  launched  $ 
April  to  act  as  an  underwriter  of  ni( 
via  the  Internet. 

Goldman's  puipose  in  controlling  1)J 
process  so  tightly?  Some  rivals  say  tl| 
its  main  motive  was  to  price  the  stdj 
low  enough  to  ensure  that  it  would  I 
predate  greatly  and  thus  trade  a1s 
premium  to  its  two  competitors,  Mor^r 
Stanley  Dean  Witter  and  Merrill  Lynl 
at  least  initially.  Sources  close  to  Gel 
man  say  that  the  goal  was  to  phi 
stock  with  long-term  investors  ar 
friends.  Says  one:  "This  is  our  compfjj; 
and  our  stock." 

By  Leah  Nathans  Spa 
in  New  Y(i 
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\  Renaissance  Person 
vants  a  hotel  that 
:an  show  you  a 
jood  time,  in  no  time. 

kit  only  for  a  limited  tim 


f  our  dedication  to  pleasing  guests,  our 
erb  dining  and  our  warm,  inviting 
osphere  weren't  reason  enough  to  stay  at  a 
laissance,  along  comes  our  25K  Bonus  Promotion 

dw  Marriott  Rewards  members  who 
^n  up  for  our  special  bonus  will  get  5,000 
tra  points  for  every  3  stays*  at  participating 
>naissance  Hotels  and  Resorts-or  Marriott  Hotels, 
?sorts  and  Suites-before  September  6,  1999. 

irn  up  to  25,000  bonus  points.  Add  them  to  the  points 
■u're  already  racking  up  as  a  Marriott  Rewards  member,  and 
;ach  here  you  come.  (Or  cruise,  flight,  car  rental,  vacation 
ickage...)There  are  over  1,500  places  worldwide 
icluding  glorious  resorts)  where  you  can  redeem  your  points. 

i  sign  up  for  the  25K  Bonus  and  make  your  reservation,  just 
ick  over  to  www.marriottrewards.com,  or  call  1-888-977-7012. 

It's  time  for  a  Renaissance. 

neans  the  complete  period  for  which  payment  was  made  (either  one  night  or  consecutive  nights)  from  check-in  to  checkout. 

ance  Locations:  North  America:  Arizona:  Scottsdale  California:  Indian  Wells,  Long  Beach,  Los  Angeles,  San  Francisco  (2)  "  Colorado:  Denver  Washington,  D.C.  (2)  ■  Florida:  Orlando  (2),, 
rsburg  •  Georgia:  Atlanta  (3),  Lake  Lanier  •  Hawaii:  Maui  Illinois:  Chicago,  Oak  Brook,  Springfield  Maryland:  Baltimore  «  Massachusetts:  Boston  Missouri:  St.  Louis  «  New  York: 
rk,  White  Plains  -  Ohio:  Cleveland  *  Tennessee:  Nashville  '  Texas:  Austin,  Dallas  (2),  Houston  Washington:  Seattle  «  Canada:  British  Columbia:  Vancouver  ■  Montreal:  Quebec  •  Ontario: 
a  Falls  ■  Asia-Pacific:  China:  Hong  Kong  (2)  •  India:  Goa  •  Japan:  Gifu,  Naruto,  Okinawa,  Sapporo,  Tokyo  »  Korea:  Seoul  "  Malaysia:  "Kuala  Lumpur  (3),  Melaka,  Sandakan  ■ 
ir:  Yangon  •  Philippines:  Manila  Australia:  Sydney  -  Europe:  Austna:-Vienna  (2),  Salzburg  ■  Czech  Republic:  Prague  »  France:  Paris  •  Germany:  Chemnitz,  Cologne,  Dusseldorf, 
:h-Partenkirchen,  Hamburg,  Karlsruhe,  Leipzig,  Munich  •  Russia:  Moscow  •  Switzerland:  Zurich  The  Netherlands:  Amsterdam  •  United  Kingdom:  Gatwick,  London  Heathrow, 
ister,  Reading  ■  Turkey:  Antalya,  Istanbul  «  Middle  East:  Egypt:  Alexandria  •  Israel:  Jerusalem  South  America:  Brazil:  Sao  Paulo  •  Caribbean:  Dominican  Republic:  Santo  Domingo  * 
):  *Ocho  Rios  'U.S.  Virgin  Islands:  St.  Thomas  Opening  Soon:    China:  Beijing  •  Israel:  Tel  Aviv  «  Malaysia:  Kota  Bharu  •  North  Carolina:  Asheville,  Charlotte    Oklahoma:  Oklahoma  City 
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COMMENTARY 

By  Gary  Weiss 


DON'T  DISARM  THESE  SECURITIES  COPS  ON  THE  BEAT' 


On  the  surface,  it  seems  like  a 
web  of  duplicative  regulation. 
All  50  states  currently  license 
stockbrokers  who  want  to  do  busi- 
ness in  their  states,  even  if  their 
offices  are  on  the  other  side  of  the 
country.  Brokers  already  are 
licensed  by  the  National  Association 
of  Securities  Dealers  and  regulated 
by  the  Securities  &  Exchange  Com- 
mission and  the  various  exchanges. 
So  why  not  streamline  all  this  regu- 
lation and  licensing  authority  and 
require  that  brokers  have  to  be 
licensed  only  by  the  nasd  and  their 
home  state? 

That  is  just  what  Wall  Street's 
trade  group  and  lobbying  arm,  the 
Securities  Industry  Assn.,  proposed 
on  Apr.  29.  Congress  is  considering 
changes  in  the  nation's  securities 
laws,  and  the  si  A  proposal  came  at 
the  invitation  of  Senate  Banking 
Committee  Chairman  Phil  Gramm 
(R-Tex.),  who  asked  for  ideas  to  in- 
corporate in  a  bipartisan  consensus 
bill.  The  Street's  legislative  pack- 
age, predictably,  was  immedi- 
ately attacked  by  state  regu- 
lators, who  say  it  would 
derail  their  efforts  to  curtail 
rogue  brokers.  But  the  sia 
notes  that  states  would  continue 
to  license  brokerage  firms  and 
could  still  punish,  by  criminal  ac- 
tions and  civil  injunctions,  bro- 
kers and  firms  that  rip  off  in- 
vestors. "We  are  trying  to 
fine-tune  some 
of  the  rela- 


tionships between  the  federal  and 
the  state  governments,"  says  sia 
general  counsel  Stuart  J.  Kaswell. 

An  idea  whose  time  has  come — or 
an  attack  on  the  local  "securities  cop 
on  the  beat"?  In  fact,  the  state  reg- 
ulators have  a  point.  The  Street's 
proposal  would  be  a  major  step 
backward  just  when  state  and  feder- 
al regulators  seem  finally  to  be  hav- 
ing an  impact  on  micro-cap  fraud. 
Some  states  are  among  the  most 
tenacious  prosecutors  of  securities 
scamsters. 

The  sia  proposal  would  curtail  ef- 
forts to  prosecute  cross-border  stock 
fraud.  Brokers  cold-call  throughout 
the  country  and  must  be  licensed  in 
a  state  in  order  to  open  accounts 
with  residents  of  that  state.  State 
regulators  want  to  retain  the  ability 
to  stop  crooked  brokers  from  preying 
on  their  residents  in  the  first  place. 
Joseph  P.  Borg,  director  of  the  Al- 
abama Securities  Commis- 
sion, notes  that  under 
the  sia  proposal,  he 
would  have  to  wait 
until  a  broker  rips 
off  an  Alabama  resi- 
dent before  he 


could  take  action.  Borg  would  prefer 
to  keep  the  present  system,  under 
which  he  examines  broker  records  or 
a  case-by-case  basis — and  shuts  out 
ones  with  excessive  arbitration 
awards  or  other  red  flags. 

State  regulators  note  that  rogue 
brokers  often  come  to  their  attentior 
when  they  move  to  a  new  firm  and 
apply  to  do  business  in  their  states. 
The  sia's  Kaswell  recognizes  the 
"traveling  rogue  brokers"  problem, 
but  says  that  the  solution  is  to  put  a 
stop  to  them  while  they  are  in  "bro- 
kerage firm  A  before  they  migrate  ti 
brokerage  firm  B." 
SHORT-STAFFED.  Unfortunately,  that 
ignores  reality.  Yes,  in  a  perfect 
world,  regulators  would  promptly 
pull  the  licenses  of  brokers  who  rip 
off  customers.  But  the  nasd,  sec, 
and  state  agencies  are  all  under- 
staffed— and  some  states  are  faster 
and  more  conscientious  than  others. 
In  1998,  Massachusetts  declined  to  1 
cense  323  brokers  who  were  already 
approved  by  less  vigilant  industry 
regulators  despite  what  the  state  de 
scribes  as  "significant  previous  disci- 
plinary problems." 

Indeed,  state  regulators  have 
been  playing  an  increasingly  crucial 
role  in  the  effort  to  curtail  securitie 
fraud — and  not  just  in  their  own 
states.  Alabama's  Borg,  for  example 
has  testified  in  Congress  about  the 
network  of  brokers  formerly  affiliat 
ed  with  Stratton  Oakmont,  the  de- 
funct New  York  micro-cap  broker- 
age whose  principals  have  beei 
the  subject  of  numerous  civil 
and  criminal  actions.  Borg  rf 
cently  acted  to  expel  from 
Alabama  a  firm  whose  bro 
kers  migrated  en  masse 
from  a  Stratton-linked  firm 
Borg  and  other  state  regula- 
tors have  worked  closely 
with  the  nasd  and  the  feds  ii 
stomping  out  investor  fraud. 
The  Street  should  support  the 
states  in  their  efforts  to  police 
rogue  brokers  and  abandon  its  ill- 
conceived  effort  to  cut  back  on  stat 
licensing  power. 
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CORPORATE  CAPITAL  

RAISING  FUNDS 
ON  THE  CHEAP 

More  companies  are  using  DRIPs  to  avoid  Wall  Street  fees 


i 


t  used  to  be  a  perfectly  innocu 
ous,  humdrum  investment 
tool — the  dividend  reinvest- 
ment plan  (drip).  It  was  de- 
vised in  the  mid-1960s  as  a 
means  of  letting  share- 
holders  reinvest  their 
dividends  by  buying  ad- 
ditional shares. 

It    is   turning  out. 
though,  that  drips  are 
not  quite  so  innocuous 
anymore.   Over  the 
years,  the  drip  has 
morphed  into  a  de- 
vice that  lets  any 
individual  investor 
buy  stock  directly 
from   a  company, 
permitting    it  to 
raise  large  amounts 
of  capital  without  using 
the  services  of  a  Wall 
Street  intermediary.  Fees 
are  typically  a  fraction  of  the  cost  of 
using  a  broker. 

In  the  past  two  years,  the  number  of 
companies  with  active  drips  has  quadru- 
pled, to  1,200.  And  about  half  the  plans 
are  now  open  to  first-time  investors. 
Charles  B.  Carlson,  editor  of  The  drip 
Investor  Newsletter,  estimates  that  as 
many  as  5  million  people  now  invest 
through  drips. 

DIFFERENT  animal.  More  disconcerting 
to  Wall  Street,  however,  is  the  recent 
development  of  so-called  super-DRiPs. 
They  enable  companies  to  tap  into  the 
institutional  market,  raising  much  larg- 
er sums  in  shorter  periods  of  time. 
"They're  going  after  the  really  big  mon- 
ey now,"  says  analyst  Rick  Lawler  at 
World  Research  Advisory  Group. 

The  conventional  drip  typically  limits 
investments  to  about  $5,000  per  month. 
In  a  good  year,  a  company  could  expect 
to  raise  a  couple  of  million  dollars  if  it 
issued  new  stock.  But  for  raising  capital, 
it's  peanuts  for  large  and  even  midsize 
companies. 

The  super-DRiP,  on  the  other  hand, 
is  a  wholly  different  animal.  It  allows  is- 
to  waive  contribution  limits,  so 
ors  can  buy  larger  blocks  of 


BYPASSING  THE  BROKER 

Companies  that  have  harnessed 
DRIPs  as  a  major  source  of  capital 
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shares.  To  attract  big  investors,  issuers 
offer  shares  at  a  1%  to  3%  discount  to 
the  market  price. 

Some  corporations  have  begun  to  use 
super-DRiPs  as  a  major  money-raising 
strategy.  Entergy  Corp.,  a  New  Orleans 
energy  company,  raised  $400  million 
over  18  months  with  a  plan  it  adopted 
in  1996.  It  used  the  proceeds  to  pay  off 
bank  debt  from  two  overseas  acquisi- 
tions. Manager  of  Finance  Frank  Willi- 
ford  says  the  company  could  have  raised 
a  lot  more.  "It  took  a  few  months  to  get 
the  ball  rolling,  but  we  ended  up  with 
more  requests  than  we  could  satisfy," 


says  Williford.  Between  the  discoi 
rate,  which  averaged  just  over  2%  d 
ing  the  18  months  the  plan  was  acti 
and  the  fees  paid  to  transfer  ag( 
ChaseMellon  Shareholder  Servic 
which  administered  the  plan,  Willif< 
figures  Entergy  saved  as  much  as  j 
or  $4  million,  using  the  drip  instead  c 
Wall  Street  underwriter.  And  it  was 
complished,  he  says,  without  hav: 
to  send  senior  executives  on  a  cos 
l'oad  show  to  drum 

interest. 
STEADY  STREi 

drips'  flexibility  is  p 
ticularly  attractive 
companies  that  regula 
go  to  the  public  equ 
markets.  Sam  Zell, 
example,  used  a 
per-DRiP  to  raise 
million  for  his 
estate  investrm 
trust,  Equity  Resid 
tial  Properties  Tn 
in  three  months  e< 
last  year. 

In  the  past 
years,  more  than 
companies  have 
up  super-DRiPs, 
more  will  follow, 
cording  to  Marc 
Feuer,  a  senior  mar 
ing    director    at  Bi 
Stearns  &  Co.,  which, 
many  stockbrokers  and  professk 
investors,  is  eager  to  buy  discoun 
shares,  "cfos  are  just  becoming  aw 
of  what  they  can  do  with  these  pla 
says  Feuer. 

One  transfer  agent,  ChaseMe 
Shareholder  Services,  a  joint  vent 
between  Chase  Manhattan  Corp. 
Mellon  Bank  Corp.,  apparently  w£ 
to  add  another  twist.  According 
World  Research's  Lawler,  who  spok 
a  ChaseMellon  insider,  the  comp 
plans  to  use  its  stock-watch  service 
target  desirable  investors  for  con 
nies  and  then  conduct  a  share  auc 
among  them.  An  issuer  could  acc 
bids  based  on  price,  the  bidder's  ide 
ty,  or  both. 

The  super-DRiP  will  never  repj 
the  traditional  secondary  offering, 
David  J.  Bigelow,  executive  vice-pr 
dent  at  Countrywide  Credit  IndustB 
Inc.,  which  formed  a  super-DRll 
1996.  "We  see  it  as  an  additional 
nancing  tool."  For  companies  with] 
continuing  capital  needs,  however, 
super-DRiP  is  becoming  a  very  attj 
tive  alternative  to  expensive 
Street  underwriters. 

By  Andrew  Osterland  in  Chid 


¥e  APPRECIATE  it  .  For  30  years  he  has  known  that  his  company's  growth  depends  on  reliable 
xibfe  information  systems.  Today,  an  IT  network  is  crucial  to  his  company's  survival.  As  his  long-term  partner, 
helped  him  solve  his  problems  over  the  years,  using  experience  gained  implementing  100,000  other  Bull 
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BY  GENE  G.  MARCIAL 

WHY  NEON  LOOKS 
ALL  SET  TO  GLOW 

In  spite  of  the  recent  surge  of  cyclical 
stocks,  Patricia  Chadwick,  chief  in- 
vestment strategist  at  Invesco,  is  con- 
vinced that  growth  issues,  led  by  high 
tech,  will  spearhead  the  advance  into 
the  next  century.  Cyclicals  with  strong 
earnings  growth,  she  adds,  will  help 
broaden  the  market's  rise.  Chadwick 
doesn't  expect  capital  spending  on  tech- 
nology to  abate  anytime  soon:  Compa- 
nies worldwide  must  keep  up  with  new 
developments  to  remain  competitive. 

In  that  vein,  Chadwick,  who  also 
heads  research  at  Invesco,  which  man- 
ages $94  billion  in  assets,  thinks  the 
Internet  will  remain  a  fertile  source 
of  opportunity.  Her  approach:  Invest 
in  unsung  suppliers  to  Net  companies. 

Among  Chadwick's  top  picks  is  Neon 
Systems  (nesy),  a  little-known  soft- 
ware maker  whose  products  make  it 

SOFTWARE  FOR 
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easier  for  businesses  to  participate  in 
E-commerce. 

Neon's  main  product  line,  called 
Shadow,  lets  client/server  and  Inter- 
net-based applications  read,  write,  "talk 
to  each  other,"  and  use  data  on  main- 
frame computer  platforms.  Neon  has 
sold  its  products  to  more  than  200  com- 
panies, including  Exxon,  Merrill  Lynch, 
Motorola,  Sears  Roebuck,  and  Texaco. 

Neon's  stock  isn't  exactly  cheap,  con- 
cedes Chadwick,  but  she  says  it  is  still 
undervalued.  The  stock,  which  went 
public  at  15  on  Mar.  8,  1999,  soared  to 
57  by  Apr.  1  but  has  since  retreated  to 
35%,  as  Net  stocks  slumped.  The  stock 
is  still  trading  at  a  lofty  price-earnings 
ratio  of  95,  based  on  next  year's  pro- 


jected profits.  But  Neon's  top-  and  bot: 
tom-line  growth  is  impressive,  she 
notes.  Revenues  are  expected  to  grow 
from  $29.5  million  in  the  year  ending 
March,  2000,  to  $45.5  million  in  fiscal 
2001.  Earnings  should  jump  from  42#  a 
share  in  2000  to  71$  in  2001. 

Institutions  have  yet  to  discover 
Neon.  Chadwick  thinks  that  once  they 
do,  it  could  climb  back  to  its  high  of  57. 

FRESH  RUMBLES 
AT  INPUT/OUTPUT? 

With  the  sudden  spurt  in  oil  stocks, 
some  industry  watchers  think  that 
large  companies  that  put  their  acquisi- 
tion plans  on  hold  when  crude  prices 
tanked  will  make  a  fresh  run  at  their 
buyout  targets.  One  such  candidate, 
say  some  money  pros,  is  Input/Output 
(io),  a  Big  Board-listed  designer  and 
maker  of  products,  used  on  land  and  at 
sea,  for  collecting  seismic  data.  The 
stock  remains  depressed  even  though 
other  oil  stocks  have  blasted  off — as 
crude  prices  rallied  from  $10  a  barrel 
in  December  to  $18  four  months  later. 

Trading  as  high  as  26  last  May,  the 
stock  is  now  at  7.  Demand  for  its  prod- 
ucts tumbled  when  oil  prices  started 
sliding  in  mid- 1998.  When  the  stock 
price  spiked  last  year,  it  was  rumored 
that  a  number  of  companies,  including 
Baker  Hughes  and  Halliburton,  were 
interested  in  Input/Output. 

The  stock  now  i 
sells  for  less  than      ITS  LOW  PRICE 
its  estimated  book     MAY  DRAW  BIDS 
value    of   $8  a 
share.  But  with . 
cash  of  $36.9  mil- 
lion and  debt  of 
only  $10  million, 
the  stock  should 
fetch  15,  says  one 
strategist  at  an 
investment  firm 
that  focuses  on  oil 
and  gas  issues. 

"Input/Output 
remains  a  technol- 
ogy leader  in  the 
seismic  industry, 
positioned  to  participate"  in  the  ex- 
pected rebound  in  the  demand  for  seis- 
mic-data acquisition  tools,  says  Joe  Ag- 
ular,  an  analyst  at  investment  house 
Johnson  Rice.  "It  wouldn't  surprise  us 
if  some  potential  suitors  attempt  to 
buy  the  company  at  currently  de- 
pressed prices,"  he  says.  "Despite  the 
poor  earnings  outlook,  we  continue  to 
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recommend  purchase  of  the  stock." 
expects  Input/Output  to  post  a  loss 
fiscal  1999,  and  then  show  earnings 
15(2  a  share  in  2000. 

MULTIMEDIA:  THE 
WEB'S  BINGO  HALL 

Bingo  online.  That's  what  Multimei 
Games  (mgam)  has  started  offeri 
at  its  Web  site,  www.betnet.com.  M 
timedia  makes  interactive  bingo  gam 
and  related  electronic  player  statio 
and  equipment,  which  it  sells  to  soi 
70  Native  American  bingo  halls  arou 
the  country.  "Bingo  online  could  fi 
ten  both  revenues 

and  earnings  at      NO  BIG  SCORE 

Multimedia,"  says  SO  FAR 

money  manager  „ 
Steve  Flaks 
of  Flaks  Invest- 
ment Partners  in 
Scottsdale,  Ariz., 
who  is  accumulat- 
ing shares. 

The  stock, 
trading  at  6,  is  at- 
tractive not  only 
because  of  the  In- 
ternet play  but 
also  because  Mul- 
timedia could  end 
up  being  ac- 
quired, says  Flaks.  Informal  talks 
going  on,  he  says,  for  the  possible  pi 
chase  of  Multimedia  by  a  large  mal 
of  slot  and  poker  video  machines. 

The  company's  products  inclu 
MegaBingo,  MegaRacing,  and  Flas 
Cash.  This  last  item  is  a  new  inter 
tive  video  game  available  on  Multin 
dia's  Web  site.  Multimedia  has  a  nic 
in  the  Indian  gaming  halls,  says  Fla 
And  it's  profitable:  He  expects  the  co 
pany  to  earn  55(2  a  share  this  year 
estimated  revenues  of  $125  million, 
from  1998's  35(2  on  $70.5  million  sal( 

Flaks  says  that,  for  a  company  w 
a  market  cap  of  only  $32  million,  M 
timedia  is  way  undervalued — consid 
ing  its  earnings  prospects  and  potent 
on  the  Internet.  He  figures  it's  woi 
25.  Multimedia  Chairman  and  CEO  G 
don  Graves  says  the  Internet  will  « 
hance  Multimedia's  growth  but  declir 
to  comment  on  whether  the  company 
in  talks  with  suitors. 
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From  the  Industrial  Revolution  to  the  Information 
Age,  Business  Week  blasts  through  the  past  with 
A  Century  of  Innovation. 
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CORPORATE  AMERICA'S 
PROFIT  SORPRISE 

Earnings  get  a  second  wind  as  global  markets  firm  and  cost-cutting  kicks  in 


Just  when  it  looked  like  it  might 
cramp  up,  Corporate  America  has 
found  a  second  wind  in  its  profits 
marathon.  Observers  had  fretted 
that  economic  problems  in  Asia  and 
Latin  America,  combined  with  exhaust- 
ed U.  S.  consumers,  would  cut  short  the 
eight-year  inn  of  U.  S.  earnings  growth 


in  the  first  quarter.  But  foreign 
economies  appear1  to  have  stabilized,  and 
consumers  haven't  yet  worn  out  their 
plastic.  That  gave  companies  enough  en- 
ergy to  sprint  to  their  best  earnings 
performance  since  1997's  first  quarter. 

The  payoff  was  surprisingly  sweet. 
Net  profits  rose  12%  and  operating  prof- 


its 8%  during  the  quarter  for  the 
companies  on  business  week's  Co 
rate  Scoreboard,  setting  aside  a  h 
one-time  fall  at  Ford  Motor  Co.  Tl 
quite  an  improvement  from  the  t 
4%  that  Scoreboard  companies  eke 
in  1998's  first  quarter  and  minus  2% 
the  whole  year.  Of  course,  addinjji 


The  Quarter's  Winners  and  Losers 
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PERCENTAGE  CHANGE  FROM 
1  998'S  FIRST  QUARTER 

PERCENTAGE  CHANGE  FROM 
1 998'S  FIRST  QUARTER 

MILLIONS  OF 
DOLLARS 

MILLIONS  Ol 
OOLLARf  m 

AEROSPACE  &  DEFENSE 

95% 

ENTERTAINMENT 

-86% 

CITIGROUP 

$2,489 

SPRINT  PCS  GROUP 

-$605 

pi 

TELECOMMUNICATIONS 

86 

N0NFERR0US  METALS 

-86 

GENERAL  ELECTRIC 

2,155 

NEXTEL  COMMUNICATIONS 

-439 

SEMICONDUCTORS 

63 

STEEL 

-82 

INTEL 

1,999 

METR0-G0LDWYN-MAYER 

-307 

p. 

APPAREL 

54 

CARS  &  TRUCKS 

-79 

FORD  MOTOR 

1,979 

S0NAT 

-212 

COMPUTERS  &  PERIPHERALS  54 

TIRE  &  RUBBER 

-76 

MICROSOFT* 

1,917 

RELIANT  ENERGY 

-210 

b 

POLLUTION  CONTROL 

46 

PETROLEUM  SERVICES 

-68 

BANK  OF  AMERICA 

1,914 

PE0PLES0FT 

-171 

r 

CONSTRUCTION/REAL  ESTATE  45 

CONSTRUCTION  &  ENG. 

-61 

GENERAL  MOTORS 

1,820 

TENNEC0 

-150 

RAILROADS 

40 

PAPER  CONTAINERS 

-61 

PHILIP  MORRIS 

1,787 

INACOM 

-148 

TRANSPORTATION  SERVICES 

37 
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-44 

WAL-MART  STORES** 

1,559 

ADVANCED  MICRO  DEVICES 

-128 

TOBACCO 

34 
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-31 

IBM 

1,470 

DOMINION  RESOURCES 

-116 

COMPUTER  SOFTWARE 

32 

FOOD  RETAILING 

-29 

MERCK 

1,300 

WESTERN  DIGITAL* 

-114 

BANKS-EAST 

32 

AIRLINES 

-28 

AIG 

1,199 

MEDIA0NE  GROUP 

-111 

TELEPHONE  COMPANIES 

28 

GENERAL  MANUFACTURING 

-18 

CHASE  MANHATTAN 

1,173 

BRADLEES** 

-99 

BANKS-MIDWEST 

28 

CHEMICALS 

-14 

BANK  ONE 

1,151 

PENN  TRAFFIC** 

-94 

AUTO  PARTS                    26          GLASS  CONTAINERS           -11           BELL  ATLANTIC              1,142          SMURFIT-STONE  CONTAINER -92 

ALL-INDUSTRY  AVERAGE:  -5%                                                                          *  FISCAL  THIRD  QUARTER  **  FISCAL  FOURTH  QUAR" 

DATA;  STANDARD  &  POOR'S  COMPUSTAT,  A  DIVISION  OF  THE  McGRAW-HILl  COMPANIES 

's  gain  of  $16  billion  last  year  from 
pin-off  of  Associates  First  Capital, 
lance  arm,  changes  things  dramat- 

It  leaves  Ford  with  a  big  earnings 

and  turns  this  quarter's  stellar 
iboard  gains  into  a  5%  decline, 
p-line  growth  also  was  solid.  Sales 
ed  8%,  the  strongest  increase  since 
)urth  quarter  of  '97,  as  once-limping 
rs  like  financial  services,  aerospace, 
emiconductors  came  galloping  back, 
there  was  little  confirmation  in  the 
i  numbers  for  Wall  Street's  recent 
isiasm  for  cyclical  and  smokestack 
s.  Chemicals,  machineiy,  and  metals 
ifacturers  all  continued  to  suffer 
»  profit  drops,  reflecting  sluggish 
seas  economies.  While  the  stock 

of  Caterpillar  Inc.,  for  instance, 
limbed  41%  since  Apr.  1,  first-quar- 
>rofits  plunged  52%.  Clearly,  in- 
rs  are  betting  that  an  earnings  re- 
el is  imminent.  "There's  optimism 
?  market  that  the  sectors  will  ben- 
rom  better  conditions  overseas," 
Charles  L.  Hill,  research  director  at 

Call  Corp. 

HORE  BLUES.  How  did  so  many 
anies  squeeze  out  double-digit  prof- 
reases?  For  one  thing,  they  redis- 
•ed  cost-cutting  with  a  vengeance, 
orations,  including  some  in  telecom- 
cations  and  banking,  laid  off  work- 
rith  abandon  starting  last  Septem- 
But  in  a  booming  economy,  few 
d  jobless  for  long.  And  almost  no 
itopped  shopping.  Consumer  confi- 
i  has  climbed  10%-  from  its  trough 
summer,  reflecting  low  unemploy- 
,  tame  inflation,  and  a  roaiing  stock 
:et,  the  Conference  Board  says, 
translates  into  robust  consumer 
iing — up  6.7%  in  the  first  quarter, 
istest  increase  since  the  expansion 
i  in  1991. 

see  how  companies  have  shaken 
)ffshore  blues,  look  at  Citigroup, 
aanking,  insurance,  and  investment 
noth  piled  up  the  largest  individual 
;:  $2.5  billion.  That's  up  15%  from  a 


year  ago,  and  a  huge  improvement  from 
last  fall,  when  Russia's  debt  default 
creamed  U.  S.  stock  and  bond  markets. 
Citi,  holding  a  chunk  of  Russian  debt, 
was  among  those  stung.  But  in  1999's 
first  quarter,  its  profit  from  global  cor- 
porate lending  and  investing  rebounded 
31%,  while  its  Salomon  Smith  Barney 
unit  turned  lush  merger  fees  and  trad- 
ing gains  into  $648  million  in  profits,  up 
46%.  Says  Citi  Co-Chairman  John  S. 
Reed:  "We  were  certainly  helped  by  the 
fact  that  the  world  was  [again]  in  rela- 
tively good  shape." 

It  also  helped  that  the  nation's  largest 
exporter,  Boeing  Co.,  finally  got  a  grip  on 
its  production  problems.  While  still  facing 
significant  hurdles,  including  sharpened 
competition  from  Airbus  Industrie,  Boe- 
ing raised  earnings  ninefold,  to  $469  mil- 


lion, as  it  boosted  jetliner  output  by  al- 
most a  third.  About  half  went  to  foreign 
carriers  like  Japan  Airlines  Co.  and 
Cathay  Pacific  Airways  Ltd. 

Car  companies  were  able  largely  to 
ignore  weak  sales  in  Europe  and  Latin 
America  by  revving  up  their  U.  S.  sales 
of  sport-utility  vehicles,  minivans,  and 
pickup  trucks.  Consumers  boosted  pur- 
chases of  the  gas-guzzling  brutes  by 
14%  in  the  quarter.  As  a  result,  Gener- 
al Motors  Corp.  rang  up  a  33%  earnings 
gain,  to  $1.8  billion,  while  Ford's  profits 
rose  17%,  to  $2  billion,  excluding  the 
one-time  gain  from  the  Associates'  deal. 

Microsoft  Coip.  also  scored  big,  with 
profits  surging  43%,  to  $1.9  billion.  Its 
15%  sales  growth  was  lower  than  usual, 
hurt  by  the  much-delayed  shipment  of 
Windows  2000  and  a  reluctance  by  com- 


A  Spotlight  on  First-Quarter  Profits 


AFTERTAX  PROFITS 
QUARTER  BY  QUARTER 

PERCENT  CHANGE  FROM 
SAME  PERIOD  OF  PRECEDING 
YEAR,  ALL  INDUSTRIES 

40  _  BREAKING  DOWN 

THE  LATEST  QUARTER 

AS  REPORTED:  -5% 
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INDUSTRIES  WITH  THE  BIGGEST 
DOLLAR  CHANGE  IN  THE  QUARTER 

Turnabout  is  fair  play.  Last  year,  Ford 
Motor's  $16  billion  gain  made  overall 
Scoreboard  profits  look  better  than 
they  were.  This  time  around,  the 
auto  maker's  $2  billion  profit  looks 
paltry  by  comparison,  sending  overall 
profits  down  5%.  But  take  Ford 
out  of  the  equation,  and  a  much  more 
positive  Scoreboard  picture  emerges: 
earnings  up  12%  on  an  8%  revenue 
increase,  the  biggest  profit  boost 
since  the  first  quarter  of  1997.  Tech 
companies  IBM,  Intel,  and  Microsoft 
all  enjoyed  double-digit  sales 
increases,  while  financial  services 
companies  such  as  Morgan  Stanley 
Dean  Witter  and  Citigroup  were 
helped  by  a  burgeoning  stock  market 
Once  again,  the  energy  sector 
provided  the  pessimism.  Rock  - 
bottom  crude  oil  and  natural  gas 
prices  doomed  Exxon  and  Mobil 
to  yet  another  dismal  quarter. 

I  POOR'S  C0MPUSTAT,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


CHANGE  IN  AFTERTAX 
PROFITS  FROM  1998 

COMPUTERS  & 
PERIPHERALS 

FINANCIAL 
SERVICES 

TELEPHONE 
COMPANIES 

TELEC0MMUN-I 
ICATIONS 

MACHINE  i 
HAND  TOOLS 

SEMI- 
CONDUCTORS 

COMPUTER 
SOFTWARE 
&  SERVICES 
BANKS- 
MIDWEST  | 

COAL,  OIL 
&  GAS 


CARS  &  TRUCKS 


-15  -10 


0  5 


Corporate  Scoreboard 


panies  to  install  new  technology  until 
they've  licked  the  Year  2000  bug.  But 
by  tightening  its  belt,  Microsoft  raised 
its  already  phenomenal  margins  to  44%, 
from  35'  i . 

Semiconductor  companies  continued 
to  rally  from  a  dismal  1998.  Industry 
leader  Intel  Corp.  raised  profits  57%, 
to  $2  billion,  off  a  bleak  year-earlier 
quarter.  The  profit  gain  reflected  im- 
proved manufacturing  efficiencies.  But 
revenue  growth,  usually  around  30%, 
slowed  to  18%,  and  analysts  wony  that 
with  PC  prices  dropping,  Intel  won't 
soon  recover  its  old  pace. 
pricing  SQUEEZE.  For  some  industries, 
there  was  no  escaping  the  overseas  pric- 
ing squeeze.  Oil  companies  were  hit 
hard,  as  crude  prices  slumped  to  an  av- 
erage $13.17  a  barrel  in  the  first  quarter, 
the  lowest  since  1983.  opec's  latest 
promise  to  cut  production  didn't  come  in 
time  for  industry  leader  Exxon  Corp., 
whose  profits  plunged  46%,  to  $1  bil- 


lion, on  sales  of  $26.9  billion,  winch  were 
down  10%. 

It  wasn't  the  export  market  that  hurt 
the  metals  industiy  as  much  as  cheap 
imports.  Russian  and  Brazilian  steel- 
makers, which  once  sold  to  a  booming 
Asia,  have  diverted  goods  to  the  U.  S. 
Even  though  federal  officials  curtailed 
the  influx  with  antidumping  strictures, 
steel  buyers  are  working  through 
bulging  inventories.  That  translated  into 
a  $9  million  loss  at  usx  Corp.  and  a  $26 


million  loss  at  Bethlehem  Steel  Cor 
The  biggest  dollar  loser,  Sprint  PC 
didn't  suffer  from  marketplace  pro: 
lems.  Sales  nearly  tripled,  but  the  c< 
lular  arm  of  Sprint  Corp.  is  spendir 
so  heavily  to  enlarge  its  phone  netwoi 
that  it  lost  $605  million.  Sprint  PCS  e 
ecs,  of  course,  consider  that  an  inves 
ment  in  the  future. 

If  the  bet  pays  off,  the  company  m; 
soon  join  the  long-running  corpora 
earnings  celebration.  But  the  questii 
remains:  How  long  can  the  good  tim 
last?  A  survey  of  analysts  by  First  C; 
projects  a  17.1%  hike  in  operating  pre 
its  for  1999.  Energy  prices  and  intere 
rates  are  on  the  rise,  though,  and  ove 
seas  economies  remain  shaky.  Corp 
rate  America  has  proven  to  be  surpn 
ingiy  fit.  But  no  one  can  sprint  forevt 
By  Larry  Light,  with  Gary  Silvt 
man  in  New  York,  Andy  Reinhardt 
San  Mateo,  Calif.,  and  Roger  O.  Croc 
ett  in  Chicago 


AS  IF  LABOR  COSTS  WEREN'T  WORRISOME  ENOUGH... 


■  n  the  battle  of  the  corporate  bud- 
Bget,  U.  S.  businesses  have  enjoyed 
I  an  offset  to  their  rising  labor  bills. 
During  most  of  the  1990s,  the  price 
of  everything  else  needed  to  run  a 
business — from  computers  to  phone 
service — has  fallen,  in  some  cases 
sharply.  But  this  year  and  next,  busi- 
nesses will  likely  have  to  contend 
with  higher  interest  rates  and  rising 
prices  for  energy  and  other  materi- 
als. "It  will  be  harder  for  companies 
to  use  nonlabor  costs  to  protect  mar- 
gins," warns  Edward  F.  McKelvey, 
senior  economist  at  Goldman,  Sachs 
&  Co.  That's  one  reason  why,  despite 
a  surprising  surge  in  first-quarter 
earnings  and  strong  projections  by 
other  economists,  he  expects  after- 
tax profits  to  be  about  flat  for  all  of 
1999. 

To  be  sure,  labor  costs  are  still  the 
800-pound  gorilla  of  business  expens- 
es, constituting  some  three-quarters 
of  total  outlays.  But  the  price  de- 
clines for  equipment,  raw  materials, 
and  energy  have  freed  up  money  to 
pay  workers  more.  Companies  also 
bought  breathing  room  by  redesign- 
ing products  to  use  fewer  materials 
and  refinancing  debt  when  interest 
rates  fell.  Such  cost  savings  expand- 
ed the  bottom  line  even  as  demand 
for  labor  pushed  wages  higher.  So  far 
in  this  expansion,  nonlabor  costs  for 


each  unit  of  output  produced  at  non 
financial  corporations  have  fallen 
about  1%  a  year,  while,  despite  stel- 
lar productivity  gains,  unit  labor 
costs  have  risen  0.9%  a  year. 

Three  big  items  have  led  the  de- 
cline in  total  nonla- 
bor costs.  Thanks  to 
falling  bond  yields, 
nonfinancial  corpora- 
tions paid  $38  billion 
less  in  interest  in 
1998  than  they  did 
in  1991.  Over  the 
same  time  frame,  oil 
prices  plunged  46%, 
and  prices  of  other 
commodities  such  as 
steel,  rubber,  and 
textiles  fell  14%. 

But  don't  expect 
those  trends  to  continue  into  the  next 
millennium,  say  forecasters  at  Stan- 
dard &  Poor's  dri.  As  s&p  dri  sees  it, 
corporate  bond  yields  will  rise  by  half 
a  percentage  point  by  the  end  of 
1999,  responding  to  a  pickup  in  global 
borrowing  and  expectations  that  U.  S. 
inflation  will  rise  about  0.5%.  Industri- 
al commodities,  s&P  dri  says,  will  in- 
crease at  a  2%  annual  rate  in  the  sec- 
ond half.  Most  of  that  runup  will 
come  from  fuel  prices,  but  nonenergy 
commodities  will  also  get  pricier  as 
global  demand  picks  up  (chart).  None 


AN  END  TO 
CHEAPER  COMMODITIES? 


A  QUARTERLY  PERCENT  CHANGE  'FORECAST  FOR 
AT  ANNUAL  RATES  2Q.3Q.AND4Q 
DATA:  LABOR  DEPT..  STANDARD  &  POOR'S  DRI 


of  these  increases  is  big  enough  to  set 
off  inflation  tremors,  and  prices  for 
equipment,  especially  computers, 
should  slip  further  in  1999.  The  big- 
ger problem  for  the  profit  outlook  is 
that  businesses  won't  be  able  to  count 
on  cheaper  raw  materi- 
als to  cover  higher 
wrages. 

REVERSAL?  Of  course, 
price  increases  create 
both  profit  winners 
and  losers.  Higher 
crude  prices  are  a 
boon  to  oil  companies 
but  a  bane  for  airlines 
and  trucking  compa- 
nies. More  money  for 
raw  materials  will 
benefit  mining  con- 
cerns and  commodity 
producers.  And  higher  interest  ex- 
penses are  booked  as  income  gains  at 
banks. 

In  a  way,  1999  might  mark  a  re- 
versal in  cost  trends.  Partly  because 
of  weak  profit  performances  in  1998, 
businesses  have  tried  to  slow  the 
rise  in  wages  and  salaries  by  cutting 
overtime  or  offering  stock  options.  If 
successful,  such  strategies  might  al- 
low them  to  offset  the  margin 
squeeze  coming  from  higher  costs 
outside  of  corporate  payrolls. 

By  Kathleen  Madigan  in  New  York 
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ary 


Includes  all  sales  and 
perating  revenues.  For 
includes  all  operating 
>s. 

S:  Net  income  before 
Jinary  items.  For  banks, 
are  net  income  after 
\  gains  or  losses. 
IS:  Net  income  from 
ing  operations  before 
jinary  items  as  percent 


RETURN  ON  INVESTED  CAPITAL: 

Ratio  of  net  income  before 
extraordinary  items  and  dis- 
continued operations,  plus 
minority  interest  and  interest 
expenses  (except  for  banks), 
adjusted  by  tax  rate  (all  for 
most  recent  12  months)  to  lat- 
est available  total  funds 
invested  in  company. 
RETURN  ON  COMMON  EQUITY: 
Ratio  of  net  income  available 
for  common  stockholders  (most 
recent  12  months)  to  latest 
available  common  equity, 


which  includes  common  stock, 
capital  surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO:  Based 
on  Apr.  23,  1999,  common- 
stock  price  and  corporate  earn- 
ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 
GROWTH  IN  COMMON  EQUITY: 
Average  annual  percentage 
growth  in  historical  common 
equity  for  latest  five-year 
period. 


GROWTH  IN  EARNINGS  PER 
SHARE:  Average  annual  percent- 
age growth  in  basic  historical 
earnings  per  share,  including 
common-stock  equivalents,  for 
the  latest  five-year  period. 
MARKET  VALUE:  Latest  avail- 
able shares  outstanding  times 
stock  price  on  Apr.  23,  1999. 
EARNINGS  PER  SHARE:  For 
most  recent  12-month  period. 
For  most  companies,  this  figure 
represents  diluted  earnings  per 
share. 
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95 

5.0 

2.8 

13.1 

17.8 

18 

10 

-1 

113956 

2.87 

14392.0 

11 

469.0 

838 

3.3 

0.4 

10.6 

12.5 

21 

8 

-5 

37983 

1.90 

IT  TECHNOLOGIES 

634.1 

13 

47.2 

44 

7.4 

5.8 

23.5 

22.1 

9 

8 

16 

1615 

4.77 

L  DYNAMICS 

1377.0 

19 

265.0 

223 

19.2 

7.1 

22.2 

24.7 

16 

13 

8 

8869 

4.28 

CH  (B.F.) 

1035.6 

10 

49.3 

-9 

4.8 

5.8 

10.2 

14.0 

12 

17 

60 

2807 

3.07 

REAM  AEROSPACE 

625.1 

24 

58.5 

44 

9.4 

8.0 

54.3 

124.3 

14 

NA 

124 

3252 

3.21 

T  INTERNATIONAL 

372.7 

13 

34.8 

42 

9.3 

7.5 

24.1 

28.9 

13 

NA 

70 

1550 

1  16 

ED  MARTIN 

6188.0 

0 

268.0 

0 

4.3 

4.3 

9.9 

16.3 

13 

14 

6 

16351 

3.10 

RT  NEWS  SHIPBUILDING 

430.0 

8 

18.0 

13 

4.2 

4.0 

9.7 

29.3 

14 

NA 

NA 

937 

1.91 

I0P  GRUMMAN 

2099.0 

4 

104.0 

NM 

5.0 

NM 

8.4 

10.6 

14 

20 

26 

4414 

4.47 

ON  CASTPARTS  (9) 

377.3 

6 

27.9 

15 

7.4 

6.8 

11.2 

15.5 

10 

26 

89 

1047 

4.22 

RAND 

504.0 

4 

56.0 

10 

11.1 

10.5 

30.2 

40.5 

17 

2 

27 

3835 

4.13 

TECHNOLOGIES 

5442.0** 

3 

278.0 

21 

5.1 

4.3 

23.1 

27.5 

26 

4 

25 

31296 

5.27 

rRY  COMPOSITE 

109278.9 

6 

4828.5 

-76 

4.4 

19.5 

8.4 

21.7 

15 

17 

26 

187330 

3.60 

RS  &  TRUCKS 

COMPOSITE 

84372.1 

5 

3979.5 

-79 

4.7 

23.9 

8.3 

24.1 

14 

16 

29 

143424 

5.07 

OTOR 

37885.0 

4 

1979.0 

89 

5.2 

48.2 

7.2 

25.8 

12 

17 

36 

77903 

5.13 

L  MOTORS 

42435.0** 

6 

1820.0 

33 

4.3 

3.4 

10.9 

20.5 

18 

18 

7 

58378 

4.94 

HR  INTERNATIONAL  (2) 

1899.0 

11 

61.0 

61 

3.2 

2.2 

14.3 

39.0 

10 

8 

32 

3163 

4.60 

; 

2153.1 

18 

119.5 

19 

5.6 

5.5 

NA 

24  7 

9 

9 

21 

3980 

5.54 

RTS  &  EQUIPMENT 

COMPOSITE 

21447.7 

13 

792.1 

26 

3.7 

3.3 

8.5 

15.0 

21 

23 

15 

33566 

1.33 

AN  AXLE  &  MFG.  HOLDINGS 

697.7 

20 

29.0 

71 

4.2 

2.9 

NA 

NA 

50 

NA 

NA 

491 

0.30 

NDUSTRIES 

738.4 

24 

18.4 

36 

2.5 

2.3 

9.6 

15.3 

11 

6 

19 

880 

3.42 

EARNER  AUTOMOTIVE 

551.3 

19 

32.1 

23 

5.8 

5.6 

11.1 

13.0 

13 

10 

19 

1272 

4.23 

3380.6 

5 

161.5 

15 

4.8 

4.3 

15.6 

20.0 

14 

27 

17 

7622 

3.33 

AUTOMOTIVE  SYSTEMS 

7469.0 

-2 

284.0 

20 

3.8 

3.1 

NA 

NA 

NA 

NA 

NA 

11088 

NA 

r  DIESEL 

591.5 

0 

12.5 

29 

2.1 

1.6 

8.0 

8.3 

20 

11 

-9 

611 

1.25 

L-MOGUL 

1642.2 

150 

61.4 

NM 

3.7 

NM 

4.5 

8.4 

18 

24 

9 

3282 

2.67 

IPd) 

439.6 

20 

17.2 

34 

3.9 

3.5 

13.9 

25.0 

11 

17 

16 

954 

2.02 

LEMMERZ  INTERNATIONAL  (11) 

432.1 

16 

10.1 

-16 

2.3 

3.2 

9.1 

25.1 

18 

-2 

18 

883 

1.60 

OWN  AMERICA  INDUSTRIES 

298.4 

29 

14.9 

6 

5.0 

6.1 

14.7 

36.0 

4 

11 

38 

168 

3.92 

2687.2 

32 

50.3 

6 

1.9 

2.3 

6.7 

9.1 

25 

92 

13 

2967 

1.76 

quarter  ended  Feb.  28.  (2)  First  quarter  ended  Jan.  31.  (3)  Second  quarter  ended  Mar.  31.  (4)  Second  quarter  ended  Feb.  28.  (5)  Second  quarter  ended  Jan.  31.  (6)  Third  quarter  ended  Mar.  31.  (7)  Third 
nded  Feb.  28.  (8)  Third  quarter  ended  Jan.  31.  (9)  Fourth  quarter  ended  Mar.  31.(10)  Fourth  quarter  ended  Feb.  28.  (11)  Fourth  quarter  ended  Jan.  31.  "Sales  include  excise  taxes.  "Sales  include  oth- 
e.  '"Sales  include  excise  taxes  and  other  income.  tRevenues  from  some  major  subsidiaries  are  not  included  in  consolidated  sales;  parent's  share  of  earnings  is  included  in  profits.  NA  =  not  available.  NM 
amngful.  Earnings  per  share  are  for  latest  12  months,  not  necessarily  for  end  of  most. recent  fiscal  year;  they  include  all  common-stock  equivalents  but  exclude  extraordinary  items. 

DATA:  STANDARD  &  POOR'S  COMPUSTAT  SERVICES.  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES. 


CORPORATE  SCOREBOARD 


COMPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5-YEAR  GROWTH 

12 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

MONTHS  1 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARNING!! 

1999 

1998 

1999 

1998 

1999 

1998 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-23 

PER  1 

$  MIL 

% 

$  MIL 

% 

% 

% 

% 

% 

4-23 

/o 

% 

$  MIL. 

SHARE  1 

MARK  IV  INDUSTRIES  (10) 

464.2 

0~ 

20.6 

-3 

4.4 

4.6 

6.3 

9.1 

19 

-2 

881 

0.92 

MERITOR  AUTOMOTIVE  (3) 

T163.0 

20 

50.0 

11 

4.3 

4.6 

22.7 

54.6 

9 

NA 

NA 

1455 

2.321 

MODINE  MFG.  (9) 

281.0 

10 

17.4 

-4 

6.2 

7.1 

12.5 

16.4 

12 

14 

15 

862 

2.46  i 

STANDARD  PRODUCTS  (6) 

270.0 

-3 

6.3 

-53 

2.3 

4.9 

9.1 

10.7 

10 

5 

0 

296 

1.79| 

WABASH  NATIONAL 

i     i           ,  .,                 .  _  .„.,     ■        ■       ■          mi,  ii.     -i     ir.i..  i.-r  i.i- 

341,6 

16 

6.4 

-8 

1  Q 

2.4 

5.8 

6.1 

16 

26 

-9 

345 

0.92| 

(C)  TIRE  &  RUBBER 

GROUP  COMPOSITE 

3459.1 

2 

56.9 

-76 

1.6 

6.7 

12.6 

14.9 

16 

9 

1 

10340 

2  82 

COOPER  TIRE  &  RUBBER 

467.9 

7 

31.4 

18 

6.7 

6.1 

12.1 

14.8 

13 

9 

4 

1663 

1.711 

GOODYEAR  TIRE  &  RUBBER 

2991.2 

-3 

-88 

0.9 

6.8 

12.8 

14.9 

17 

8677 

u 

INDUSTRY  COMPOSITE 

78295.2 

3 

11637.6 

26 

14.9 

12.1 

4.1 

14,8 

22 

19 

9 

812350 

2.37 

(A)  BANKS  -  EAST 

GROUP  COMPOSITE 

26706.3 

1 

3529.4 

32 

13.2 

10.1 

4.9 

16.1 

21 

11 

11 

233324 

2  78 

BANK  OF  NEW  YORK 

1482.0" 

7 

316.0 

11 

21.3 

20.5 

NA 

23.1 

24 

7 

16 

29402 

1.581 

BANKBOSTON 

1966.4 

2 

223.0 

-6 

11.3 

12.4 

NA 

15.6 

19 

16 

17 

14628 

2.6o| 

BANKERS  TRUST 

2760.0 

-14 

140.0 

-37 

5.1 

6.9 

NM 

-4.2 

NM 

2 

NA 

8795 

-1.09 1 

CHASE  MANHATTAN 

7967.0 

-3 

1173.0 

62 

14.7 

8.8 

10.1 

18.7 

18 

21 

11 

71931 

4.761 

MBNA 

1445.1** 

24 

186.0 

24 

12.9 

12.8 

NA 

22.0 

27 

27 

31 

20205 

l.Olll 

MELLON  BANK 

1583.0** 

14 

280.0 

30 

17.7 

15.4 

10.5 

20.8 

21 

7 

21 

18905 

3.52|J 

MORGAN  (J.P.) 

4859.0** 

-1 

600.0 

153 

12.3 

4.8 

NA 

11.8 

21 

3 

-5 

24660 

6.57j| 

PNC  BANK 

2021.0 

12 

325.0 

21 

16.1 

15.0 

NA 

19.4 

16 

7 

7 

17647 

3.781 

REPUBLIC  NEW  YORK 

848.2 

-9 

46.5 

-60 

5.5 

12.6 

2.3 

5.6 

39 

7 

1 

5716 

1.42F 

STATE  STREET 

1116.0** 

16 

121.1 

15 

10.9 

11.0 

13.6 

18.8 

33 

16 

19 

14495 

2,76ll 

SUMMIT  BANCORP. 

658  6 

8 

118.7 

6 

18.0 

18.5 

NA 

17.4 

15 

27 

18 

6940 

2.681 

(B)  BANKS  -  MIDWEST 

GROUP  COMPOSITE 

23518.1 

7 

4017.5 

28 

17.1 

14.3 

3.8 

15.3 

24 

21 

7 

292390 

1.94 

BANK  ONE 

6786.0 

8 

1151.0 

23 

17.0 

14.9 

8  8 

16.3 

21 

21 

2 

68725 

2.791 

COMERICA 

786.3** 

-3 

159.1 

10 

20.2 

17.9 

NA 

20.8 

17 

4 

14 

10095 

3.82 

COMMERCE  BANCSHARES 

242.0 

6 

38.7 

12 

16.0 

15.2 

14.1 

14.3 

16 

9 

11 

2400 

2.48  . 

FIFTH  THIRD  BANCORP 

671.2 

4 

150.4 

21 

22.4 

19.2 

9.9 

15.3 

37 

21 

14 

18340 

1.85 

FIRSTAR 

872.6 

5 

169.6 

22 

19.4 

16.7 

10.1 

14.7 

48 

30 

14 

21711 

0  69  _ 

HUNTINGTON  BANCSHARES 

605.6 

1 

96.6 

8 

15.9 

15.0 

NA 

14.4 

20 

11 

2 

7205 

1  74  ; 

KEYCORP 

1990.0** 

18 

293.0 

25 

14.7 

14.0 

NA 

17.1 

13 

7 

8 

13772 

2.35  '■ 

MARSHALL  &  ILSLEY 

547.9" 

3 

85.5 

13 

15.6 

14.2 

10.2 

13.6 

24 

23 

16 

6910 

2,70  ' 

MERCANTILE  BANCORPORATION 

713.4 

-2 

118.0 

3 

16.5 

15.7 

NA 

12.6 

21 

30 

-3 

8032 

2.401" 

NATIONAL  CITY 

2075.1 

11 

351.0 

238 

16.9 

5.6 

NA 

18.9 

18 

23 

8 

23006 

3.98F 

NORTHERN  TRUST 

656.3" 

7 

95.1 

12 

14.5 

13.8 

NA 

18.8 

30 

13 

17 

10606 

3.13J 

OLD  KENT  FINANCIAL 

378.5** 

0 

58.6 

14 

15.5 

13.7 

15.8 

18.6 

24 

6 

8 

4879 

1,93  i, 

U.S.  BANCORP 

1978.3 

11 

366.8 

12 

18.5 

18.4 

NA 

22.1 

19 

27 

17 

26060 

1.84 

WELLS  FARGO 

5215.0" 

5 

884.0 

29 

17.0 

13.8 

NA 

10  2 

 33_ 

39 

5 

70649 

1.29  .. 

(C)  BANKS  -  SOUTH  &  SOUTHEAST 

GROUP  COMPOSITE 

26597.1 

1 

3872.0 

19 

14.6 

12.3 

3.3 

13.4 

21 

27 

8 

275736 

2.66 

BANK  OF  AMERICA 

12554.0 

-6 

1914.0 

44 

15.2 

9.9 

NA 

11.2 

23 

32 

6 

128825 

3.23  L 

BB&T 

828.3 

8 

138.4 

15 

16.7 

15.7 

NA 

17.9 

22 

42 

9 

11463 

1.76  " 

COMPASS  BANCSHARES 

355.0" 

9 

53.0 

35 

14.9 

12.1 

NA 

15.4 

14 

15 

9 

2865 

1.90:  ; 

FIRST  AMERICAN 

453.7 

2 

66.5 

3 

14.7 

14.5 

7.1 

11.9 

20 

15 

3 

4362 

1.84 

FIRST  TENNESSEE  NATIONAL 

586.8** 

31 

53.0 

14 

9.0 

10.4 

14.1 

20.1 

23 

11 

11 

5276 

1.77  r 

FIRST  UNION 

5522.0" 

12 

706.0 

-11 

12.8 

16.0 

7.2 

17.3 

19 

28 

5 

53248 

2.87 

HIBERNIA 

302.3 

9 

29.6 

-28 

9.8 

14.8 

7,8 

12.9 

12 

22 

12 

1955 

1.03  r 

REGIONS  FINANCIAL 

820.9" 

11 

136.5 

17 

16.6 

15.9 

13.2 

15.7 

19 

28 

6 

8212 

1.971? 

SOUTHTRUST 

781.8 

14 

104.5 

21 

13.4 

12.6 

NA 

13.8 

17 

22 

12 

6588 

2.33WI 

SUNTRUST  BANKS 

1886.9 

6 

281.7 

6 

14.9 

14.8 

7.7 

13.2 

23 

17 

11 

22664 

3.08  ;: 

SYNOVUS  FINANCIAL 

360.6 

13 

48.2 

17 

13.4 

12.9 

16,5 

17  7 

30 

18 

17 

6012 

0.73M 

UNION  PLANTERS 

680.8** 

-3 

97.4 

-7 

14.3 

14.9 

NA 

8.2 

29 

48 

-2 

6157 

1.51  B 

WACHOVIA 

1463  9 

2 

243.2 

25 

16  6 

13.6 

7.9 

17  3 

20 

13 

6 

18109 

4.43  ii; 

(D)  BANKS  -  WEST  &  SOUTHWEST 

GROUP  COMPOSITE 

1473.6 

5 

218.8 

15 

14.8 

13.6 

9  1 

14.9 

1 3 

15 

18 

10900 

1.90 

FIRST  SECURITY 

493.2 

11 

64.9 

6 

13.2 

13.9 

5.7 

15.1 

14 

14 

14 

3571 

1.3™ 

PACIFIC  CENTURY  FINANCIAL 

324.0 

-1 

35.4 

4 

10.9 

10.4 

6.6 

9.0 

16 

5 

0 

1764 

1.34  k 

UNIONBANCAL 

656.4 

3 

118.5 

24 

18.1 

15  0 

14.6 

17.3 

12 

24 

35 

5565 

2.8CI*: 

rj  ■» 

INDUSTRY  COMPOSITE 

27618.4 

4 

2020.4 

-14 

7.3 

8.9 

7.8 

11.2 

34 

6 

16 

194965 

1.49t5 

AIR  PRODUCTS  &  CHEMICALS  (3) 

1253.3 

4 

106.9 

-11 

8.5 

10.0 

10.6 

18.0 

19 

5 

23 

9789 

2.2SW 

CABOT  (3) 

435.8 

-5 

33.2 

-11 

7.6 

8.2 

12.0 

16.7 

16 

10 

25 

1727 

1.56W' 

CfiOMPTON  &  KNOWLES 

396.3 

-17 

59.2 

85 

14.9 

6.7 

36.2 

416.1 

7 

-24 

18 

1309 

2.8mt 

CYTEC  INDUSTRIES 

355.3 

-4 

28.2 

-10 

7.9 

8.5 

15.9 

27.7 

10 

66 

26 

1150 

2  6?  1 

DOW  CHEMICAL 

4417.0** 

-9 

329.0 

-22 

7.4 

8.7 

12.2 

16.3 

21 

-2 

23 

24972 

5.39«|i 

DiJPONT 

6295.0** 

2 

628.0 

-1 

10.0 

10.3 

9.4 

9.9 

47 

3 

21 

75385 

1.4% 

13 5  Rnr.inF<;c;  wrfK  /  ",/iav  17   1  qqq 


JRPORATE  SCOREBOARD  ■■■■■■■■■■■■■■■■■■■■■i 


OMPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5-YEAR  GROWTH 

i; 

1ST 
QUARTER 
1999 
$  MIL. 

CHANGE 
FROM 
1998 

% 

1ST 
QUARTER 
1999 
$  MIL. 

CHANGE 
FROM 
1998 

% 

1ST 
QUARTER 
1999 

% 

1ST 
QUARTER 
1998 

% 

ON 
INVESTED 
CAPITAL 

% 

ON 
COMMON 
EQUITY 

% 

P-E 

4-23 

COMMON 
EQUITY 

% 

EARNINGS 
PER 
SHARE 

% 

SHARES 
OUTSTANDING 
4-23 
$  MIL. 

M0N1 
EARNI 

PE; 
SHA 

4STMAN  CHEMICAL 

1023.0" 

-11 

25.0 

2.4 

6  4 

7\2 

10  8 

20 

12 

-1 1 

3955  ~~ 

~~2~E 

:rro 

331.5 

-2 

17.1 

0 

5.2 

5.0 

18.5 

30.2 

16 

-8 

10 

968 

1,7 

JLLER  (H.B.)  (1) 

327.2 

5 

7.6 

28 

2.3 

1.9 

4.8 

5.1 

51 

7 

-i 

910 

1.2 

EON 

325.8 

0 

11.1 

91 

3.4 

1.8 

7.4 

8.9 

39 

-1 

5 

606 

P.£ 

REAT  LAKES  CHEMICAL 

334.2 

0 

31.0 

80 

9.3 

5.1 

6.0 

6.7 

43 

-2 

-26 

2657 

l.C 

ANNA  (M.A.) 

580.6 

-2 

7.7 

-50 

1.3 

2.6 

NM 

4.2 

29 

8 

6 

729 

O.E 

K  GLOBAL 

769.4 

43 

68.2 

25 

8.9 

10.2 

3.4 

4.0 

38 

37 

-39 

2701 

0.6 

ITERNATIONAL  FLAVORS  &  FRAGRANCES 

367.8 

-2 

48.8 

-22 

13.3 

16.8 

19.5 

20.1 

21 

1 

0 

3977 

1.7 

JBRIZOL 

447.5 

12 

39.1 

32 

8.7 

7.4 

7.6 

10.4 

18 

0 

1 

1452 

1  I 

fONDELL  CHEMICAL  i 

855.0 

NM 

2.0 

-97 

0.2 

NM 

2.4 

-2.1 

NM 

63 

43 

1208 

-0.1 

ILLENNIUM  CHEMICALS 

383.0 

-4 

9.0 

-82 

2.4 

12.5 

6.3 

8.1 

14 

NA 

-17 

1751 

1.6 

ONSANTO 

2546.0 

25 

132.0 

-33 

5.2 

9.6 

NM 

-6,4 

NM 

1 1 

NA 

29381 

-O.E 

ORTON  INTERNATIONAL  (6) 

755.4** 

13 

69.0 

14 

9.1 

9.0 

12.3 

13.6 

24 

5 

9 

4670 

1.6 

ALCO  CHEMICAL 

410.2 

12 

45.3 

19 

1 1.0 

10.4 

5.6 

6.2 

69 

1 

-16 

2298 

O.E 

RAXAIR 

1118.0 

-7 

108.0 

6 

9.7 

8.5 

11.2 

21.0 

18 

32 

20 

7603 

2.6 

OHM  &  HAAS 

940.0** 

0 

110.0 

1 

11.7 

11.6 

22.2 

30.2 

16 

3 

30 

6787 

2.E 

COnS  (3) 

644.1** 

50 

54.7 

63 

8.5 

7.8 

6.5 

20.6 

23 

9 

6 

759 

1.7 

ERRA  INDUSTRIES 

424.5 

-9 

-29.2 

NM 

NM 

NM 

NM 

-5.0 

NM 

24 

NA 

349 

-0.4 

KION  CARBIDE 

1402.0 

-10 

71.0 

-50 

5.1 

9.1 

8.8 

13.6 

21 

12 

23 

6867 

2.4 

riTCO 

480.6 

8.5 

-58 

1.8 

4.0 

5.6 

7.1 

1005 

O.t 

JDUSTRY  COMPOSITE 

41023.3 

5 

2703.1 

2 

6.6 

6.8 

9.6 

21.6 

36 

7 

12 

443880 

2.4 

LLEGHENY  TELEDYNE 

934.6 

-7 

60.6 

125 

6.5 

2.7 

16.1 

20.5 

16 

43 

14 

4226 

1.3 

LLIEOSIGNAL 

3596.0 

-1 

335.0 

12 

9.3 

8.2 

19.6 

25.8 

23 

16 

15 

31170 

2.3 

i&G 

357.5 

0 

14.1 

-59 

3.9 

9.7 

15.8 

20.4 

17 

-5 

2 

1384 

1 

ENERAL  ELECTRIC 

24165.0** 

7 

2155.0 

14 

8.9 

8.4 

9.3 

24.6 

39 

9 

16 

369248 

2£ 

ARCOURT  GENERAL  (2) 

974.8** 

8 

-19.5 

NM 

NM 

NM 

8.3 

15.1 

26 

-3 

5 

3470 

l.E 

ON  OFFICE  SOLUTIONS  (3) 

1372.7 

-4 

22.9 

-25 

1.7 

2.1 

NM 

-7.5 

NM 

6 

NA 

1804 

-O.E 

ALL  (5) 

278.3 

7 

18.7 

-32 

6.7 

10.6 

9.9 

10.6 

27 

8 

-2 

2220 

0.6 

REMARK  INTERNATIONAL 

684.4 

11 

28.1 

18 

4.1 

3.9 

11.8 

14.0 

15 

2 

-9 

2067 

.'  ! 

ENNECO 

1847.0 

2 

-150.0 

NM 

NM 

4.1 

3.9 

1.2 

91 

-2 

-13 

5018 

0.3 

EXTRON 

2749.0** 

22 

145.0 

46 

5.3 

4.4 

11.8 

14.9 

30 

2 

7 

13898 

3.C 

RW 

3096.9 

0 

58.6 

-55 

1.9 

4.2 

12.2 

21.6 

13 

2 

11 

4485 

3.2 

IAD 

592.4 

-2 

20.4 

33 

3.4 

2.6 

15.7 

23.9 

21 

4 

27 

3280 

l.E 

[HITMAN 

374.8 

8 

14.3 

77 

3.8 

21.0 

1610 

0.6 

'DUSTRY  COMPOSITE 

79731.6 

7 

5934.0 

12 

7.4 

7.1 

14.0 

24.8 

33 

6 

13 

716323 

1.5 

X  j  APPAREL 

ROUP  COMPOSITE 

7065.3 

1 

324.0 

54 

4.6 

3.0 

11.9 

14.1 

26 

4 

6 

31707 

1.5 

ROWN  GROUP  (11) 

340.6** 

-6 

2.6 

NM 

0.8 

NM 

8.9 

10.9 

12 

-5 

25 

285 

1.3 

RUIT  OF  THE  LOOM 

408.7 

-11 

-9.0 

NM 

NM 

6.8 

12.6 

20.9 

8 

-16 

2 

726 

1.3 

)NES  APPAREL  GROUP 

579.1 

51 

54.4 

41 

9.4 

10.1 

17.5 

28.7 

20 

24 

2  3 

3273 

1.6 

ELLWOOD  (8) 

388.7 

4 

3.0 

24 

0.8 

0.6 

9.4 

10.5 

11 

6 

9 

510 

2.C 

Z  CLAIBORNE 

700.8 

7 

44.7 

-3 

6.4 

7.0 

16.3 

17.1 

13 

0 

17 

2166 

2.E 

IKE  (7) 

2176.8 

-2 

124.2 

70 

5.7 

3.3 

8.8 

8.9 

61 

17 

12 

17265 

l.C 

HILLIPS-VAN  HEUSEN  (11) 

326.6 

-3 

0.6 

NM 

0.2 

NM 

NM 

5.6 

15 

2 

NA 

198 

OX 

EEBOK  INTERNATIONAL 

785.8 

-11 

17.9 

NM 

2.3 

NM 

7.8 

8.6 

24 

-14 

-24 

1072 

o.t 

F 

1358.2 

2 

85.6 

10 

6.3 

5.9 

16.4 

18.6 

16 

5 

12 

6212 

3.1 

3)  APPLIANCES  &  HOME  FURNISHINGS 

ROUP  COMPOSITE  16321.8 

10 

638.8 

22 

3  9 

3.5 

10.7 

14.6 

32 

5 

10 

54966 

1.2 

RMSTRONG  WORLD  INDUSTRIES 

829.1 

53 

48.3 

4 

5.8 

8.6 

NM 

-1.1 

NM 

5 

NA 

2159 

-0.1 

ED  BATH  &  BEYOND  (10) 

419.2 

37 

34.2 

38 

8.2 

8.1 

26.1 

26.1 

56 

40 

35 

5264 

0.6 

EST  BUY  (10) 

3458.3 

21 

110.2 

72 

3.2 

2.2 

20.7 

21.1 

48 

21 

17 

10290 

l.C 

IRCUIT  CITY  GROUP  (10) 

3029.3 

17 

87.0 

52 

2.9 

2.2 

7.5 

8.1 

46 

NA 

-3 

6823 

IX 

URNITURE  BRANDS  INTERNATIONAL 

533.9 

6 

27.7 

28 

5.2 

4.3 

12.1 

24.3 

13 

5 

20 

1197 

ARMAN  INTERNATIONAL  INDUSTRIES  (6) 

374.9 

-4 

12.8 

-15 

3.4 

3.8 

3.0 

1.1 

NM 

34 

22 

713 

0.2 

ElLIG- MEYERS  (10) 

654.2** 

3 

-27.2 

NM 

NM 

NM 

NM 

-0.3 

NM 

14 

NA 

340 

-o.c 

IMBALL  INTERNATIONAL  (6) 

288.1 

9 

15.2 

11 

5.3 

5.2 

12.2 

12.2 

12 

6 

14 

648 

1.3 

A-Z-BOY  (8) 

318.1 

13 

17.7 

55 

5.6 

4.1 

14.2 

15.9 

16 

8 

12 

996 

1.1 

EGGETT  &  PLATT 

887.6 

12 

66.1 

14 

7.4 

7.3 

13.4 

17.8 

18 

23 

18 

4448 

1.2 

INENS  'N  THINGS 

273.5 

25 

3.6 

144 

1.3 

0.7 

11.7 

7.1 

43 

56 

NA 

1647 

oi 

1AYTAG 

1106.2 

6 

87.0 

20 

7.9 

6.9 

30.4 

55.5 

20 

-4 

34 

5911 

3.J 

IER  1  IMPORTS  (10) 

332.0" 

2 

28.3 

7 

8.5 

8.2 

17.1 

21.4 

10 

15 

63 

736 

ANDY 

890.2 

-29 

55.9 

51 

6.3 

2.9 

9.9 

9.6 

NM 

-12 

-11 

7149 

o.e 

WHIRLPOOL 

2486.0 

1 

28.0 

-59 

1.1 

2.8 

11.8 

15.3 

19 

3 

6 

4984 

M 

/ILLIAMS-SONOMA(H) 

441.2 

19 

43.9' 

28 

10.0 

9.3 

18.5 

22.0 

31 

17 

41 

1661 

0.? 

ARPORATE  SCOREBOARD 


OMPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5-YEAR  GROWTH 

12 

1 S 1 

UnnliuL 

1ST 

PHANP.F 

1ST 

1 

lo  1 

ON 

ON 

QLMBFQ 
onttftto 

(VIUIN 1  no 

QUARTER 

FROM 

QUARTER 

FROM 

QUART!  R 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARNINGS 

1999 

1998 

1999 

1998 

1999 

1998 

CAPITAL 

EflUITY 

P-E 

EQUITY 

SHARE 

4-23 

PER 

$  MIL 

$  MIL 

% 

% 

% 

% 

% 

4-23 

% 

% 

$  MIL 

SHARE 

) BEvtRAGES 

<UUr  LUMrUbl  1  h 

1 8306.8 

9 

1408.3 

o 
O 

7.7 

9.0 

14.2 

29.8 

42 

5 

11 

276956 

1.30 

IHEUSER-BUSCH 

2685.2 

7 

319.1 

20 

11.9 

10.6 

14.4 

30.5 

28 

-1 

16 

35179 

2.65 

tOWN-FORMAN  (8) 

459.3 

10 

49.3 

8 

10.7 

10.9 

19.7 

22.5 

25 

4 

7 

4868 

2.86 

iNANDAIGUA  BRANDS  (10) 

459.4 

63 

11.9 

85 

2.6 

2.3 

6.4 

14.2 

16 

37 

26 

932 

3.30 

ICA-COLA 

4428.0 

-1 

747.0 

-13 

16.9 

1 9  9 

38.1 

40.7 

48 

13 

13 

163957 

1.38 

ICA-COLA  ENTERPRISES 

3269  0 

11 

-61.0 

NM 

NM 

NM 

4.2 

5.4 

NM 

13 

25 

13198 

-0.33 

I0RS  (ADOLPH) 

439.9 

6 

12.0 

22 

2.7 

2.4 

7.4 

9.0 

31 

4 

11 

99"  18 

1.87 

TjI  DUI  1  Liriu  unUUr 

1452  0 

g 

-3  0 

N  M 

NM 

NM 

NM 

NM 

N  M 

NA 

NA 

3400 

9  C*A 

nc  inn 

51 14.0 

1 7 

333.0 

—12 

6.5 

8.7 

18.5 

29.7 

28 

0 

3:  _ 

53324 

1 .29 

i)  PERSONAL  CARE 

ini  in  f° D nit dac  I T c 

tUUr  LUMrUbl  1 1 

18332.6 

3 

1 59 1 .4 

0 

8  7 

8.9 

19.5 

30.8 

39 

1  3 

25 

253602 

1.85 

BERTO-CULVER  (3) 

487.4 

7 

20.1 

2 

4.1 

4.3 

12.2 

15.3 

17 

13 

17 

1322 

1.40 

'ON  PRODUCTS 

1213.8 

3 

-48.9 

NM 

NM 

NM 

48.5 

88.4 

54 

3 

6 

13454 

0.95 

0R0X  (6) 

992.0 

3 

22.1 

-76 

2.2 

9.5 

16.9 

23.1 

48 

4 

13 

12142 

2.45 

ILGATE-PALMOLIVE 

2175.3 

1 

208.9 

7 

9.6 

9.1 

19.7 

40.7 

38 

4 

14 

29344 

2.66 

AL 

398.9 

19 

25.9 

13 

6.5 

6.8 

16.8 

26.1 

32 

NA 

NA 

3456 

1.05 

I0LAB 

489.3 

12 

35.0 

15 

7.2 

7.0 

19.0 

23.0 

34 

11 

16 

5163 

1.18 

.TEE  LAUDER  (6) 

964.8 

11 

53.6 

17 

5.6 

5.2 

16.9 

28.7 

47 

34 

NA 

11219 

2.02 

LLETTE 

1939  0 

^1 

269.0 

0 

13.9 

13.2 

15.2 

24.2 

53 

29 

15 

56031 

0.96 

tUU  1  Cn  ot  UHIVIDLL  ID.1 

Q9"3  1  n 

3£J  1  U 

A 

1 040  0 

g 

1 1.3 

10.8 

22  3 

30  9 

33 

1 1 

63 

120229 

2  77 

:VLUn 

44 1 . 1 

-11 

-34.2 

N  M 

NM 

NM 

NM 

N  M 

NM 

NA 

NA 

1 242 

-u.yu 

) TOBACCO 

<UUr  LUlvlrUbl  1 1 

19705. 1 

7 

197 1 .5 

34 

10.0 

8.0 

1  1  "3 
ll.J 

9  "3  A 

1  7 

4 

11 

yyuy^ 

i  .yj 

HUP  MORRIS 

15134.0 

7 

1787.0 

29 

11.8 

9.8 

18.9 

35.7 

15 

6 

11 

85373 

2.36 

R  NABISCO  HOLDINGS 

4221.0 

7 

76.0 

NM 

1.8 

NM 

NM 

-6.6 

NM 

0 

NA 

8552 

-1.59 

!T 

350.1 

3 

108.5 

-3 

31.0 

32.9 

80.1 

96.5 

12 

2 

8 

5167 

2.44 

DUSTRY  COMPOSITE 

10371.6 

20 

197.9 

^11 

1.9 

3.9 

3.9 

5.0 

42 

19 

16 

35112 

0.84 

J  GLASS,  METAL  &  PLASTIC 

ROUP  COMPOSITE 

4319.6 

11 

120.1 

1  1 

2.8 

3.5 

4  9 

4.9 

23 

23 

-1 

10342 

1.37 

ILL 

820.3 

49 

15.7 

185 

1.9 

1.0 

5.2 

6.7 

49 

1 

-13 

1641 

1.11 

(OWN  CORK  &  SEAL 

1793.6 

-5 

29.5 

-29 

1.6 

2.2 

4.7 

2.9 

14 

21 

-9 

3991 

2.30 

VENS-ILLINOIS 

1307.0 

19 

69.3 

-14 

5.3 

7.3 

4.5 

4.6 

50 

51 

6 

4324 

0.56 

LGAN  HOLDINGS 

398.7 

19 

5.6 

-16 

1.4 

2.0 

11.5 

NM 

9 

NA 

NA 

386 

2.27 

) PAPER 

?OUP  COMPOSITE 

6052.0 

27 

77.8 

-61 

1.3 

4.2 

3.1 

5.1 

59 

20 

6 

24770 

0.64 

'ERY  DENNISON 

933.9 

1  1 

18.4 

-66 

2.0 

6.4 

15.4 

24.7 

34 

3 

25 

6102 

1.81 

MIS 

450.6 

0 

18.5 

-16 

4.1 

4.9 

10.9 

16.3 

19 

13 

17 

1805 

1.84 

ML-WELL 

440.4 

58 

14.8 

56 

3.4 

3.0 

8.8 

17.6 

13 

76 

54 

671 

1.02 

ICK-TENN  (3) 

312.2 

-5 

8.8 

-10 

2.8 

3.0 

6.9 

10.0 

12 

11 

0 

505 

1.18 

ALED  AIR 

678.9 

58 

46.6 

72 

6.9 

6.3 

3.3 

4.7 

NM 

128 

-29 

4613 

0.16 

/IURFIT-STONE  CONTAINER 

1720.0 

125 

-92.0 

NM 

NM 

0.4 

NM 

-18.2 

NM 

NA 

NA 

4743 

-2.02 

INOCO  PRODUCTS 

560.5 

-17 

43.9 

-5 

7.8 

14.9 

23.0 

14 

7 

11 

2612 

1.84 

MPLE-INLAND 

955.5 

1 

18.7 

-29 

2.0 

2.8 

4.5 

3.0 

63 

4 

-10 

3719 

1.07 

DUSTRY  COMPOSITE 

160761.1 

10 

6864.1 

10 

4.3 

4.3 

11.3 

16.2 

38 

12 

13 

660507 

1.22 

IERCROMBIE  &  FITCH  (11) 

304.6 

14 

60.2 

71 

19.8 

16.6 

54.8 

54  8 

50 

NA 

NA 

4929 

1.92 

/IAZ0N.C0M 

293.6 

236 

-61.7 

NM 

NM 

NM 

NM 

NM 

NM 

447 

NA 

33466 

-2.98 

/IES  DEPARTMENT  STORES  (11) 

872 .7" 

13 

21.3 

-28 

2.4 

3.8 

6.9 

10.4 

26 

36 

24 

855 

1.40 

INTAYLOR  STORES  (11) 

262.8** 

24 

11.8 

401 

4.5 

1.1 

7.8 

9.1 

35 

10 

1 

1316 

1.44 

1T0Z0NE  (4) 

852.5 

4  0 

36.0 

5 

4.2 

5.7 

11.7 

17.7 

20 

27 

20 

4480 

1.53 

iRNES  &  NOBLE  (11) 

1029.3 

6 

106  0 

52 

10.3 

7.2 

11.3 

13.6 

27 

15 

89 

2432 

1.29 

S  WHOLESALE  CLUB  (11) 

1054.5 

5 

37.7 

16 

3.6 

3.2 

15.7 

16.9 

25 

NA 

NA 

1997 

1.07 

IRDERS  GROUP  (11) 

945.5 

10 

86.7 

10 

9.2 

9.2 

14. L 

12.9 

13 

-5 

50 

1131 

1.12 

lADLEES  (11) 

433.9 

-4 

-99.2 

NM 

NM 

5.7 

NM 

NM 

NA 

NA 

NA 

NA 

NA 

tYLANE  (11) 

332.1 

-4 

-8.6 

NM 

NM 

4,0 

7.4 

9.4 

NA 

NA 

NA 

NA 

0.92 

IRLINGTON  COAT  FACTORY  (7) 

587.0 

3 

23.2 

-19 

3.9 

5.0 

NA 

NA 

NA 

10 

2 

624 

NA 

IW  COMPUTER  CENTERS 

539.4 

40 

19.7 

33 

3.7 

3.8 

26.1 

24.0 

27 

61 

42 

1899 

3.25 

IARMING  SHOPPES  (11) 

272.2 

-2 

-9.1 

NM 

NM 

2.2 

NM 

-5.1 

NM 

-4 

NA 

391 

-0.20  5 

)LE  NATIONAL  (11) 

272.1 

2 

-10.7 

NM 

NM 

2.2 

7.0 

9.2 

17 

207 

-17 

230 

C.94 

; INSOUDATED  STORES  (11) 

1690.1 

5 

118.8 

75 

7.0 

4.2 

7.9 

9.3 

33 

37 

11 

3553 

0.97 

IR?ORATE  EXPRESS  (11) 

963.3 

14 

-417 

NM 

NM 

1.3 

NA 

0.4 

NM 

87 

-8 

524 

0.02 

IS -  CO  (4) 

6592.4** 

14 

152.0 

21 

2.3 

9  9 

12.8 

15.4 

41 

11 

22 

19127 

2.15 

n  TL">M  HUDSON  (11) 

10139.0** 

13 

447.0 

26 

4.4 

4.0 

12.3 

18.7 

34 

12 

22 

30871 

2.04 

LLARO'S  (11) 

2645.0** 

25 

74.0 

-34 

2.8 

5.3 

3.8 

4.9 

23 

9 

-6 

3051 

1.26 

ILL  *  GENERAL  (11) 

993.0 

15 

78.0 

20 

7.9 

7.5 

24.8 

24.6 

39 

26 

29 

5958 

0.85 

M'LY  COLLAR  STORES  (4) 

752.2 

18 

41.7 

51 

5.5 

4.3 

18.6 

19.3 

33 

12 

8 

4055 

0.71 

HI   U\  cimccc  u/cri/  i  Aji/w  17  mnn 


IF  WE  PACKED  ANY  MORE  AIRLINES 
INTO  OUR  REWARDS  PROGRAM, 
YOU'D  HAVE  TO 
CHECK  IT  AT  THE  GATE. 


With  our  rewards  program  you  don't  get  just  one  airline  to  use  your 
miles  on.  You  get  24  different  airlines-not  to  mention  their  partners. 
And  since  there's  no  mileage  cap  or  expiration  date,  you  have  the  power 
to  use  your  miles  as  you  wish,  when  you  wish.  Also,  to  help  you  any  time 
you  need  it,  we  make  sure  a  real  person  answers  the  phone,  24  hours  a 
day.  Should  your  business  trip  run  longer  than  expected,  don't  worry, 
we  give  you  the  convenience  of  an  extra  billing  period  to  pay  when  you 
need  it,  interest-free.  And,  of  course,  the  Diners  Club  Card  is  welcomed 
by  airlines,  hotels,  car  rental  companies  and  millions  of  other  places 
you  go.  Give  us  a  call  at  1  800  2  DINERS  You'll  be  surprised  by  the 
amount  of  benefits  one  card  company  can  offer. 


3881  i£3«frSk  T8fl© 
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CITIBANK 


BREAKING  THE  PLASTIC  MQI 


J  CORPORATE  SCOREBOARD 


(    COMPANY  SALES   PROFITS  RETURN 


MARGINS 

5-YEAR  GROWTH 

MARKET 
VALUE 

1. 

1ST 

tHANbt 

1ST 

LHANut 

1ST 

1ST 

ON 

ON 
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4-23 

% 

% 

$  MIL. 

SHA 

FEDERATED  DEPARTMENT  STORES  (11) 

5207,0*' 

3 

408.0 

8 

7\8 

Tl, 

8.9 

~~  12  0 

14' 

22 

22 

8731 

~12 

FINLAY  ENTERPRISES  (11) 

359.2 

6 

26.3 

9 

7.3 

7.1 

11.8 

22.0 

7 

NA 

42 

124 

1.! 

FOOTSTAR 

439.1 

10 

8.5 

60 

1.9 

1.3 

20.2 

13.2 

23 

NA 

NA 

800 

1  ' 

GAP  (11) 

3029.8 

40 

313.9 

46 

10.4 

10.0 

40.2 

52.4 

51 

6 

28 

39717 

1  : 

GLOBAL  DIRECTMAIL 

421.7 

18 

10.8 

-16 

2.6 

3.6 

13.9 

14.2 

16 

57 

17 

632 

1  ( 

GOODY'S  FAMILY  CLOTHING  (1 1) 

363.5 

9 

8.0 

-54 

2.2 

5.2 

14.1 

14.2 

11 

15 

28 

301 

0  f 

HOME  DEPOT  (11) 

7258.0 

27 

418.0 

36 

5.8 

5.4 

15.7 

18.5 

59 

26 

25 

92124 

l.t 

HOMEBASE  (11) 

308.8 

-6 

0.4 

NM 

0.1 

NM 

5.5 

5.8 

10 

-4 

-27 

197 

0.! 

INSIGHT  ENTERPRISES 

338.1 

64 

6.8 

57 

2.0 

2.1 

14.4 

15.2 

31 

149 

50 

706 

O.f 

INTIMATE  BRANDS  (11) 

1531.2 

10 

245.9 

54 

16.1 

11.4 

53.9 

62.1 

31 

NA 

17 

12002 

1.! 

JO-ANN  STORES  (11) 

418.7 

34 

21.1 

0 

5.0 

6.8 

4.5 

5.3 

24 

12 

21 

314 

KMART  (11) 

10401.0 

7 

353.0 

90 

3.4 

1.9 

7.9 

8.7 

15 

2 

14 

7678 

1  ! 

KOHL'S  (11) 

1289.5 

20 

94.1 

30 

7.3 

6.7 

13.4 

16.5 

60 

36 

26 

11157 

1.: 

LANDS'  END  (11) 

541.2 

13 

25.7 

-38 

4.7 

8.6 

14.4 

12.9 

38 

7 

5 

1136 

1.1 

LIMITED  (11) 

3255.9 

0 

250.5 

194 

7.7 

2.6 

73.2 

92.0 

5 

-3 

27 

9588 

8.: 

LOWE'S  (11) 

2915.7 

22 

106.2 

46 

3.6 

3.0 

12.0 

15.4 

44 

27 

22 

21004 

1.: 

MAY  DEPARTMENT  STORES  (11) 

4618.0** 

8 

478.0 

7 

10.4 

10.4 

12.7 

21.7 

18 

3 

4 

13679 

2.; 

MEN'S  WEARHOUSE  (11) 

263.5 

20 

18.9 

36 

7.2 

6.3 

14.3 

13.7 

23 

38 

30 

931 

1.: 

MICHAELS  STORES  (11) 

541.2 

7 

30.2 

19 

5.6 

5.0 

8.2 

9.1 

16 

22 

-A 

671 

i.i 

MICRO  WAREHOUSE 

605.4 

10 

12.3 

26 

2.0 

1.8 

8.2 

7.9 

19 

27 

2 

618 

o.< 

NEIMAN  MARCUS  GROUP  (5) 

789.2** 

11 

30.6 

-9 

3.9 

4.7 

10.1 

13.7 

13 

153 

20 

1240 

u 

NORDSTROM  (11) 

1468.3** 

-1 

66.5 

13 

4.5 

4.0 

11.1 

15.7 

27 

3 

7 

5347 

OFFICE  DEPOT 

2622.9 

9 

100.6 

24 

3.8 

3.4 

10.1 

11.7 

21 

27 

15 

7474 

0, 

OFFICEMAX  (11) 

1249.9 

13 

-6.7 

NM 

NM 

3.6 

4.2 

4.3 

23 

14 

31 

1051 

PAYLESS  CASHWAYS  (1) 

391.9 

-1 

-10.0 

NM 

NM 

NM 

NM 

-4.9 

NM 

NA 

NA 

39 

PAYLESS  SHOESOURCE  (11) 

568.4 

0 

14.2 

-18 

2.5 

3.1 

17.4 

19.2 

12 

NA 

NA 

1499 

• 

PENNEY  (J.C.)  (11) 

9316.0** 

-4 

207.0 

3 

2.2 

2.1 

NA 

8.3 

20 

7 

-14 

11141 

2-  1 

PEP  BOYS-MANNY,  MOE  &  JACK  (11) 

563.2 

12 

-18.9 

NM 

NM 

NM 

NM 

0.6 

NM 

11 

-33 

901 

0.1 

PETSMART  (11) 

581.7 

14 

19.5 

334 

3.3 

0.9 

5.9 

6.8 

42 

54 

34 

973 

0.; 

ROSS  STORES  (11) 

630.0 

10 

45.6 

12 

7.2 

7.1 

31.5 

31.5 

16 

13 

41 

2021 

2.! 

SAKS  (11) 

2050.7** 

13 

100.0 

-72 

4.9 

19.6 

1.6 

1.2 

NM 

75 

-6 

3753 

0. 

SEARS,  ROEBUCK 

9037.0 

-2 

146.0 

10 

1.6 

1.4 

10.0 

17.8 

15 

-10 

-11 

16395 

2. 

SPIEGEL 

625.2 

6 

-10.0 

NM 

NM 

NM 

5.8 

4.0 

NM 

2 

NA 

716 

-0.: 

SPORTS  AUTHORITY  (11) 

459.0 

9 

1.0 

-87 

0.2 

1.9 

NM 

-23.4 

NM 

20 

NA 

257 

-2.1 

STAGE  STORES  (11) 

357.3 

-3 

-2.9 

NM 

NM 

4.7 

4.6 

1.8 

46 

NA 

-39 

168 

0. 

STAPLES  (11) 

2077.1 

23 

71.3 

-3 

3.4 

4.3 

NA 

11.2 

78 

40 

37 

14754 

0.- 

TALBOTS  (11) 

335.4** 

7 

8.1 

NM 

2.4 

NM 

8.2 

9.1 

26 

23 

-19 

947 

1. 

TIFFANY  (11) 

442.8** 

20 

53.3 

27 

12.0 

11.4 

13.4 

17.4 

32 

24 

30 

2744 

2.: 

TJX  (11) 

2282.4 

2 

126.9 

29 

5.6 

4.4 

30.1 

39.4 

27 

23 

36 

10761 

1.: 

TOYS  'R'  US  (11) 

4936.0 

-1 

-;  10  0 

-18 

6.3 

7.6 

NM 

-3.6 

NM 

9 

NA 

5498 

-O.i 

U.S.  OFFICE  PRODUCTS  (8) 

676.6 

2 

-12.5 

NM 

NM 

2.3 

NM 

-18.1 

NM 

370 

49 

163 

-2.1 

VALUE  CITY  DEPARTMENT  STORES  (5) 

423.5** 

35 

16.2 

30 

3.8 

4.0 

6.6 

8.7 

12 

9 

-24 

291 

0. 

VENATOR  GROUP  (11) 

1332.0 

-6 

29.0 

-73 

2.2 

7.5 

NM 

0.3 

NM 

-7 

-37 

1322 

0.1 

WAL-MART  STORES  (11) 

40785.0 

15 

1559.0 

21 

3.8 

3.6 

15.1 

21.0 

51 

14 

13 

226572 

WILSONS  THE  LEATHER  EXPERTS  (11) 

258.1 

6 

36.6 

0 

14.2 

15.0 

16.7 

29.5 

6 

NA 

NA 

108 

I 

ZALE  (5) 

64.0 

11.3 

11.3 

8.7 

10.7 

19 

NA 

NA 

1372 

o 

INDUSTRY  COMPOSITE 

49720.5 

10 

3925.4 

34 

7.9 

6.5 

8.3 

10.2 

48 

15 

14 

506587 

1.: 

(A)  ELECTRICAL  PRODUCTS 

GROUP  COMPOSITE 

6533.6 

7 

466.0 

5 

7  1 

7  3 

9  0 

12.6 

28 

3 

15 

32325 

1. 

AMERICAN  POWER  CONVERSION 

277.2 

27 

34.8 

30 

12.6 

12.2 

22.6 

21.7 

21 

38 

23 

3289 

1-i 

COOPER  INDUSTRIES 

924.7 

3 

75.6 

16 

8.2 

7.3 

16.5 

20.4 

15 

-9 

6 

4636 

3  ft 

EATON 

1661.0 

-2 

84.0 

-20 

5.1 

6.2 

12.0 

16.3 

19 

12 

12 

6233 

4.1C 

HUBBELL 

367.5 

8 

39.7 

-1 

10.8 

11.7 

18.8 

20.1 

16 

9 

17 

2698 

2,1 

NATIONAL  SERVICE  INDUSTRIES  (4) 

510.4 

6 

24.8 

5 

4.9 

4.9 

13.9 

18.7 

15 

-4 

11 

1570 

2.1 

RAYCHEM  (6) 

444.9 

0 

33.2 

-16 

7.5 

8.9 

10.6 

16.7 

17 

5 

152 

2056 

l.f ' 

ROCKWELL  INTERNATIONAL  (3) 

1701.0 

2 

1  -1 3  1 I 

17 

8.4 

7.3 

-0.4 

-0.6 

NM 

5 

NA 

9858 

-O.W 

SPX 

646.9 

73 

30.9 

32 

4.8 

6.3 

NM 

-6.4 

N  M 

-2 

NA 

1985 

-2- foe 

(B)  ELECTRONICS 

GROUP  COMPOSITE 

17394.4 

8 

568.7 

10 

3.3 

3.2 

2.5 

2.0 

NM 

13 

8 

119591 

o| 

GENERAL  INSTRUMENT 

519.1 

24 

28.5 

NM 

5.5 

NM 

8.6 

8.7 

41 

30 

-21 

6160 

0.| 

iarris  (6) 

949.6 

-1 

41.4 

-31 

4.4 

6.2 

6.1 

6.1 

27 

8 

8 

2700 

Ml 

HUGHES  ELECTRONICS 

1451.8 

12 

78.3 

46 

5.4 

4.2 

NM 

3.6 

68 

5 

-22 

20995 

O.J. 

COMMUNICATIONS  HOLDINGS 

275.6 

48 

7.2 

176 

2.6 

1.4 

7.9 

12.4 

36 

NA 

NA 

1332 

l.f ' 

17  TON  INDUSTRIES  (5) 

1130.9 

16 

44.0 

8 

3.9 

4.2 

11.3 

14.9 

16 

0 

21 

2834 

4. 

MOTOROLA 

7232.0 

5 

171.0 

-5 

2.4 

2.6 

NM 

-7.5 

NM 

13 

NA 

48802 

-i.i 

SHALCOMM  (3) 

932.4 

23 

-42.6 

NM 

NM 

3.4 

7.3 

4.8 

NM 

37 

45 

13361 

0.1 

RAYTHEON 

4903.0 

7 

241.0 

12 

4.9 

4.7 

6.8 

8.1 

27 

24 

0 

23407 

2.} 

That's  short  for  ervers,  supercomputers 
and  graphics  workstations  that  enable  breakthrough  nsights. 

The  new  name  is  shorter,  but  behind  it  is  a  big  idea.  We're  building  computing  solutions  that  enable  you 
expand  the  realm  of  innovation  and  creativity.  Solutions  that  enable  you  to  achieve  critical  insights  into  your 
ost  difficult  challenges  -  before  your  competition  does. 

With  our  servers  and  supercomputers,  you  have  phenomenal  power  to  compute  the  absolute  toughest 
■oblems.  Our  graphics  workstations  allow  you  to  see,  manipulate  and  use  data  in  more  meaningful  ways.  And 
hen  combined  with  our  broad  range  of  global  services,  we  make  it  possible  to  build  exactly  the  solution  you 
?ed  to  explore  the  ideas  you  dream  of,  no  matter  how  big  they  are.  From  safer  cars,  to  better  drugs,  to  new  oil 
scoveries,  we  can  help  you  make  anything  possible. 

Have  a  new  look  at  SGI.  See  for  yourself  how  our  servers,  supercomputers  and 
aphics  workstations  can  solve  your  most  complex  problems.  You'll  discover  that,  for 
'ery  challenge  you  have,  the  solution  is  in  sight.™ 
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SH 

(C)  INSTRUMENTS 







GROUP  COMPOSITE 

7235.7 

5 

481.9 

0 

6.7 

7.0 

14.1 

18.5 

24 

9 

13 

44837 

2. 

ALPINE  GROUP  (8) 

440.8 

113 

1.0 

-22 

0.2 

0.6 

4  J 

27.4 

16 

48 

NA 

223 

0  ! 

BECKMAN  COULTER 

405.1 

1 

17.1 

NM 

4.2 

NM 

10.6 

45.1 

22 

-20 

-7 

1244 

2 

EMERSON  ELECTRIC  (3) 

3588  7 

t5 

12 c  > 

6 

9.1 

9.1 

19.0 

21.3 

21 

8 

11 

26325 

2 

HONEYWELL 

1986.1 

3 

105.4 

9 

5.3 

5.0 

15.9 

20.9 

19 

- 

15 

1 1042 

.; 

TEKTRONIX  (7) 

470.6 

-9 

14.5 

-58 

3. 1 

6.6 

NM 

-5.5 

NM 

14 

7 

1198 

-0 

TERADYNE   

344.5 

-20 

18  0 

-64 

5.2 

11.5 

6.8 

6.6 

71 

20 

16 

4805 

0 

(D)  SEMICONDUCTORS  &  OTHER  COMPONENTS 

GROUP  COMPOSITE 

18556.8 

14 

2408.8 

63 

13.0 

9.1 

11.8 

14.2 

46 

25 

23 

309834 

1. 

ADVANCED  MICRO  DEVICES 

631.6 

17 

-128.4 

NM 

NM 

NM 

NM 

-8.5 

NM 

7 

NA 

2491 

_1 

ANALOG  DEVICES  (2) 

300.5 

-5 

29.9 

-26 

9.9 

12.7 

7.7 

9.4 

57 

23 

23 

5964 

o 

ATMEL 

290.0 

11 

16.7 

NM 

5.8 

NM 

NM 

-1.8 

NM 

28 

NA 

1987 

AVX  (9) 

318.6 

4 

7.5 

-75 

2.4 

9.7 

4.9 

4.9 

40 

22 

-12 

1655 

o 

CONEXANT  SYSTEMS  (3) 

316.9 

16 

7.6 

NM 

2.4 

NM 

NM 

-34.7 

NM 

NA 

NA 

4009 

_3 

INTEL 

7103.0 

18 

]  999  o 

57 

28.1 

21.2 

25.4 

27.5 

32 

26 

29 

204763 

1 

JABIL  CIRCUIT  (4) 

493.4 

49 

21.6 

7 

4.4 

6.1 

17.1 

21.9 

55 

44 

66 

3102 

o 

LSI  LOGIC 

456.8 

41 

4.9 

-84 

1.1 

9.4 

NM 

-1 1.0 

NM 

39 

NA 

4950 

-1 

MICRON  TECHNOLOGY  (4) 

1025.8 

34 

22.4 

NM 

2.2 

NM 

NM 

-5.6 

NM 

35 

NA 

10075 

-0 

MOLEX  (6) 

426.2 

4 

45.0 

_3 

10.6 

11.3 

13.6 

12.5 

29 

11 

19 

5007 

1 

NATIONAL  SEMICONDUCTOR  (7) 

500.1 

-23 

-27.2 

NM 

NM 

3.4 

NM 

-26.4 

NM 

17 

NA 

2194 

-2 

SANMINA  (3) 

281.1 

17 

28.8 

28 

10.2 

9.4 

13.6 

12.8 

52 

62 

45 

3714 

1 

SCI  SYSTEMS  (6) 

1600.0 

-5 

32.4 

-5 

2.0 

2.0 

12.1 

16.2 

15 

23 

40 

1736 

1 

SMART  MODULAR  TECHNOLOGIES  (2) 

264.1 

30 

12.1 

-26 

4.6 

8.1 

16.8 

15.9 

14 

128 

64 

633 

1 

SOLECTRON  (4) 

1908.1 

61 

65.5 

34 

3.4 

4.1 

10.5 

18.2 

52 

36 

32 

12584 

o 

TEXAS  INSTRUMENTS 

2039.0 

-7 

233.0 

NM 

11.4 

0.5 

8.6 

9.4 

69 

23 

-12 

42554 

i 

THOMAS  &  BETTS 

601.5 

10 

38.0 

2 

6.8 

8.6 

27 

18 

40 

2416 

i 

wrm 

INDUSTRY  COMPOSITE 

86684.4 

5 

2758.9 

-2 

3.2 

3.4 

11.2 

19.6 

29 

8 

6 

289654 

i. 

fAl  FOOD  niSTRIRIITION 

GROUP  COMPOSITE 

12291.5 

6 

171.1 

24 

1.4 

1.2 

10.0 

15.2 

24 

6 

13 

15249 

i. 

INTERNATIONAL  MULTIFOODS  (10) 

573.2 

4 

7.0 

56 

1.2 

0.8 

2.7 

2.6 

5 ; 

1 

-36 

388 

o 

NASH  FINCH 

934.8" 

0 

1.2 

-68 

0.1 

0.4 

NM 

-26.2 

NM 

-2 

NA 

94 

-3 

RICHFOOD  HOLDINGS  (8) 

946.6 

27 

19.4 

11 

2.1 

2.4 

13.2 

15.1 

10 

34 

19 

566 

1 

SUPERVALU  (10) 

4200.9 

-2 

54.4 

5 

1.3 

1.2 

10.2 

14.7 

14 

1 

20 

2582 

1 

SYSCO  (6) 

4164.9 

12 

72.6 

14 

1.7 

1.7 

14.7 

24.2 

28 

4 

12 

9604 

1 

U.S.  FOODSERVICE  (6) 

1471.1 

10 

16.5 

NM 

1.1 

NM 

8.3 

11.7 

24 

80 

NA 

2015 

 1 

(B)  FOOD  PROCESSING 

GROUP  COMPOSITE 

41279.2 

-1 

2097.5 

6 

5.1 

4  8 

13.6 

23.3 

27 

5 

3 

200994 

1. 

AGRIBRANDS  INTERNATIONAL  (4) 

310.7 

-7 

7  8 

290 

2.5 

0.6 

8.6 

7.5 

14 

NA 

NA 

368 

2 

ARCHER  DANIELS  MIDLAND  (6) 

3378.1 

-21 

11.7 

-83 

0.3 

1.6 

5.1 

4.6 

26 

6 

-4 

8881 

0 

AURORA  FOODS 

261.0 

9 

8.0 

25 

3.1 

2.7 

NM 

5.8 

32 

NA 

NA 

1135 

0 

BESTFOODS 

2186.6 

3 

143.9 

8 

6.6 

6.3 

25.4 

71.0 

23 

-13 

9 

14491 

2 

CAMPBELL  SOUP  (5) 

1832.0 

-9 

219.0 

-25 

12.0 

14.5 

33.3 

91.0 

29 

-11 

19 

18853 

1 

CHIQUITA  BRANDS  INTERNATIONAL 

693.0 

-3 

48.7 

18 

7.0 

5.7 

NM 

-5.2 

NM 

1 

NA 

671 

-0 

CONAGRA  (7) 

5693.3 

4 

171.4 

28 

3.0 

2.4 

13.9 

21.4 

17 

5 

9 

12155 

1 

CORN  PRODUCTS  INTERNATIONAL 

396.6 

17 

15.8 

98 

4.0 

2.4 

4.2 

4.8 

21 

NA 

NA 

1095 

1 

DEAN  FOODS  (7) 

995.2 

50 

3.3 

-82 

0.3 

2.8 

7.9 

10.3 

20 

4 

5 

1402 

DEL  MONTE  FOODS  (6) 

J90  0 

12 

12.0 

NM 

3.1 

NM 

NA 

NM 

NM 

NA 

NA 

464 

-ol 

DOLE  FOOD 

1188.4 

17 

37.7 

66 

3.2 

2.2 

4.2 

4.3 

67 

-11 

-18 

1894 

o| 

GENERAL  MILLS  (7) 

1495.1 

5 

141.1 

8 

9.4 

26.4 

310.6 

24 

-27 

-1 

12203 

3 

HEINZ  (H.J.)  (8) 

2282.1 

2 

120  6 

-36 

5.3 

8.4 

16.4 

33.7 

24 

0 

1 

17772 

HERSHEY  FOODS 

945.2 

-14 

224.7 

198 

23.8 

6.9 

24.3 

47.9 

16 

-8 

12 

7819 

HORMEL  FOODS  (2) 

799.0 

-2 

42.4 

-10 

5.3 

5.7 

13.5 

16.0 

20 

7 

3 

2712 

l| 

IBP 

3097.7 

-4 

56.9 

318 

1.8 

0.4 

13.7 

17.0 

8 

18 

10 

1881 

21 

INTERNATIONAL  HOME  FOODS 

514.2 

32 

32.5 

68 

6.3 

5.0 

6.8 

49.8 

42 

NA 

NA 

1298 

01 

INTERSTATE  BAKERIES  (7) 

1031.3 

7 

29.6 

-1 

2.9 

3.1 

13.1 

21.9 

13 

30 

24 

1592 

l| 

KELLOGG 

1745.3 

6 

118.8 

-30 

6.8 

10.4 

19.1 

51.0 

33 

-14 

-3 

14833 

lj 

Mccormick  (D 

441.5 

6 

18.2 

12 

4.1 

3.9 

21.1 

28  ft 

20 

-5 

5 

2090 

\i 

NABISCO  HOLDINGS 

1855.0 

-5 

36.0 

-35 

1.9 

2.8 

NM 

-2.3 

NM 

-2 

NA 

10751 

-Of 

PILGRIM'S  PRIDE  (3) 

329.9 

2 

14.6 

115 

4.4 

2.1 

16.0 

25.4 

8 

9 

15 

495 

2| 

PIONEER  HI-BRED  INTERNATIONAL  (4) 

300.0 

-1 

3.0 

-25 

1.0 

1.3 

19.3 

22.3 

37 

9 

15 

8906 

li 

QUAKER  OATS 

1074.6 

-2 

86.7 

84 

8.1 

4.3 

38.7 

211.5 

29 

-21 

0 

8914 

2? 

RALSTON  PURINA  (3) 

1130.2 

2 

93.8 

12 

8.3 

7.5 

16.5 

29  0 

20 

30 

10 

8839 

l| 

oARA  LEE  (6) 

4664.0 

-2 

245.0 

8 

5.3 

4.8 

28.9 

60.0 

34 

-7 

NA 

21433 

Ql 

Sf.'ilTHFIELD  FOODS  (8) 

1035.7 

-5 

55.0 

132 

5.3 

2.2 

14.2 

17.1 

11 

23 

59 

986 

STARBUCKS  (3) 

375.8 

27 

18.0 

29 

4.8 

4.7 

9.1 

9.3 

40 

58 

45 

5786 

°f 

VLASIC  FOODS  INTERNATIONAL  (5) 

356.6 

-5 

11.8 

-37 

3.3 

5.0 

NM 

-19.3 

NM 

NA 

NA 

404 

-Of 

WRIGLEY  (WM.)  JR. 

481.0 

2 

69.6 

-8 

14.5 

16.2 

24.9 

25.8 

36 

14 

10 

10871 

2 
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WHY  A 

LOT  OF  X-XEROX 

CUSTOMERS 

ARE  CONNECTING 

WITH  SAVIN. 


Sa\esBey  ', 


(We're  tearing  up  the  competition  one  customer  at  a  time.) 


Why  are  more  and  more  x  you-know-who  customers  turning  to  Savin  for  their  document 
output  needs?  We  think  the  answer  is  that  Savin  has  exactly  what  it  takes  to  win  people  over. 

After  all,  Savin  not  only  has  the  award-winning,  multi-functional  digital  imaging  systems 
today's  networked  offices  require,  we're  just  as  committed  to  becoming  the  fastest,  most  responsive 
name  in  the  business.  With  smart,  energetic,  highly-trained  Savin  professionals  willing  to  do 
whatever  it  takes  to  give  you  the  satisfaction  and  service  you  deserve. 

To  find  out  more  about  Savin's  full  line  of  B&W  and  full-color  digital 
imaging  solutions,  as  well  as  our 
unshakable  commitment  to  service, 
contact  us  at  1-800-234-1900  or 
www.savin.com.  We  think  it  will  be 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER 

UK'  stdit  ot  a  gieat  relationship.  savin  corporation,  333  ludlow  st,.  stamford,  cto6904 


sai/m 


in  Corporation 


Xerox's  is  a  trademark  of  XEROX  CORPORATION. 


I  CORPORATE  SCOREBOARD 


COMPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5- YEAR  GROWTH 

i: 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

MON" 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

nilT^TANDINr. 

EARN 

1999 

1998 

1999 

1998 

1999 

1  QQfl 

CAPITAL , 

KIUI1\ 

P-E 

EQUITY 

SHARE 

4-23 

PE 

$  MIL 

% 

$  MIL. 

% 

% 

% 

■•  ■-  - 

% 

% 

4-23 

% 

% 

$  MIL. 

SHA 

(C)  FOOD  RETAILING 

-'  — - 

GROUP  COMPOSITE 

33113.7 

11 

490.3 

-29 

1  5 

2  3 

7.2 

13.1 

35 

17 

1 3 

73411 

O.J 

ALBERTSON'S  (11) 

4171.3 

10 

190.4 

9 

4.6 

4,6 

14.1 

20.2 

23 

15 

1 1 

12868 

2.: 

AMERICAN  STORES  (11) 

5196.3 

4 

-1.0 

NM 

N  M 

1.9 

5.5 

8.7 

38 

8 

-3 

8871 

O.i 

FOOD  LION 

2407.0 

4 

58.6 

6 

2 .4 

2.4 

13.1 

16.9 

17 

1 1 

88 

4518 

0.! 

GENERAL  NUTRITION  (11) 

457.5 

21 

14.8 

-54 

Q  9 
O.tL 

8.6 

13.3 

109.8 

11 

30 

16 

925 

i.: 

GREAT  ATLANTIC  &  PACIFIC  TEA  (10) 

2426.3 

-3 

-88.6 

NM 

N  M 

u.  0 

NM 

-7.3 

NM 

-2 

NA 

1149 

-i.; 

HANNAFORD  BROTHERS 

839.1 

6 

20.0 

12 

2  4 

2  3 

11.5 

14.6 

20 

1 1 

7 

1909 

2.; 

INGLES  MARKETS  (3) 

442.2 

12 

4.1 

24 

n  q 

u.o 

5.3 

2.8 

41 

9 

-15 

248 

o.; 

MEYER  (FRED)  (11) 

3856.3 

63 

85.6 

37 

9  9 

9  7 

2.3 

2.4 

NM 

34 

6 

8528 

o.: 

PENN  TRAFFIC  (11) 

690  5 

-8 

-93.6 

NM 

N  M 

NM 

NM 

NM 

NM 

NA 

NA 

3 

-30.( 

RUDDICK  (3) 

645.6 

5 

12.7 

12 

2.0 

1 .8 

8.9 

11.6 

16 

9 

1 1 

796 

i| 

SAFEWAY 

6113.2 

13 

205.8 

25 

3  4 

3  1 

12.5 

27.5 

31 

5 1 

44 

25618 

i.( 

7-ELEVEN 

1770.1** 

11 

1.9 

NM 

0.1 

NM 

7.9 

NM 

16 

NA 

-19 

1025 

0. 

SMART  &  FINAL 

398  3 

19 

-0.5 

NM 

NM 

NM 

NM 

-3.8 

NM 

13 

NA 

238 

-o.: 

WEIS  MARKETS 

496.3 

9 

21.2 

-20 

4.3 

5.9 

8.6 

8.8 

18 

4 

3 

1420 

l.S 

WINN-DIXIE  STORES  (6) 

-4 

1.8 

12.4 

11.5 

7 

1,1 

INDUSTRY  COMPOSITE 

90374.7 

-1 1 

2885.7 

-47 

3.2 

5.4 

5.3 

6.9 

50 

7 

8 

512430 

l.i 

(A)  COAL,  OIL  &  GAS 

GROUP  COMPOSITE 

82433.5 

10 

2621.8 

44 

3.2 

5.1 

5.2 

7.1 

48 

6 

8 

449570 

'1 

AMERADA  HESS 

1551.5 

-15 

70.6 

NM 

4.6 

NM 

NM 

-14.2 

NM 

-1 

NA 

4834 

-4.J 

ARCH  COAL 

417.1 

33 

-2.4 

NM 

NM 

5.1 

NM 

2.2 

41 

19 

-20 

527 

o.; 

ASHLAND  (3)t 

1516.0 

2 

87.0 

211 

5.7 

1.9 

8.0 

9.5 

17 

14 

12 

3202 

2.: 

BURLINGTON  RESOURCES 

349.0 

-19 

-10.0 

NM 

NM 

11.1 

NM 

0.9 

NM 

4 

-14 

7538 

0.1 

CHEVRON 

6399.0* 

-14 

329.0 

-35 

5.1 

6.8 

5.8 

6.9 

40 

5 

10 

62609 

2.; 

COASTAL 

1709.6 

-13 

134.5 

8 

7.9 

6.4 

7.6 

14.2 

13 

9 

32 

7406 

2:, 

CONOCO 

5335.0** 

-8 

83.0 

-74 

1.6 

5.4 

3.1 

4.9 

70 

NA 

NA 

15813 

0.; 

EXXON 

26884.0** 

-10 

1020.0 

-46 

3.8 

6.3 

9.1 

12.7 

34 

5 

8 

190144 

2.; 

MOBIL 

12183.0" 

-11 

464.0 

-34 

3.8 

5.2 

6.7 

7.7 

55 

2 

4 

77956 

l.£ 

MURPHY  OIL 

304.3** 

-31 

-6.7 

NM 

NM 

3.5 

NM 

-3.7 

NM 

-5 

NA 

2042 

-O.f 

OCCIDENTAL  PETROLEUM 

1  344  0 

-21 

-57.0 

NM 

NM 

8.2 

4.1 

3.6 

NM 

-1 

36 

6998 

-0.; 

PHILLIPS  PETROLEUM 

2500.0 

-24 

70.0 

-71 

2.8 

7.4 

1.2 

1.5 

NM 

12 

9 

12064 

0.' 

SUNOCO 

1933.0** 

-9 

19.0 

66 

1.0 

2.6 

11.9 

15.5 

14 

-12 

13 

3351 

2.i 

TESORO  PETROLEUM 

508.6 

159 

0.3 

-95 

0.1 

3.1 

NM 

-7.5 

NM 

42 

NA 

414 

-l.C 

TEXACO 

7190.0'* 

-12 

199.0 

-23 

2.8 

3.2 

5.0 

4.3 

60 

6 

1 

31075 

o.< 

TOSCO 

2637.7 

-13 

27.9 

-33 

1.1 

1.4 

4.3 

4.8 

44 

40 

5 

3981 

0.; 

ULTRAMAR  DIAMOND  SHAMROCK 

2725  7* 

-2 

16.0 

2 

0.6 

0.6 

NM 

-5.7 

NM 

28 

NA 

1904 

-0.! 

UNION  PACIFIC  RESOURCES  GROUPt 

415.1** 

2 

42.3 

71 

10.2 

6.1 

NM 

NM 

NM 

-14 

NA 

3011 

-3.! 

USX-MARATHON  GROUP 

4840.0** 

-7 

119.0 

-35 

2.5 

3.5 

6.2 

5.7 

34 

NA 

0 

8309 

O.f 

VALERO  ENERGY 

1337.1 

-2 

-2.7 

NM 

NM 

NM 

NM 

-4.1 

NM 

5 

NA 

1266 

-0.; 

VASTAR  RESOURCES 

353.8 

-13 

19  0 

60 

5.4 

11,8 

NM 

17.5 

48 

116 

7 

5126 

li 

(B)  PETROLEUM  SERVICES 

GROUP  COMPOSITE 

7941.2 

16 

264.0 

-68 

3  3 

8  a 

5.5 

6  0 

59 

21 

18 

62860 

0."/ 

BJ  SERVICES  (3) 

269.6 

-32 

-11.4 

NM 

NM 

9.8 

2.9 

18 

NM 

46 

37 

1723 

0.; 

COOPER  CAMERON 

383.9 

-10 

108 

-67 

2.8 

7.8 

11.4 

14.8 

17 

23 

NA 

1925 

2.C 

HALLIBURTON 

3924.0 

8 

81.0 

-60 

2.1 

4.8 

0.3 

-1.3 

NM 

15 

NA 

18123 

-0.; 

SCHLUMBERGER 

2306.5 

-24 

89.2 

-77 

3.9 

12.8 

7.6 

9.3 

47 

13 

16 

33246 

l.; 

SMITH  INTERNATIONAL 

397.0 

-31 

6.6 

-80 

1.7 

5.8 

4 

1.1 

NM 

24 

3 

2046 

0.1 

TRANSOCEAN  OFFSHORE 

306.4 

19 

85.2 

10 

27.8 

30.0 

12.9 

17.7 

8 

56 

55 

2966 

3./ 

WEATHERFORD  INTERNATIONAL 

353.8 

-38 

2,5 

-96 

0.7 

10.7 

2.0 

0.4 

NM 

70 

36 

2831 

o.c 

1  1 

INDUSTRY  COMPOSITE 

93483.5 

14 

9460.3 

10 

10.1 

10.5 

16.3 

22.4 

45 

14 

13 

1329635 

(A)  DRUG  DISTRIBUTION 

GROUP  COMPOSITE 

29741.0 

18 

645.4 

3 

2  2 

2.5 

8  9 

10.5 

46 

19 

18 

76554 

0.7 

AMERISOURCE  HEALTH  (3) 

2175.9 

-2 

20.4 

.36 

0.9 

0.7 

11.0 

59.1 

26 

NA 

11 

1515 

1.1 

BERGEN  BRUNSWIG  (3) 

5008.5** 

48 

38.4 

104 

0.8 

0.6 

3.2 

3.5 

82 

9 

-25 

2162 

o.- 

BINDLEY  WESTERN  INDUSTRIES 

1975.0 

1 

8.9 

18 

0.5 

0.4 

9.5 

6.1 

35 

17 

8 

691 

o.J 

CARDINAL  HEALTH  (6) 

6433.4** 

20 

81.9 

-25 

1.3 

2.0 

11.5 

9.5 

43 

47 

34 

17939 

1-5 

CVS 

4240.5 

18 

164.6 

25 

3.9 

3.7 

13.8 

14.7 

44 

1 

-27 

17828 

l.C 

LONGS  DRUG  STORES  (11) 

919.0 

14 

23.3 

9 

2.5 

2.6 

9.7 

9.9 

21 

5 

7 

1310 

l.i 

OMNICARE 

445.7 

31 

27.8 

36 

6.2 

6.0 

6.2 

8.8 

20 

62 

31 

2054 

1.1 

.'"'r'.PMERICA 

286.8 

4 

6.8 

-40 

2.4 

4.1 

NM 

-24.1 

NM 

179 

NA 

497 

-i;i 

SITE  AID  (10) 

3565.3 

12 

73.0 

-39 

2.0 

3.8 

4.5 

5.4 

39 

26 

26 

6113 

0.( 

WALGREEN  (4) 

4691.0 

15 

200.2 

17 

4.3 

4.2 

18.0 

18.6 

49 

15 

16 

26445 

a: 

iS  &  RESEARCH 

GROUP  COMPOSITE 

33760.2 

14 

6435.8 

!  1 

19.1 

19.6 

25.8 

32.6 

42 

12 

15 

942329 

i.e 

ABBOTT  IABORATORIES 

3299.0 

8 

666.6 

13 

20.2 

19.4 

35.3 

42.2 

34 

9 

13 

80257 

l.S 
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Visionary. 

The  knowledge  to  lead.  The  foresight  to  prosper. 

Your  business  environment  is  changing  rapidly.  That's  why  at  BMC  Software,  we 
focus  on  your  business  —  and  on  solutions  that  optimize  the  value  of  your  current 
and  future  technology  investments. 

Our  number  one  priority  is  ensuring  that  the  business  applications  you  and  your 
customers  depend  on  will  be  there  when  you  need  them. 

For  more  than  18  years,  the  worlds  leading  companies  have  relied  on  BMC  Software 
to  help  them  maintain  their  competitive  edge.  In  fact,  nearly  all  of  the  Fortune  500 
companies  already  use  our  software  solutions.  They  know  that  to  truly  get  the  most 
out  of  technology,  you  should  never  lose  sight  of  the  future.  And  that's  what  being 
visionary  is  all  about. 


800  408-4810  www.bmc.com/info 


<bmc 


Assuring  Business  Availahilih/ 


CORPORATE  SCOREBOARD 


COMPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5- YEAR  GROWTH 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDIN 

1999 

1998 

1999 

1998 

1999 

1998 

CAPITA1 

EQUITY 

P-E 

EQUITY 

SHARE 

4-23 

$  MIL 

% 

$  MIL 

% 

% 

% 

%  • 

4-23 

$  MIL 

fll  1 FPftAN 

HLLCnUHIl 

321  1 

1 5 

35  0 

NM 

10  9 

NM 

NM 

9  6 

88 

8 

NA 

5827 

AMERICAN  HflMF  PRfinilPT^ 
HivicniuHii  nuiviL  rnuuuui  o 

3442  4 

-6 

654  9 

-33 

19.0 

26.8 

16  7 

22  3 

4 1 

21 

9 

85634 

AMCFN 

745  5 

23 

247  2 

32 

33.2 

30.9 

33.4 

33  6 

38 

17 

23 

33162 

RRKTfll -MYFR^  "\OIIIRR 
di\io  i  ul  ivi  i  cno  ouuidd 

4854  0 

g 

1066  0 

1 5 

22.0 

20.9 

35  6 

43  3 

4 1 

6 

14 

1000/ 0 

300  0** 

23 

14  4 

-65 

4.8 

16.8 

6  4 

6  5 

74 

16 

16 

1  i  154 

1  II  IV  fFI  M 

2255  6 

g 

451  4 

-15 

20.0 

25.5 

315 

45  5 

41 

_1 

31 

81408 

7536  7 

24 

1299  6 

12 

17.2 

19.2 

26  4 

42  1 

34 

5 

18 

1 7flR04 
i / oout 

PFIZER 

3927  0 

29 

815  0 

52 

20.8 

17.6 

22.8 

23  5 

75 

19 

23 

1 64338 

PHARMACIA  K,  IIPIDHN 

1700  0 

5 

221.0 

17 

13.0 

11.7 

11.7 

12  7 

44 

24 

-12 

808fiS 

STHFRINTi  PLOUGH 

2186.0 

1 5 

539.0 

20 

24.7 

23.6 

42.9 

46. 1 

43 

21 

18 

79029 

SIGMA-ALDRICH 

333.0 

9 

44.6 

1 

13.4 

14.4 

13.7 

13.7 

19 

15 

10 

3195 

WARNER-LAMBERT 

2860.0 

29 

381.1 

36 

13  3 

12.6 

29.8 

37.5 

42 

20 

26 

55763 

(Cj  HtAL  1  M-CAKt  stKvlttb 

GROUP  COMPOSITE 

15396.3 

6 

781.1 

26 

5.1 

4.3 

4.8 

5.0 

34 

24 

-A 

48278 

RFVFRIY  FNTFRPRKF^ 

633  6 

-9 

5  9 

g  7 

0.9 

2.6 

NM 

-4  8 

NM 

6 

NA 

659 

mi  UMRIA/HTA  HEALTHCARE 

OULU  IVIDIrv  I'On  MLnLI  nunnt 

4655  0 

_5 

322  0 

47 

6.9 

4.5 

6.8 

8.5 

27 

16 

-16 

17069 

pypRF^^  ^pript^ 

899  1 

142 

13  5 

37 

1.5 

2.7 

10  4 

18  6 

55 

50 

36 

2497 

HEALTH  MANAGEMENT  ASSOCIATES  (3) 

339.7 

12 

47  7 

1 8 

14.0 

13.4 

15  3 

18  2 

27 

31 

30 

399 1 

HEALTHSOUTH 

1030.5 

10 

109  9 

_3 

10.7 

12.1 

3  0 

1  4 

13 

71 

22 

6054 

LABORATORY  CORP.  OF  AMERICA  HOLDINGS  417.9 

g 

14  1 

52 

3.4 

2.4 

8  9 

18  9 

g 

_2 

NA 

266 

OXFORD  HEALTH  PLANS 

1060.3** 

-14 

14  3 

NM 

1.3 

NM 

NM 

NM 

NM 

NA 

NA 

1496 

PHYCOR 

416.5 

29 

2  8 

NM 

0.7 

NM 

NM 

-12  6 

NM 

60 

NA 

431 

QUEST  DIAGNOSTICS 

381.8 

A 

7  4 

1  2 

1  9 

1  8 

4  5 

4  9 

25 

NA 

NA 

687 

QUORUM  HEALTH  GROUP  (6) 

448.4 

13 

18  4 

35 

4.1 

3.4 

5  1 

8  6 

19 

42 

23 

948 

TENET  HEALTHCARE  (7) 

2822.0 

10 

124.0 

—16 

4.4 

5.8 

O.U 

9. 1 

2 1 

20 

6 

UNIVERSAL  HEALTH  SERVICES 

520.1** 

12 

30.0 

17 

5.8 

5.5 

9.5 

13.4 

20 

24 

25 

1676 

WELLPOINT  HEALTH  NETWORKS 

1771.2 

12 

71.1 

6 

4.0 

4.2 

22.6 

23.8 

17 

-5 

8 

5051 

(D)  MEDICAL  PRODUCTS 


GROUP  COMPOSITE 

14586.0 

17 

1598.0 

5 

11.0 

12.2 

11.7 

16.2 

60 

11 

13 

262474 

BAUSCH  &  LOME 

574.8 

4 

22.4 

NM 

3.9 

NM 

5.6 

8.3 

58 

-2 

-13 

4141 

BAXTER  INTERNATIONAL 

1685.0 

15 

178.0 

9 

10.6 

11.2 

6.9 

11.6 

60 

-6 

-14 

19327 

BECTON,  DICKINSON  (3) 

874.0 

1 8 

90.1 

-2 

10.3 

12.5 

12  2 

14.8 

47 

1 

9 

10380 

BOSTON  SCIENTIFIC 

708.0 

56 

100.0 

67 

14.1 

13.2 

NM 

-24.3 

NM 

30 

NA 

17049 

GUIOANT 

590.1 

25 

55.4 

0 

9.4 

11.8 

-0.2 

-0.4 

NM 

-2 

NA 

17995 

JOHNSON  &  JOHNSON 

6638.0 

15 

1128.0 

12 

17.0 

17.5 

21.1 

23.4 

44 

20 

12 

136757 

MALLINCKRODT  (6) 

675.0" 

4 

54.1 

70 

8.0 

4.9 

8.3 

12.7 

17 

3 

NA 

2182 

MEDTRONIC  (8) 

1038.9** 

29 

-35.1 

NM 

NM 

4.1 

13.5 

13.2 

86 

20 

21 

43181 

OWENS  &  MINOR 

741  1 

-7 

5.5 

-19 

0.7 

0  8 

7.3 

11.1 

18 

3 

11 

322 

ST.  JUDE  MEDICAL 

266.7 

4 

-12.1 

NM 

NM 

11.3 

8.8 

11.4 

28 

14 

-7 

2478 

STRYKER 

522.4 

1 06 

-20.8 

NM 

NM 

14.2 

NM 

-2.9 

NM 

18 

-1 

5883 

SYBRON  (3) 

272.0 

20 

32.5 

31 

11.9 

11.0 

8.9 

17.6 

32 

29 

22 

2779 

EH   '    ■                       '            '  '  ' 

INDUSTRY  COMPOSITE 

20460.3 

17 

926.5 

21 

4.5 

4.4 

11.7 

18.4 

17 

8 

1/ 

64201 

(A)  BUILDING  MATERIALS 

GROUP  COMPOSITE 

11642.4 

7 

567.4 

9 

4  9 

4.8 

11.6 

19.4 

21 

8 

18 

49444 

AMERICAN  STANDARD 

1675.0 

12 

47.0 

31 

2.8 

2.4 

10.2 

NM 

73 

NA 

NA 

3173 

HUSSMANN  INTERNATIONAL 

271.1 

10 

-0.8 

NM 

NM 

1.7 

17.7 

28.4 

NM 

NA 

NA 

733 

JOHNS  MANVILLE 

495.8 

27 

37.7 

45 

7.6 

6.7 

15.7 

24.9 

11 

-3 

30 

2186 

LAFARGE 

369.8 

LO 

-29.1 

NM 

NM 

NM 

12.3 

18.4 

9 

12 

77 

2294 

MASCO 

1147.0 

10 

124  3 

12 

10.8 

10.6 

12.9 

17.9 

20 

5 

18 

9671 

NORTEK 

406  7 

4 

3.5 

169 

0.9 

0.3 

6.9 

17.1 

9 

2 

28 

348 

OWENS  CORNING 

1130.0 

-1 

44.0 

450 

3.9 

0.7 

NM 

NM 

NM 

NA 

NA 

1938 

PPG  INDUSTRIES 

1803.0 

-6 

123.0 

■36 

6.8 

10.0 

18.7 

25.4 

14 

2 

24 

10431 

RPM  (7) 

373.0 

6 

6.1 

1 1 

1.6 

1.6 

8.1 

12.4 

15 

18 

11 

1446 

SHERWIN-WILLIAMS 

1127.9 

2 

28.8 

14 

2.6 

2.3 

13.1 

16.1 

19 

12 

12 

5174 

TECUMSEH  PRODUCTS 

489.4 

6 

42.5 

71 

8.7 

5.4 

9.5 

9.4 

13 

8 

-3 

1210 

USG 

823.0 

12 

86.0 

28 

10.5 

9.1 

29.0 

59.6 

9 

NA 

NA 

3083 

VALSPAR  (2) 

265.8 

18 

9.7 

9 

3.7 

3.9 

16.1 

21.0 

20 

14 

13 

1457 

VULCAN  MATERIALS 

482  2 

34 

26.4 

-28 

5.5 

10.2 

18  8 

21.3 

19 

10 

27 

4690 

YORK  INTERNATIONAL 

782.8 

5 

18  3 

25 

2.3 

2.0 

14.1 

19.2 

12 

10 

2 

1610 

m  CONSTRUCTION  &  REAL  ESTATE 

GROUP  COMPOSITE 

8817.9 

33 

359.0 

45 

4.1 

3.7 

11.8 

17.0 

10 

12 

15 

14757 

BEAZER  HOMES  USA  (3) 

327  3 

48 

8.1 

113 

2.5 

1.7 

9.1 

12.5 

7 

7 

11 

150 

""NTEX (9) 

1545.1** 

36 

68.2 

55 

4.4 

3.9 

22.3 

20.4 

10 

10 

16 

2308 

CHAMPION  ENTERPRISES 

624.6 

35 

21.2 

20 

3.4 

3.8 

17.0 

24.1 

10 

55 

33 

959 

CLAYTON  HOMES  (6) 

308.3 

15 

34.9 

12 

11.3 

11.6 

NA 

16.7 

12 

20 

19 

1706 

FLEETWOOD  ENTERPRISES  (8) 

804.4 

13 

21.3 

1 

2.6 

3.0 

14.0 

20.0 

9 

-6 

18 

983 

HOftTON  (D.R.)  (3) 

699.1 

54 

33.4 

71 

4.8 

4.3 

10.6 

16.7 

9 

51 

27 

1149 
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OUR  CUSTOMERS 
HAVE  LEARNED  TO  EXPECT 
[N£OMPROMISJ[NG  QUALITY 


THE  PRINCIPLES  OF 
AVIATION 

In  the  demanding  world  of  aero- 
nautics, every  single  component 
must  be  officially  approved  and 
certified.  We  apply  the  same 
principle  to  the  manufacturing  of 
our  wrist  instruments. 
Our  movements  meet  all  the 
precision  and  reliability  criteria 
required  to  obtain  chronometer 
certification.  Moreover,  every  last 
detail  of  our  watches  is  designed 
for  intensive  use. 
One  simply  does  not  become  an 
aviation  supplier  by  chance. 


THE  ESSENCE  OF 
BREITLING 

OLD  NAVITIMER.  Selfwinding 
chronograph,  with  its  famous 
circular  slide  rule.  Flyers'  favorite 
wrist  instrument  since  1952. 


BREITLING 


IRPORATE  SCOREBOARD 


OMPANY 

SALES 

PROFITS 

RETURN 

M  ADl/CT 

MAKfttl 

VALUE 

MARGINS 

5- YEAR  GROWTH 

12 

1ST 

LHANut 

1ST 

pij  AMpr 

OHANbt 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

MONTHS' 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARNINGS 

1999 

1998 

1999 

1998 

1999 

1998 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-23 

PER 

$  MIL 

% 

$  MIL 

% 

% 

% 

% 

4-23 

% 

$  MIL 

SHARE 

\UFMAN  &  BROAD  HOME  ( 1 ) 

694. 1 

63 

16.2 

100 

2.3 

1.9 

8.3 

16.4 

11 

0 

18 

1254 

2.47 

;NNAR  (1) 

590.6** 

34 

27.9 

72 

4.7 

3.7 

10.8 

21.0 

10 

5 

5 

1508 

2.64 

D  C.  HOLDINGS 

296.8 

22 

13.8 

73 

4.6 

3.3 

13.6 

18.2 

7 

10 

35 

407 

2.56 

/R 

446.5** 

48 

26.0 

139 

5.8 

3.6 

30.0 

42.3 

8 

NA 

NA 

514 

6.18 

\KWOOD  HOMES  (3) 

396.5** 

44 

9.7 

26 

2.4 

2.8 

8.8 

9.1 

13 

20 

19 

680 

1.08 

JLTE 

682.5** 

31 

24.0 

120 

3.5 

2.1 

10.0 

12.1 

9 

9 

9 

1055 

2.59 

HAND  GROUP 

404.0 

20 

10.1 

116 

2.5 

1.4 

9.3 

13.5 

8 

2 

19 

377 

3.15 

ILL  BROTHERS  (2) 

272.9** 

12 

17.4 

5 

6.4 

6.8 

11.1 

15.9 

10 

25 

23 

816 

2.27 

S.  HOME 

400.6** 

20 

14.5 

-26 

3.6 

5.8 

8.3 

1 1.2 

8 

18 

0 

453 

4.25 

EBB  (DEL)  (6) 

324.4** 

27 

12.5 

66 

3.8 

3.0 

7.6 

14.2 

9 

12 

19 

438 

2.78 

1 

IDUSTRY  COMPOSITE 

31113.9 

11 

1462.6 

-16 

4.7 

6.2 

8.0 

10.8 

38 

20 

12 

300062 

0.99 

U  CM  1  tnu  rLfl'.tJ 

ROUP  COMPOSITE 

7950.8 

6 

606.2 

20 

7,6 

6,7 

12.2 

21.4 

33 

9 

9 

80368 

1.22 

{INKER  INTERNATIONAL  (6) 

459.2 

15 

21.1 

31 

4.6 

4.0 

10.8 

13.3 

23 

1 1 

4 

1871 

1.21 

3RL  GROUP  (5) 

367.9 

14 

17.1 

-16 

4,6 

6.3 

11.8 

13.0 

12 

16 

15 

1134 

1.61 

(E  RESTAURANTS  (11) 

431.4 

33 

13.0 

4 

3.0 

3.9 

8.9 

12.7 

12 

39 

90 

833 

1.39 

\RDEN  RESTAURANTS  (7) 

866.9 

7 

38.4 

29 

4.4 

3.7 

10.4 

13.2 

24 

NA 

3 

2944 

0.90  I 

DST  MARRIOTT  SERVICES 

308.9 

11 

-4.1 

NM 

NM 

NM 

NM 

NM 

11 

NA 

NA 

239 

0.67 

CDONALD'S 

3035.1 

8 

402.7 

11 

13.3 

12.9 

11.1 

16.8 

39 

10 

10 

59842 

1.14 

JTBACK  STEAKHOUSE 

379.3 

17 

28.0 

26 

7.4 

6.9 

21.1 

18.9 

28 

34 

23 

2838 

1.36 

HONEY'S  (2) 

289.0 

-14 

-15.9 

NM 

NM 

NM 

NM 

NM 

NM 

NA 

NA 

91 

-2.30 

(ICON  GLOBAL  RESTAURANTS 

1813  0 

-6 

106  0 

96 

5.8 

2.8 

28,1 

NM 

22 

NA 

NA 

10576 

3.15 

()  ENTERTAINMENT 

ROUP  COMPOSITE 

11076.8 

12 

66.3 

-86 

0.6 

4.8 

3.2 

3.2 

77 

34 

12 

114432 

0.44 

ROUS  CIRCUS  ENTERPRISES  (11  j  t 

355.7" 

9 

14.6 

NM 

4.1 

0.2 

4.9 

7.1 

22 

20 

-10 

1903 

0.90 

SNEY  (WALT)  (3) 

5510.0 

5 

226.0 

-41 

4.1 

7.3 

5.7 

7.8 

46 

37 

14 

71450 

0.75 

IRRAH'S  ENTERTAINMENT 

711.7 

72 

37.3 

50 

5.2 

6.0 

8.0 

15.8 

19 

9 

12 

2350 

1.24 

3LLYW00D  ENTERTAINMENT 

266.5 

57 

-2.8 

NM 

NM 

4.5 

NM 

-19.9 

NM 

74 

NA 

815 

-1.31 

ETRO-GOLDWYN-MAYER 

258.6 

-18 

-306.6 

NM 

NM 

NM 

NM 

-23.2 

NM 

37 

NA 

954 

-3  83 

IRK  PLACE  ENTERTAINMENT 

748.0 

4 

47.0 

9 

6.3 

6.0 

NA 

3.9 

18 

NA 

NA 

2636 

0.47 

X  ENTERTAINMENT 

275.1 

351 

-17.6 

NM 

NM 

NM 

NM 

-19.7 

25 

NA 

NA 

2006 

2.67 

ACOM 

2951.1 

10 

68.4 

44 

2.3 

1.8 

-0.1 

-0.4 

NM 

45 

NA 

32318 

-0.07 

'1  unTri    o  MflTn 
'}  HU  1  C.C.  &  TTl KJ  1  C L. 

ROUP  COMPOSITE 

2975.0 

n 

177.5 

9 

6.0 

7.0 

6.6 

14.0 

25 

26 

15 

17515 

1.17 

LTON  HOTELS 

494.0 

35 

42.0 

11 

8,5 

10.4 

NA 

NA 

22 

-12 

8 

4209 

0.73 

ARRIOTT  INTERNATIONAL 

1895.0 

10 

100.0 

12 

5.3 

5.2 

11.1 

15.6 

27 

28 

20 

9964 

1.51 

ERISTAR  HOTELS  &  RESORTS 

325.8** 

NA 

1.5 

NA 

0.5 

NA 

NA 

NA 

NA 

NA 

NA 

84 

NA 

tOMUS  HOTEL 

260.1 

2 

34.0 

-5 

13.1 

14.1 

8.7 

13,1 

__21 

107 

 23  

3258 

1.77  ■ 

i)  OTHER  LEISURE 

ROUP  COMPOSITE 

9111.3 

10 

612.5 

4 

6.7 

7.1 

15.2 

19.0 

27 

10 

13 

87747 

1.63 

riERICAN  GREETINGS  (10) 

599.7 

0 

57.9 

6 

9.7 

9.1 

10.6 

13.3 

10 

8 

9 

1822 

2.53 

(UNSWICK 

1083.0 

20 

57.6 

-2 

5.3 

6.5 

10.3 

13.5 

NM 

11 

20 

2067 

-1.83 

iRNIVAL(l) 

748.3 

34 

157.8 

44 

21.1 

19.7 

15.0 

17.3 

32 

22 

20 

28928 

1.48 

ISTMAN  KODAK 

3100.0 

6 

191  0 

-15 

6.2 

7.7 

30.6 

34.0 

18 

0 

-22 

23867 

4.14 

VRLEY-DAVIDSON 

561.2** 

20 

59.0 

32 

10.5 

9.5 

17.6 

22.1 

42 

26 

49 

9291 

1.46 

\SBRO 

668.4 

38 

13.8 

77 

2.1 

1.6 

10.5 

11.1 

32 

9 

-1 

6449 

1.04 

ATTEL 

692.1 

-2 

-17.9 

NM 

NM 

1.8 

14.1 

16.1 

26 

18 

13 

7421 

0.99 

USICLAND  STORES 

401.8 

2 

1.4 

NM 

0.3 

NM 

19.5 

65.1 

9 

^15 

-1 

367 

1.19 

ILAROID 

379.0 

-3 

-30,8 

NM 

NM 

NM 

NM 

-18.9 

NM 

-14 

NA 

896 

-1.46 

IYAL  CARIBBEAN  CRUISES 

610.0 

-8 

90.2 

16 

14.8 

11.8 

10.4 

14.5 

20 

26 

12 

6169 

1.88 

tANS  WORLD  ENTERTAINMENT  (11) 

267.8 

11 

23.1 

28 

470 

1.25 

IDUSTRY  COMPOSITE 

50217.0 

4 

2389.2 

12 

4.8 

4.4 

9.9 

14.5 

27 

9 

12 

278234 

1.90 

>  GENERAL  MANUFACTURiNG 


ROUP  COMPOSITE 

16264.1 

1  1 

831.9 

-18 

5  1 

6.9 

12.2 

16.6 

25 

3 

7 

85458 

2.15 

RLISLE 

390.0 

7 

21.8 

15 

5.6 

5.2 

14.4 

20.7 

17 

13 

26 

1469 

2.86 

ILTEC  INDUSTRIES 

376.2 

0 

27.5 

9 

7.3 

6.7 

NA 

NM 

11 

NA 

10 

1249 

1.85 

IRNINGt 

902.1" 

12 

86.5 

39 

i  6 

7.7 

13.2 

18.4 

41 

-9 

4 

14107 

1.48 

1  IANE 

574.8 

9 

33.7 

13 

5.9 

5.7 

15.5 

21.9 

14 

17 

24 

2004 

2.06 

OWSERVE 

269.4 

4 

10.4 

-21 

3.9 

5.1 

9.8 

13.0 

15 

26 

9 

673 

1.16 

IE  BRANDS 

1195.6 

7 

56.1 

6 

4.7 

4.7 

6.9 

7.2 

66 

-2 

-29 

6868 

0.62 

IRSCO 

404.6** 

1 

14.8 

-39 

3.7 

6.1 

11.0 

14.3 

14 

7 

8 

1304 

2.17 

S  :XCEL 

316.2 

23 

5.2 

-70 

1.6 

6.6 

5.6 

12.8 

9 

NA 

NA 

321 

0.98 

AND  INDUSTRIES  (1) 

516.0 

8 

45.0 

5 

8.7 

9.0 

16.4 

20.0 

18 

8 

13 

3231 

2.76 

i  !     ON  CONTROLS  (3) 

3880.3 

29 

98.3 

87 

2.5 

1.7 

15.2 

20.3 

17 

12 

17 

6054 

4.28 

ITA  MINING  &  MFG. 

3776.0 

2 

384.0 

-4 

10.2 

10.8 

16.7 

20.2 

27 

-3 

5 

32481 

2.94 

iWELl  RUBBERMAID 

1516.2 

8 

-79.0 

NM 

NM 

11.3 

7.0 

8.8 

33 

15 

17 

8237 

1.54 
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A  BUSINESS  TOOL  EVOLVE? 
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Tektroni: 
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Corporate  scoreboard 


1  COMPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5-YEAR 

GROWTH 

12 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

MONTH 

ijl  IAh  1 1  h 

FROM 

HI  lADTfTD 
UUAKIEK 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARNINC 

1999 

1998 

1999 

1998 

1999 

1998 

CAPITAL  . 

EQUITY 

P-E 

EQUITY 

SHARE 

4-23 

PER 

$  MIL 

% 

$  MIL 

% 
___ 

% 

% 

% 

% 

4-23 

% 

% 

SMIL. 

SHARE 

'  PARKER  HANNIFIN  (6) 

1255.8 

5 

76.5 

6.1 

7.0 

14.3 

17.4 

16 

14 

45 

4875 

2^83 

;  TELEFLEX 

392.2 

13 

23.1 

16 

5.9 

5.7 

12.0 

16.0 

18 

15 

18 

1552 

2.23 

TOWER  AUTOMOTIVE 

498.6 

9 

28.1 

49 

5.6 

4.1 

8.5 

15.2 

12 

115 

40 

1033 

1.82 

(B)  MACHINE  &  HAND  TOOLS 

GROUP  COMPOSITE 

4689.1 

6 

202.3 

NM 

4.3 

NM 

9.4 

15.2 

28 

11 

22 

21005 

1.62 

'  BLACK  &  DECKER 

978.5 

-3 

39.2 

NM 

4.0 

NM 

NM 

45.9 

22 

-1 

NA 

4709 

2.43 

' DANAHER 

754.6 

17 

55.2 

25 

7.3 

6.8 

12.2 

14.4 

46 

29 

24 

8683 

1.39 

KENNAMETAL  (6) 

479.1 

-4 

2.2 

-89 

0.5 

4.2 

5.7 

6.3 

14 

20 

35 

678 

1.59 

LINCOLN  ELECTRIC  HOLDINGS 

282.9 

-7 

4.3 

-82 

1.5 

7.8 

13.9 

15.1 

14 

28 

15 

1058 

1.52 

j,  NACCO  INDUSTRIES 

613.5 

2 

12.9 

-46 

2.1 

4.0 

12.2 

17.6 

7 

16 

42 

666 

11.17 

>  SNAP-ON 

473.6" 

7 

32.2 

-5 

6.8 

7.7 

-0.6 

-0.8 

NM 

3 

NA 

1876 

-0.09 

1  STANLEY  WORKS 

683.7 

2 

30.3 

-17 

4.4 

5.4 

15.1 

19.5 

21 

-2 

6 

2730 

1.47 

I TEREX 

423.3 

62 

26.0 

81 

6.1 

5.5 

NA 

NA 

8 

NA 

NA 

605 

3.76 

'  (C)  SPECIAL  MACHINERY 

;  GROUP  COMPOSITE 

24808.5 

-1 

1225.9 

31 

4.9 

7.1 

9.4 

13.6 

29 

13 

18 

161742 

1.99 

;  agco 

561.6 

-20 

-7.2 

NM 

NM 

4.7 

3.5 

2.4 

25 

34 

-2 

521 

0.35 

'  APPLIED  MATERIALS  (2) 

742.5 

-A3 

52.9 

-77 

7.1 

17.5 

3.8 

3.5 

NM 

40 

23 

22658 

0.30 

'  BRIGGS  &  STRATTON  (6) 

476.3 

2 

41.8 

17 

8  8 

7.6 

23.4 

28.9 

15 

-3 

-2 

1476 

4.13 

:CASE 

1201.0" 

-13 

-48.0 

NM 

NM 

5.0 

NM 

-2.8 

NM 

17 

-19 

2522 

-0.80 

1  CATERPILLAR 

4867.0 

2 

205.0 

-52 

4.2 

9.0 

12.5 

24.2 

17 

18 

21 

21633 

3.53 

CUMMINS  ENGINE 

1505.0 

0 

24.0 

243 

1.6 

0.5 

2.4 

-0.3 

NM 

12 

NA 

2050 

-0.10 

'  DEERE (2) 

2458.5" 

-14 

49.7 

-76 

2.0 

7.1 

16.7 

21.5 

12 

15 

33 

9558 

3.56 

1  DOVER 

969.8 

4 

69.2 

-23 

7.1 

9.7 

13.5 

13.8 

26 

18 

20 

8055 

1.44 

IFMC 

974.7 

-5 

30.3 

13 

3.1 

2.6 

13.1 

25.9 

12 

26 

29 

2167 

5.47 

1  HARNISCHFEGER  INDUSTRIES  (2) 

464.9 

-18 

-16.4 

NM 

NM 

NM 

NM 

-26.1 

NM 

9 

NA 

438 

-3.58 

ILLINOIS  TOOL  WORKS 

1473.8 

10 

164.3 

11 

11.2 

11.1 

16.1 

20.0 

26 

22 

24 

18009 

2.73 

INGERSOLL-RAND 

2083.3 

4 

121.1 

22 

5.8 

4.9 

13.6 

19.6 

21 

15 

24 

10870 

3.21 

'■  ITT  INDUSTRIES 

1091.7 

-1 

42.5 

]  0!  1 

3.9 

1.8 

NM 

-5.7 

NM 

-33 

NA 

3701 

-0.58 

:  MILACRON 

392.0 

10 

15.1 

-14 

3.9 

4.9 

12.1 

15.4 

11 

36 

7 

739 

1.94 

1  PENTAIR 

470.5 

1 

2.2 

-91 

0.5 

5. 1 

9.9 

12.5 

22 

14 

19 

1587 

1.97 

1  TIMKEN 

625.4 

-12 

16.6 

-66 

2.7 

6.9 

7.2 

7.8 

15 

10 

15 

1229 

1.31 

:  TYCO  INTERNATIONAL  (3) 

3957.2 

25 

459.3 

52 

11.6 

9.5 

8.8 

15.0 

34 

46 

37 

53760 

2.41 

; UNOVA 

493  4 

48 

3.5 

-55 

0.7 

2.3 

7.4 

9.3 

12 

NA 

NA 

769 

1.19 

!  (D)  TEXTILES 

:  GROUP  COMPOSITE 

4455.4 

2 

129.1 

-5 

2.9 

3.1 

7.0 

11.4 

20 

11 

-1 

10029 

0.96 

BURLINGTON  INDUSTRIES  (3) 

403.9 

-22 

-47.9 

NM 

NM 

4.7 

2.4 

0.4 

NM 

4 

-3 

461 

0.00 

i  COLLINS  &  AIKMAN 

478.3 

0 

2.3 

-73 

0.5 

1.8 

-0.8 

NM 

NM 

NA 

NA 

279 

-0.03 

1  DEXTER 

279  9 

-3 

68.8 

384 

24.6 

4.9 

8.1 

7.9 

10 

4 

4 

886 

3.72 

■  INTERFACE 

307.9 

-3 

5.6 

45 

1.8 

3.2 

5.9 

6.5 

22 

16 

13 

554 

0.47 

i  MOHAWK  INDUSTRIES 

709.2 

20 

27.9 

63 

3.9 

2.9 

14.7 

18.7 

15 

26 

28 

1800 

2.04 

SHAW  INDUSTRIES 

955.8 

10 

40.4 

107 

4.2 

2.3 

3.5 

4.9 

64 

1 

-30 

2607 

0.29 

,  SPRINGS  INDUSTRIES 

584.0 

5 

15.2 

NM 

2.6 

NM 

7.0 

7.6 

14 

7 

-4 

650 

2.65 

lUNIFI  (6) 

294.8 

-15 

1.1 

-97 

0.4 

9.6 

8.8 

12.4 

11 

2 

5 

836 

1.29 

IWESTPOINT  STEVENS 

441.5 

1 1 

16.1 

NM 

18 

NA 

NA 

1  INDUSTRY  COMPOSITE 

17389.7 

-9 

385.8 

-58 

2.2 

4.7 

6.3 

7.7 

26 

9 

5 

5209-1 

1.06 

(A)  ALUMINUM 

1  GROUP  COMPOSITE 

6076.9 

-3 

285.0 

1 

4.7 

4  5 

8.2 

12.2 

25 

10 

11 

24660 

1.91 

' ALCOA 

3984.7 

16 

221.1 

5.5 

6.1 

1 1.4 

14.5 

23 

9 

137 

19956 

2.40| 

KAISER  ALUMINUM 

479.4 

-20 

-38.2 

NM 

NM 

2.0 

NM 

-41.6 

NM 

45 

NA 

460 

-0.62; 

MAXXAM 

544.8 

-18 

112  1 

NM 

20.6 

0.3 

NM 

NM 

5 

NA 

NA 

385 

12.00| 

!  REYNOLDS  METALS 

1068.0" 

-30 

-10.0 

NM 

NM 

3.8 

4.9 

3.9 

48 

9 

-2 

3859 

1.25 

<B)  STEEL 

'GROUP  COMPOSITE 

7380.8 

l  4 

62.8 

82 

0.9 

4.2 

6.8 

8.1 

18 

23 

3 

14940 

1.08 

'  AK  STEEL  HOLDING 

632.2 

7 

27.6 

-3 

4.4 

4.8 

7.5 

11.9 

14 

19 

-23 

1476 

1.91 

ARMCO 

407.9 

-9 

25.2 

24 

6.2 

4.5 

32.9 

NM 

6 

NA 

37 

567 

0.841 

'BETHLEHEM  STEEL 

959.5 

-15 

-25.6 

NM 

NM 

6.1 

3.4 

-1.1 

NM 

11 

19 

1310 

-0.1 3| 

1  CARPENTER  TECHNOLOGY  (6) 

271.8 

-17 

1.2 

-95 

0.4 

6.7 

6.3 

8.3 

14 

24 

19 

640 

2.16 

COMMERCIAL  METALS  (4) 

550.5 

-3 

8.4 

0 

1.5 

1.5 

8.4 

11.5 

8 

11 

14 

361 

3.05 

•LTV 

988.0 

-12 

-29.0 

NM 

NM 

1.7 

NM 

-4.8 

NM 

NA 

NA 

688 

-0.78| 

NUCOR 

893.8 

-22 

28.2 

-57 

3.2 

5.7 

8.5 

10.9 

21 

18 

13 

4843 

2.581 

RYERSON  TULL 

691.4 

-7 

9.8 

-40 

1.4 

2.2 

7.2 

6.5 

18 

9 

-12 

453 

1.181 

'USX-U.S.  STEEL  GROUP 

1211.0 

-29 

-9.0 

NM 

NM 

5.1 

9.6 

12.4 

11 

NA 

16 

2705 

2.79 

WALTER  INDUSTRIES  (7) 

352.6 

-6 

6.9 

362 

2.0 

0.4 

7.3 

17.2 

11 

1 

NA 

646 

l.cwl 

!INGT0N  INDUSTRIES  (7) 

422.1 

6 

19.1 

1 

4.5 

4.7 

8  0 

11.2 

16 

12 

2 

1251 

0.85 

:  >!ER  METALS 

IP  COMPOSITE 

3931.9 

-10 

38.1 

-86 

1.0 

6.2 

3.3 

2.6 

59 

2 

32 

12494 

0.34 

ASARCO 

475.3 

-23 

-35.3 

NM 

NM 

NM 

NM 

-9.0 

NM 

2 

NA 

648 

-3.3&J 

fl    Jfi    II   -iiUFCC  WFCK  /  Miv  17  1QQQ 


THE    DIVIDENDS    OF  THIS 
MERGER  AREN'T 
LIMITED    TO    OUR  SHAREHOLDERS. 


merger  that  benefits  investors?  You  read 
>ut  that  every  day.  A  merger  that  benefits 
tomers,  too?  That's  another  story.  But  in 
:,  it's  one  of  the  underlying  reasons  for 
1  Atlantic  partnering  with  GTE.  It's  really 
t  good  business  sense:  Today,  deregulation 
:s  the  major  telecommunications  compa- 
s  in  competition  over  customer  loyalties 
never  before.  The  companies  that  will 
isper  will  be  the  ones  that  offer  greater 


product  choice,  technological  innovation, 
competitive  pricing,  and  superior  customer 
service. Together,  Bell  Atlantic  and  GTE  will 
have  the  combined  skills,  scope  and  size  to 
do  just  that.  Because  now  we'll  be  able  to 
leverage  a  much  broader  array  of  telecommu- 
nications assets,  services  and  expertise  over 
a  much  wider  geography  for  residential  and 


business  customers  alike.  Our  shareholders 
win  as  we  grow  revenues  with  our  new 
competitive  muscle.  Our  customers  win 
with  quicker  access  to  new  technologies,  one- 
stop  shopping  and  global  reach.  And  how 
many  investments  offer  that  kind  of  upside? 


*>  Bell  Atlantic 


www.mergerinto.com 


EDS 


CORPORATE  SCOREBOAR0 


COMPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5-YEAR  GROWTH 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

1999 

1998 

1999 

1998 

1999 

1998 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-23 

$  MIL. 

% 

$  MIL. 

% 

% 

% 

% 

% 

4-23 

% 

% 

$  MIL. 

CYPRUS  AMAX  MINERALS 

449.0 

~"-39 

-26.0 

NM 

NM 

07 

NM 

NM 

0~ 

NA 

1229 

ENGELHARD 

1073.2** 

11 

40.5 

-6 

3.8 

4.4 

16.2 

20.5 

15 

11 

31 

2687 

FREEPORT-McMORAN  COPPER  &  GOLD 

415.8 

5 

26.4 

-26 

6.4 

9.0 

8.6 

NM 

21 

NA 

34 

2146 

GENERAL  CABLE 

262.8 

-6 

8.1 

-40 

3.1 

4.8 

15.6 

35.8 

8 

-10 

40 

530 

MUELLER  INDUSTRIES 

287.8** 

27 

21.7 

13 

7.5 

8.5 

12.1 

14.9 

15 

18 

35 

1055 

OLIN 

304.8 

-15 

2.1 

-91 

0.7 

6.3 

4.8 

5.0 

35 

8 

-14 

606 

PHELPS  DODGE 

663.1 

-17 

0.5 

NM 

0.1 

20.5 

2.0 

1.1 

NM 

7 

3593 

INDUSTRY  COMPOSITE 

143414.1 

8 

15268.7 

16 

10.6 

9.9 

20  3 

15.3 

22 

18 

15 

1065836 

(A)  FINANCIAL  SERVICES 

GROUP  COMPOSITE 

83375.7 

10 

8771.5 

21 

10.5 

9.5 

25.7 

18.5 

24 

20 

15 

658174 

AMERICAN  EXPRESS 

4511.0 

12 

575.0 

25 

12.7 

11.4 

15.9 

23.3 

28 

6 

11 

60986 

ASSOCIATES  FIRST  CAPITAL 

2945.0 

32 

336.8 

20 

11.4 

12.6 

8.6 

14.4 

25 

29 

NA 

32772 

BEAR  STEARNS  (6) 

1804.9 

-6 

204.0 

23 

11.3 

8.6 

15.1 

15.0 

12 

18 

19 

5773 

BLOCK  (H&R)  (8) 

291.5 

47 

-2.8 

NM 

NM 

NM 

23.7 

25.9 

29 

16 

-9 

4949 

CAPITAL  ONE  FINANCIAL 

877.7 

53 

82.4 

25 

9.4 

11.4 

8.6 

22.1 

39 

27 

22 

10808 

CHICAGO  TITLE 

489.5 

22 

23.2 

9 

4.7 

5.3 

19.1 

19.3 

10 

NA 

NA 

873 

CIT  GROUP 

606.2 

12 

91.9 

12 

15.2 

15.2 

9.8 

12.6 

15 

10 

NA 

5316 

CITIGROUP 

20521.0 

6 

2489.0 

15 

12.1 

11.1 

26.7 

14.7 

29 

35 

18 

169066 

COUNTRYWIDE  CREDIT  INDUSTRIES  (10) 

535.8 

-31 

101.6 

19 

19.0 

11.0 

7.7 

15.3 

14 

25 

21 

5258 

DONALDSON,  LUFKIN  &  JENRETTE 

2198.8 

-3 

121.7 

-9 

5.5 

5.9 

60.6 

13.6 

30 

30 

35 

9373 

DUN  &  BRADSTREET 

490.9 

4 

60.4 

17 

12.3 

10.9 

NA 

NM 

25 

NA 

-15 

6210 

EDWARDS  (A.G.)  (10) 

595.1 

13 

75.9 

4 

12.8 

13.9 

18.7 

18.5 

12 

18 

17 

3331 

EQUIFAX 

421.5 

19 

43.9 

-2 

10.4 

12.7 

17.3 

52.6 

25 

6 

24 

4928 

FANNIE  MAE 

8658.6** 

17 

933.7 

12 

10.8 

11.2 

NA 

24.3 

22 

12 

13 

74121 

FIDELITY  NATIONAL  FINANCIAL 

344.3 

31 

19.8 

19 

5.7 

6.4 

21.2 

23.7 

6 

31 

35 

563 

FIRST  AMERICAN  FINANCIAL 

706.9** 

15 

24.9 

-44 

3.5 

7.3 

21.5 

24.4 

7 

18 

36 

1248 

FRANKLIN  RESOURCES  (3) 

554.1** 

-18 

102.5 

-19 

18.5 

18.8 

15.5 

17.5 

21 

26 

22 

8883 

FREDDIE  MAC 

5627.0 

41 

520.0 

32 

9.2 

9.9 

12.0 

21.1 

25 

11 

17 

42884 

HELLER  FINANCIAL 

364.0 

9 

57.0 

19 

15.7 

14.4 

10.1 

11.3 

15 

7 

NA 

2553 

HOUSEHOLD  INTERNATIONAL 

2255.7 

5 

320.8 

34 

14.2 

11.2 

NA 

7.6 

20 

25 

7 

24550 

LANDAMERICA  FINANCIAL  GROUP 

489.9 

91 

14.9 

213 

3.0 

1.8 

11.6 

17.0 

6 

14 

20 

487 

LEHMAN  BROTHERS  HOLDINGS  (1) 

4591.0 

0 

211.0 

13 

4.6 

4.1 

36.1 

14.1 

11 

24 

61 

7124 

marsh  &  Mclennan 

2351.0 

32 

279.0 

21 

11.9 

13.0 

17.7 

23.1 

25 

24 

12 

20408 

MERRILL  LYNCH 

8851.0 

-6 

609.0 

18 

6.9 

5.5 

23.0 

13.5 

29 

13 

11 

32489 

MORGAN  STANLEY  DEAN  WITTER  (1) 

8405.0 

11 

1037.0 

50 

12.3 

9.1 

30.7 

25.9 

17 

34 

24 

59912 

PAINEWEBBER  GROUP 

1923.3** 

7 

160.6 

33 

8.4 

6.7 

32.9 

18.4 

16 

13 

36 

6839 

RAYMOND  JAMES  FINANCIAL  (3) 

299.2 

12 

21.9 

-11 

7.3 

9.2 

28.5 

16.2 

12 

21 

19 

982 

SCHWAB  (CHARLES) 

951.6** 

57 

142.9 

110 

15.0 

11.2 

26.8 

29.6 

NM 

32 

24 

48502 

SLM  HOLDING 

714  4 

4 

113.8 

3 

15.9 

16.1 

18.1 

72.9 

15 

-12 

15 

6986 

(B)  INSURANCE 

GROUP  COMPOSITE 

54132.4 

6 

5659.8 

8 

10.5 

10.2 

10.0 

12.5 

20 

17 

17 

361224 

AETNA 

5696.1** 

23 

179.4 

7 

3.2 

3.6 

7.1 

7.7 

15 

13 

9 

11896 

AFLAC 

2048.0 

17 

196.0 

22 

9.6 

9.1 

9.2 

13.9 

28 

22 

22 

13849 

ALLEGHANY 

276.1 

33 

16.0 

23 

5.8 

6.3 

5.1 

5.3 

21 

9 

-8 

1385 

ALLSTATE 

6807.0 

6 

1035.0 

11 

15.2 

14.5 

17.7 

19.7 

9 

14 

36 

31749 

AMERICAN  BANKERS  INSURANCE  GROUP 

412.3 

37 

34.0 

NM 

8.2 

NM 

28.1 

35.1 

7 

19 

31 

2248 

AMERICAN  FINANCIAL  GROUP 

793.0 

-19 

59.1 

-12 

7.5 

6.8 

7.4 

6.8 

19 

1 

23 

2220 

AMERICAN  GENERAL 

2260.0 

-9 

287.0 

18 

12.7 

li  8 

8.1 

9.1 

24 

15 

14 

19169 

AMERICAN  INTERNATIONAL  GROUP 

9128.9** 

20 

1198.7 

19 

13.1 

13.2 

10.2 

15.0 

35 

13 

15 

136006 

AMERICAN  NATIONAL  INSURANCE 

536.2 

21 

111.1 

68 

20.7 

14.9 

NA 

8.3 

8 

8 

2 

1834 

CHUBB 

1571.7 

-22 

186.9 

-3 

1 1.9 

9.5 

11.4 

12.4 

15 

7 

15 

9523 

CINCINNATI  FINANCIAL 

536.7 

5 

64.5 

2  i 

12.0 

16.4 

3. 1 

3.9 

30 

26 

7 

6594 

CONSECO 

1965.9 

-1 

297.1 

29 

15.1 

11.6 

6.6 

10.7 

18 

NA 

1 

9357 

EVEREST  REINSURANCE  HOLDINGS 

294.1 

-3 

41.2 

4 

14.0 

13.1 

11.3 

11.5 

10 

18 

194 

1577 

FREMONT  GENERAL 

298.8 

14 

34.3 

8 

11.5 

12.1 

12.4 

14.3 

10 

24 

19 

1394 

HARTFORD  FINANCIAL  SERVICES  GROUP 

3299.0 

-12 

238.0 

-10 

7.2 

7.1 

10.8 

15.4 

50 

18 

20 

13644 

HARTFORD  LIFE 

1335.0 

-5 

106.0 

26 

7.9 

6.0 

13.1 

16.2 

19 

NA 

NA 

7693 

JEFFERSON-PILOT 

669.5** 

-4 

127.2 

14 

19.0 

16.0 

10.9 

14.2 

18 

13 

16 

7545 

LIBERTY  FINANCIAL 

311.9** 

2 

27.4 

-13 

8.8 

10.4 

NA 

9.4 

8 

23 

20 

1012 

LINCOLN  NATIONAL 

1675.4 

16 

145.1 

19 

8.7 

8.4 

9.0 

9.9 

19 

11 

-18 

9903 

NATIONWIDE  FINANCIAL  SERVICES 

657.1 

7 

87.8 

1 

13.4 

14.1 

11.7 

13.6 

17 

NA 

NA 

5815 

OLD  REPUBLIC  INTERNATIONAL 

541.2 

7 

73.8 

-10 

13.6 

1'.  1 

12.1 

13.7 

9 

14 

16 

2710 

PROGRESSIVE 

1410.0 

12 

105.3 

-12 

7.5 

9.6 

14.7 

17.3 

23 

24 

13 

10014 

PROTECTIVE  LIFE 

379.2 

18 

36.6 

22 

9.7 

9.4 

9.9 

14.6 

19 

26 

14 

2545 

PROVIDENT 

984.4 

0 

73.8 

4 

7.5 

7.2 

6.6 

7.5 

18 

27 

12 

4616 

SAFECO 

1680.1 

3 

118.5 

6 

7.1 

6.9 

7.1 

6.6 

15 

17 

-1 

5427 

ST.  PAUL 

2244.3 

-3 

135.0 

-31 

6.0 

8.4 

NM 

0.3 

89 

17 

-21 

7100" 

TRANSAMERICA 

1588  1 

2 

169.4 

10 

10.7 

9.9 

6.9 

12.3 

13 

17 

15 

8888 

how  do  you  prepare  natural  gas 
r  a  long  journey  to  some  cold,  remote  location? 

Chill  it,  of  course. 


elivering  vast  quantities  of  natural  gas  over  great 
stances  gets  to  be  not  only  logistically  difficult, 
it  expensive.  So  Phillips  Petroleum  developed  a 
oprietary  means  of  producing  liquefied  natural 
is,  a  process  that  chills  the  gas,  shrinking  it  over 
)0  times,  turning  it  into  a  liquid  form  that  is 


economically  feasible  to  transport.  Phillips  licenses 
this  unique  process  to  develop  remote  sources  of 
natural  gas  around  the  world.  It's  a  valuable  tech- 
nology and  another  prime  example  of  what  it 
means  to  be  The  Performance  Company.  <pffiai> 

PHILLIPS  PETROLEUM  COMPANY  CggJ 


<r  a  copy  of  our  annual  report,  call  918-661-3700,  write  to:  Phillips  Annual  Report,  B-41,  Adams  Bldg.,  Bqrtlesville,  OK  74004, 
'  ■  or  visit  us  at  www.phillivs66;Com. 
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SALES 

PROFITS 

f 

RETURN 

MARKET 
VALUE 

MARGINS 

5-YEAR  GROWTH 

1 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

L.HmNII'Juo 

SHARES 

MON 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING 

EARN 

1999 

1998 

1999 

1998 

1999 

1998 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-23 

Pf 

$  MIL 

% 

SMIL. 

% 

% 

% 

%  ' 

% 

4-23 

% 

% 

$  MIL. 

SW 

TRANSATLANTIC  HOLDINGS 

429.1 

14 

74.2 

55 

17  3 

12  7 

18.0 

18.0 

i<f 

18 

23 

2636 

IX 

TRAVELERS  PROPERTY  CASUALTY 

2572.6 

-1 

333.6 

-4 

13  0 

13.3 

14.6 

10 

35 

45 

13740 

3. 

UNITRIN 

427.4 

2 

52.2 

-31 

12  2 

18. 1 

21.3 

26.7 

6 

33 

2659 

6.; 

UNUM 

1303.4 

16 

15.5 

-83 

1  2 

8  3 

8.1 

10  4 

23 

g 

12 

6476 

2.( 

(C)  SAVINGS  &  LOAN 

GROUP  COMPOSITE 

5906.0 

5 

837.4 

18 

1  O  7 
1Z.  / 

NA 

14.4 

15 

10 

-7 
1 

46438 

2.( 

ASTORIA  FINANCIAL 

377.6 

23 

53.5 

48 

1  l  2 

1 1.8 

NA 

5.5 

17 

20 

5 

2776 

2.' 

CHARTER  ONE  FINANCIAL 

483.0** 

-1 

88.1 

19 

18.2 

15.2 

NA 

15.4 

18 

42 

9 

4977 

1. 

DIME  BANCORP 

488.8** 

2 

59.0 

3 

12.1 

11.9 

NA 

17.1 

11 

25 

12 

2651 

2. 

GOLDEN  WEST  FINANCIAL 

730.3** 

-7 

120.4 

9 

16.5 

14.1 

NA 

14.5 

13 

9 

15 

5607 

7.! 

GREENPOINT  FINANCIAL 

362.1 

19 

35.0 

49 

9.7 

7.7 

NA 

7.6 

18 

12 

20 

3866 

2.1 

TCF  FINANCIAL 

258.0** 

0 

37.3 

-6 

14.5 

15.5 

NA 

18.6 

16 

28 

18 

2380 

1. 

WASHINGTON  MUTUAL 

3206.3** 

7 

444.1 

20 

13.9 

12.4 

NA 

16.2 

15 

NA 

-1 

24181 

2.1 

eh 

INDUSTRY  COMPOSITE 

114230.3 

18 

8517.3 

40 

7.5 

6.3 

13.8 

16.9 

62 

18 

21 

1616554 

I. 

(A)  BUSINESS  MACHINES  &  SERVICES 

GROUP  COMPOSITE 

11945.5 

23 

429.5 

5 

3.6 

4.2 

12.8 

18.2 

23 

17 

14 

39786 

l.i 

APPLIED  POWER  (4) 

422.0 

51 

19.3 

17 

4.6 

5.9 

3.7 

7.0 

48 

29 

20 

1220 

0.( 

COMPUCOM  SYSTEMS 

493.3 

13 

-2.3 

NM 

NM 

0.9 

NM 

-3.4 

NM 

31 

NA 

151 

-0. 

DELUXE 

414.1 

-15 

47.6 

9 

11.5 

8.9 

20.5 

24.5 

18 

-6 

-10 

2686 

1.1 

DIEBOLD 

283.5 

-4 

29.1 

8 

10.3 

9.1 

11.1 

11.2 

21 

11 

13 

1645 

1. 

HON  INDUSTRIES 

424.5 

1 

11.6 

-48 

2.7 

5.4 

15.6 

20.4 

17 

22 

21 

1613 

1. 

MICROAGE  (2) 

1444.8 

23 

2.1 

NM 

0.1 

NM 

0.0 

0.0 

NM 

19 

NA 

120 

-0.1 

MILLER  (HERMAN)  (7) 

421.6 

-3 

29.9 

-8 

7.1 

7.5 

51.3 

77.0 

12 

-3 

48 

1583 

1. 

NCR 

1333.0 

2 

3.0 

NM 

0.2 

0.0 

8.7 

8.5 

36 

NA 

NA 

4343 

1. 

PITNEY  BOWES 

1081.8 

li 

142.3 

10 

13.2 

13.3 

15.1 

36.7 

33 

-1 

15 

18943 

2. 

REYNOLDS  &  REYNOLDS (3) 

392.1 

5 

30.4 

6 

7.8 

7.7 

15.8 

26.4 

15 

9 

13 

1666 

1.2 

STANDARD  REGISTER 

327.0 

2 

13.7 

42 

4.2 

3.0 

8.9 

11.7 

14 

8 

10 

859 

2. 

STEELCASE  (10) 

678.6 

-3 

47.3 

-12 

7.0 

7.7 

15.0 

15.0 

13 

NA 

NA 

2880 

1. 

TECH  DATA  (11) 

3853.0 

82 

36.5 

40 

0.9 

1.2 

12.5 

13.9 

9 

38 

29 

1184 

2. 

WALLACE  COMPUTER  SERVICES  (5) 

376.3 

3 

19.0 

-9 

5.0 

5.7 

8.3 

12.5 

13 

8 

16 

893 

1. 

(B)  COMPUTERS  &  PERIPHERALS 

GROUP  COMPOSITE 

67113.6 

16 

4338.9 

54 

6.5 

4.9 

10.2 

15.4 

55 

10 

22 

597923 

1. 

APPLE  COMPUTER  (3) 

1530.0 

9 

135.0 

145 

8.8 

3.9 

16.2 

24.4 

12 

-12 

17 

5355 

3. 

COMPAQ  COMPUTER 

9419.0 

66 

281.0 

NM 

3.0 

0.3 

NM 

-21.3 

NM 

35 

NA 

39266 

-1. 

DATA  GENERAL  (3) 

355.3 

-2 

1.7 

NM 

0.5 

NM 

NM 

-32.4 

NM 

5 

NA 

550 

-2. 

DELL  COMPUTER  (11) 

5173.0 

38 

425.0 

49 

8.2 

7.6 

NA 

62.9 

81 

27 

87 

109349 

0  1 

EMC 

1128.0 

36 

220.7 

51 

19.6 

17.6 

21.4 

24.1 

69 

50 

33 

55903 

1  ( 

GATEWAY  2000 

2103.4 

22 

99.6 

31 

4.7 

4.4 

27.5 

26.2 

30 

37 

14 

10882 

2. 

HEWLETT-PACKARD  (2) 

11937.0 

1 

960.0 

3 

8.0 

7.9 

16.3 

17.0 

27 

15 

20 

78308 

2  ! 

INTERNATIONAL  BUSINESS  MACHINES 

20317.0 

15 

1470.0 

42 

7.2 

5.9 

19.9 

35.1 

28 

-1 

29 

184950 

7 

IOMEGA 

386.2 

-5 

0.6 

NM 

0.1 

NM 

NM 

-8.3 

NM 

71 

NA 

1370 

-0 

MAXTOR 

681.6 

24 

17.0 

NM 

2.5 

NM 

26.0 

19.8 

8 

NA 

NA 

542 

0 

MICRON  ELECTRONICS  (4) 

373.6 

-24 

4.2 

-83 

1.1 

5.0 

8.6 

8.8 

28 

95 

-5 

1063 

u 

QUANTUM  (9) 

1308.7 

2 

56.7 

NM 

4.3 

0.2 

NM 

-2.1 

NM 

28 

40 

3070 

-0. 

SEAGATE  TECHNOLOGY  (6) 

1805.0 

8 

82.0 

NM 

4.5 

NM 

5.1 

6.0 

39 

28 

NA 

6950 

0. 

SILICON  GRAPHICS  (6) 

619.2 

-13 

-40.0 

NM 

NM 

NM 

NM 

-23.3 

NM 

21 

NA 

2415 

-1. 

SUN  MICROSYSTEMS  (6) 

2936.0 

24 

261.2 

13 

8.9 

9.8 

20.6 

20.6 

56 

17 

44 

48785 

1 

SYMBOL  TECHNOLOGIES 

259.7 

22 

24.3 

24 

9.4 

9.2 

16.0 

18.0 

29 

15 

41 

2699 

1 

UNISYS 

1812.4 

10 

111.2 

77 

6.1 

3.8 

21.4 

78.0 

25 

-41 

NA 

7858 

i.; 

WESTERN  DIGITAL  (6) 

668.5 

-20 

-114.3 

NM 

NM 

NM 

NM 

NM 

NM 

21 

NA 

679 

-6. 

XEROX 

4300.0 

0 

343.0 

14 

8.0 

7.0 

6.6 

11.9 

67 

5 

-4 

37929 

c. 

(C)  COMPUTER  SOFTWARE  &  SERVICES 

GROUP  COMPOSITE 

35171.3 

19 

3748.9 

32 

10.7 

9.6 

16.9 

18.3 

72 

37 

26 

978845 

0.9 

AFFILIATED  COMPUTER  SERVICES  (6) 

435.9 

43 

22.4 

33 

5.1 

5.5 

9.0 

14.4 

26 

80 

22 

2002 

AMERICA  ONLINE  (6) 

1253.0 

66 

420.0 

NM 

33.5 

NM 

35.7 

23.4 

NM 

66 

72 

136543 

0.(1 

AMERICAN  MANAGEMENT  SYSTEMS 

290.9 

30 

15.8 

76 

5.4 

4.0 

18.2 

20.1 

25 

23 

15 

1416 

ASCEND  COMMUNICATIONS 

509.4 

67 

108.8 

108 

21.4 

17.2 

1.7 

1.6 

NM 

144 

NA 

21416 

0.  |  ' 

AUTOMATIC  DATA  PROCESSING  (6) 

1514. r* 

13 

225  7 

18 

14.9 

14.3 

17.1 

18.2 

41 

17 

14 

26912 

1.1 

BMC  SOFTWARE  (9) 

386.5 

37 

101.9 

35 

26.4 

26.8 

41.7 

25.2 

27 

28 

27 

8601 

1  ■ 

"ABLETRON  SYSTEMS  (10) 

345.1 

11 

-8.3 

NM 

NM 

NM 

NM 

-23.5 

NM 

30 

NA 

1406 

-AOENCE  DESIGN  SYSTEMS 

305.2 

13 

■■1  8 

NM 

17.0 

NM 

7.6 

8.7 

36 

43 

2 

2788 

0.: 

cRIDIAN 

321.4 

14 

41.8 

17 

13.0 

12.7 

24.5 

24.2 

31 

47 

-1 

5149 

i 

i'.! SCO  SYSTEMS  (5) 

2827.0 

40 

288.0 

-37 

10.2 

22.7 

14.8 

14.9 

NM 

73 

42 

186978 

on' 

COMDISCO  (3) 

949.0** 

22 

-56.0 

NM 

NM 

4.8 

7.9 

6.2 

72 

8 

24 

4027 

o.:fl 

OST  SYSTEMS 

292.8 

10 

33.6 

39 

11.5 

9.1 

5.5 

7.0 

50 

54 

18 

3939 

1..W 

ELECTRONIC  DATA  SYSTEMS 

4326.3 

10 

-20.6 

NM 

NM 

4.7 

10.5 

9.1 

48 

9 

-3 

26012 

1.(8 

f'SST  DATA 

1269.6** 

5 

141.0 

8 

11.1 

10.8 

11.3 

12.7 

42 

36 

4 

19407 

i.l 

,:<  imfsi;  wffk  /  uw  17  i qqq 


tf/ou  own  yout  own  Auscn^ss. 
ffiul nwsl  oftfe  fone 
itjeels       eloum  you. 


A  business  demands  your  constant  attention.  You  give 
up  nights,  weekends,  even  holidays,  submitting  to 
its  tyranny.  All  in  the  name  of  success.  Hie  first 
step  to  freedom  is  finding  an  insurance  company 
to  safeguard  your  accomplishments.  One  that 
understands  your  business,  offers  you  competitively 
priced  products  and  boasts  high  industry  ratings. 
At  Golden  Eagle,  you'll  discover  knowledgeable 
agents,  an  extensive  line  of  products,  an  A  +  rating, 

Liberty  Mutual's  baching,  and  most  of  all,  a 
commitment  to  protecting  your  success.  Because 
with  everything  you  have  to  do,  we  thought  you  could 
use  a  helping  hand.  To  find  a  Golden  Eagle  agent 
near  you,  please  call  1-800-688-8661,  ext.  6400. 


GOLDEN  EAGLE"1 

Insurance  Corporation 

PARTNER  AGENTS 


Golden  Eagle  Plaza 
San  Diego,  California 
www.goldeneaglecorp.com 


Fear.  Elation.  Dread.  This  is  an  investment  philosophy? 


What  is  it  that  causes  the  emotional  pitfalls  of  investing?  For  the 
most  part,  it's  chasing  investments  with  unrealistic  expectations, 
not  to  mention  a  little  hint  of  greed.  Its  an  undisciplined 
mentality.  And  it's  not  much  of  an  investment  philosophy.  At 
Lord  Abbett,  we  offer  a  value  investing  philosophy  that's  rooted 
in  research  and  experience.  It's  a  long-term  strategy  that  lets  you 
focus  more  on  the  elation  of  investing,  and  less  on  the  dread. 
To  learn  more  about  Lord  Abbett,  call  your  investment 
professional  or  Lord  Abbett  Distributor  LLC  at  800-800-3635 
to  obtain  a  prospectus  of  the  fund  you  are  interested  in. 


Lord  Abbett  mutual  fund  shares  are  distributed  by 

I  ord  abbi  n  Distributor  . 

I  he  GM  Building  •  767  Fifth  Avenue  •  New  York,  NY  10 1 5.1-0203 


Lord,  Abbett  &  Co. 

Investment  Management 

A  Tradition  of  Performance  Through  Disciplined  Investing 


A  prospectus  contains  more  complete  information  about  a  fund,  including 
charges  and  expenses,  and  should  be  read  carefully  before  investing. 


Building  Partnerships  Between 
Business  and  Conservation 


Two  Honored  for  Outstanding  Achievements 


Michael  Beck,  Director  of  San  Diego's 
Endangered  Habitats  League,  is  the  winner  of 
our  1999  Alexander  Calder  Conservation 
Award.  His  Natural  Communities  Conservation 
Plan  will  set  aside  172,000  acres  of  coastal 
habitat,  protecting  80  rare,  threatened  and 
endangered  animal  and  plant  species.  The  plan 
also  enables  appropriate  development  over  a 
surrounding  378,000  acres.  Michael  has  so  ably 
demonstrated  that  through  hard  work  and  com- 
promise, economic  and  environmental  progress 
can  be  achieved  together. 


Kim  Waltmire,  a  second-grade  teacher  at  jack 
jackter  Elementary  School  in  Colchester,  CT,  is 
the  winner  of  our  1 999  Gene  Cartledge  Award 
for  Excellence  in  Environmental  Education. 

Eight  years  ago  Kim  created  a  program  that 
brings  together  her  students  and  senior  citizens 
to  study  important  environmental  issues  In 
1998,  participants  studied  environmental  issues 
on  Long  Island  Sound,  and  learned  how  a  clean 
environment  is  vital  to  a  healthy  economy. 
We  salute  Kim  for  her  outstanding  commitment 
to  teaching. 


Union  Camp 


THE  CONSERVATION  FUND 


Union  Camp  Corporation  and  The  Conservation  Fund  are  proud  to  recognize  the  special  people  who  help  strike  a  balance 
between  the  interests  of  the  economy  and  conservation.  We  do  so  through  two  annual  awards  -  The  Alexander  Calder 
Zonservation  Award  and  the  Gene  Cartledge  Award  for  Excellence  in  Environmental  Education. 


Our  1999  winners  each  received  a  $10,000  grant  from  Union  Camp  at  a  ceremony  held  in  their  honor  in  Washington  DC. 
cor  additional  information  call  (703)  683-2996  or  (973)  628-2482,  or  visit  our  web  site  at  www.  unioncamp.com 


helicopter  malfunctioned  and  l.^>TT2  ^  SUnday  Whe"  the 

*e  instrument  pane,  '      »*  head  on 

upside  down  and  traveled  backup  7      J     hel1Copter  flipped,  landed 
'  -«  -.one  ^355^^  ^  '  ^  UP' 
Eric  Boyce,  St.  Peter,  Missouri 


WHO'S   LOOKING  AFTER  YOU? 


State  Fund  has  more  experience  with  workers'  compensation  insurance  than  any  other  company.  For  85  yean 
California  employers  have  counted  on  us  to  be  there  to  insure  their  businesses.  Today  we  continue  to  mak 
processing  and  managing  claims  easier:  you  can  report  claims  24-hours  a  day  through  our  STATE 
toll-free  call  center.  We  also  give  you  loss  control  services  that  can  prevent  accidents  and  £S^T^! 
keep  costs  down.  So  your  business  will  be  insured.  And  protected. 

Get  More.  Worry 

Call  your  broker  or  1-888-STATE  FUND 

www.  scif.  com 


irpl  from  "Angel  Encounters"  by  Karen  Goldman 


ORATE  SCOREBOARD  IlilliiMlllimMMWMtfMM 

ANY  SALES   PROFITS   RETURN 


MARGINS  5-YEAR  GROWTH  VALUE 


1ST 
QUARTER 
1999 
$  MIL 

CHANGE 
FROM 
1998 

% 

1ST 
QUARTER 
1999 
$  MIL. 

CHANGE 
FROM 
1998 

% 

1ST 
QUARTER 
1999 

% 

1ST 
QUARTER 
1998 

% 

ON 
INVESTED 
CAPITAL 

% 

ON 
COMMON 
EQUITY 

% 

P-E 
4-23 

COMMON 
EQUITY 

% 

EARNINGS 
PER 
SHARE 

% 

SHARES 
OUTSTANDING 
4-23 
$  MIL. 

MONTHS' 
!  /  KNIN  . 
PER 
SHARE 

337.1 

23 

33.4 

23 

9~9~" 

g"g 

~39~ 

25~ 

22 

4487 

\M~ 

INTERNATIONAL 

404.0 

7 

78.0 

25 

19.3 

16.5 

22.6 

23.1 

26 

NA 

NA 

5539 

2.01 

1366.4 

-18 

-148.2 

NM 

NM 

1.0 

NM 

-27.1 

NM 

27 

20 

399 

-1.42 

MICRO 

6725.3 

31 

38.5 

-32 

0.6 

1.1 

8.8 

15.0 

18 

61 

39 

3803 

1.52 

(5) 

346.0 

46 

89.9 

115 

26.0 

17.6 

NM 

0.0 

NM 

67 

NA 

5775 

-0.18 

285.0 

24 

30.2 

32 

10.6 

9.9 

24.0 

25.9 

16 

30 

44 

1623 

1.43 

OFT  (6) 

4331.0 

15 

1917.0 

43 

44.3 

35.4 

27.0 

27.9 

67 

37 

38 

431720 

1.28 

(2) 

285.8 

13 

28.9 

105 

10.1 

5.6 

7.6 

7.7 

73 

4 

-20 

8105 

0.33 

(7) 

2078.9 

19 

293.3 

36 

14.1 

12.3 

31.3 

34.9 

35 

43 

42 

39361 

0.78 

•TRIC  TECHNOLOGY  (3) 

263.2 

0 

10.5 

243 

4.0 

1.2 

25.8 

23.3 

35 

23 

24 

3459 

0.37 

SOFT 

305.4 

10 

-171.5 

NM 

NM 

12.2 

-14.4 

-14.4 

NM 

58 

75 

3055 

-0.31 

3R0UP  HOLDINGS 

638.0" 

15 

93.0 

30 

14.6 

13.0 

20.7 

26.5 

30 

NA 

NA 

7628 

1.94 

ARD  SCIENTIFICS 

499.9 

13 

24.1 

377 

4.8 

1.1 

23.2 

34.3 

23 

28 

70 

2776 

3.78 

MEDICAL  SYSTEMS 

287.1** 

12 

18.3 

3 

6.4 

7.0 

17.7 

17.3 

22 

15 

15 

1536 

2.64 

KRE  SPECTRUM  (8) 

261.9 

6 

2.1 

9 

0.8 

0.8 

7.4 

7.6 

9 

9 

-9 

52 

1.41 

»D  DATA  SYSTEMS 

319.6 

16 

-44.3 

NM 

NM 

8.3 

5.9 

5.9 

65 

18 

15 

3488 

0.51 

7) 

1410.5 

13 

89.7 

548 

6.4 

1.1 

13.1 

11.6 

14 

66 

-7 

9443 

1.79 

TRY  COMPOSITE 

24653.3 

2 

994.9 

28 

4.0 

3.2 

5.5 

7.8 

37 

4 

-A 

111467 

1  39 

REST  PRODUCTS 

COMPOSITE 

4246.6 

7 

131.6 

NM 

3.1 

NM 

5.0 

6.0 

40 

-13 

-30 

10681 

1.27 

'--PACIFIC  GROUP 

3352.0 

5 

99.0 

519 

3.0 

0.5 

5.3 

6.0 

42 

NA 

-33 

7873 

2.18 

NA-PACIFIC 

594.4 

8 

27.2 

NM 

4.6 

NM 

2.7 

4.4 

44 

-7 

NA 

2394 

0.51 

SAL  FOREST  PRODUCTS 

300.2 

26 

5.4 

50 

1.8 

1.5 

10.3 

14.3 

15 

23 

16 

414 

1.33 

PER 

COMPOSITE 

20406.7 

1 

863.4 

10 

4.2 

3.9 

5.5 

8.1 

36 

6 

-3 

100786 

1.41 

ASCADE 

1611.2 

8 

18.9 

NM 

1.2 

NM 

NM 

-1.7 

NM 

9 

NA 

2239 

-0.57 

ER 

571.3 

49 

106.5 

329 

18.6 

6.5 

1.8 

3.5 

54 

19 

NA 

2431 

0.86 

ION  INTERNATIONAL 

1274.6 

-14 

41.6 

119 

3.3 

1.3 

NM 

3.4 

49 

1 

-4 

4761 

1.01 

.IDATED  PAPERS 

459.2 

-11 

14.0 

-64 

3.0 

7.6 

4.3 

6.0 

34 

8 

9 

2803 

0.90 

MES 

1790.3 

0 

122.0 

4 

6.8 

6.5 

12.8 

49.2 

15 

-19 

20 

7725 

2  29 

ATIONAL  PAPER 

4962.0 

2 

44.0 

-41 

0.9 

1.5 

3.4 

2.3 

84 

8 

-13 

16929 

0.66 

LY-CLARK 

3125.2 

3 

403.7 

36 

12.9 

9.8 

21.3 

33.0 

25 

12 

16 

32026 

2.35 

863.2 

3 

22.9 

-32 

2.7 

4.0 

4.7 

5.8 

32 

6 

8 

3997 

1.24 

CH 

416.4 

3 

0.6 

-94 

0.2 

2.7 

3.1 

2.9 

42 

0 

-4 

1139 

0.93 

CAMP 

1094.1 

-4 

-9.6 

NM 

NM 

2.3 

NM 

-0.9 

NM 

2 

-19 

5667 

-0.24 

ACO  (2) 

650.7 

-7 

25.2 

-22 

3.9 

4.6 

4.4 

5.8 

23 

5 

16 

2830 

1.23 

HAEUSER 

2665.0 

2 

42.0 

-51 

1.6 

3.3 

5.3 

5.5 

53 

3 

-13 

13259 

1.25 

1ETTE  INDUSTRIES 

923.5 

3 

31.6 

43 

3.4 

2.5 

4.6 

4.9 

10 

-13 

4980 

0.88 

TRY  COMPOSITE 

15820.5 

4 

1189.8 

83 

7.5 

4.3 

6.3 

9.8 

52 

33 

1 1 

314053 

1.10 

OADCASTING 

>  COMPOSITE 

4511.3 

3 

208.0 

NM 

4.6 

NM 

5.5 

8.7 

44 

86 

27 

148211 

1.21 

1768.0 

-9 

25.0 

32 

1.4 

1.0 

0.0 

-0.1 

NM 

61 

NA 

31626 

-0.01 

CHANNEL  COMMUNICATIONS 

376.8 

85 

-12.7 

NM 

NM 

2.7 

1.3 

0.8 

NM 

123 

27 

18600 

0.15 

MMUNICATIONS 

498.5 

20 

251.2 

NM 

50.4 

NM 

14.5 

30.2 

13 

45 

NA 

20455 

5.87 

Y  BROADCASTING 

474.0 

44 

48.0 

53 

10.1 

9.5 

2.8 

4.3 

83 

NA 

NA 

24465 

0.35 

)NE  GROUP 

665.0 

-32 

-111.0 

NM 

NM 

NM 

7.1 

12.2 

34 

NA 

NA 

46694 

2.27 

TWORKS 

728.9 

39 

7.5 

-78 

1.0 

6.5 

2.8 

2.0 

NM 

365 

NA 

6371 

-0.22 

BUSHING 

j  COMPOSITE 

11309.2 

5 

981.8 

11 

8.7 

8.2 

7.3 

11.4 

62 

14 

12 

165842 

1.00 

|h.) 

326.6 

0 

12.6 

-8 

3.9 

4.2 

3.5 

5.2 

39 

33 

-1 

2423 

0.52 

INES 

462.1 

3 

51.5 

4 

11.2 

11.0 

4.1 

4.9 

NM 

-19 

-42 

5070 

0.15 

rr 

1248.1 

4 

178.9 

-48 

14.3 

28.6 

15.4 

21.0 

26 

18 

20 

20925 

2.94 

r-RIDDER 

770.8 

4 

62.9 

-38 

8.2 

13.6 

10.4 

16.1 

20 

6 

29 

4323 

2.74 

rCHY 

258.4 

58 

13.6 

47 

5.3 

5.6 

5.0 

8.3 

24 

9 

11 

1556 

1.47 

W-HILL 

716.5 

2 

24  4 

21 

3.4 

2.9 

17.6 

22.3 

32 

15 

71 

11051 

1.73 

ITH  (6) 

265.1 

2 

22.1 

10 

8.3 

7.7 

16.9 

28.2 

21 

5 

37 

1759 

1.65 

ORK  TIMES 

739.1 

2 

61.4 

-5 

8.3 

8.9 

13.4 

18.5 

23 

0 

73 

6277 

1.50 

HA 

411.1 

19 

-46.0 

NM 

NM 

NM 

NM 

NM 

NM 

NA 

NA 

2403 

-0.87 

R'S  DIGEST  ASSOCIATION  (6) 

591.8 

-7 

25.0 

71 

4.2 

2.3 

32.8 

51.3 

28 

-23 

-37 

3307 

1.10 

ASTIC  (7) 

267.3 

12 

0.2 

NM 

0.1 

NM 

6.5 

8.4 

26 

15 

-34 

741 

1.71 

EARNER 

3266.0 

4 

138.0 

NM 

4.2 

NM 

2.9 

-1.2 

NM 

61 

NA 

85782 

-0.09 

MIRROR 

746.0 

4 

48.8 

6 

6.5 

6.4 

4.8 

12.3 

63 

-32 

2 

4444 

0.96 

il 

719.9 

7 

343.3 

,  390 

47.7 

10.4 

15.9 

30.1 

16 

15 

21 

10048 

5.13 

NGTON  POST 

520.4 

8 

45.2 

-78 

8.7 

43.0 

12.6 

16.0 

23 

6 

24 

5733 

25.04 

CORPORATE  SCOREBOARD 


COMPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5-YEAR  GROWTH 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

EARNINGS 

SHARES  Ml 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING  EA 

1999 

1998 

1999 

1998 

1999 

1998 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-23 

SMIL 

% 

$  MIL. 

% 

% 

% 

% 

% 

4-23 

% 

% 

$  MIL.  < 

EH 

INDUSTRY  COMPOSITE 

59242.7 

18 

1597.2 

4 

2.7 

3.0 

6.9 

10,3 

32 

23 

7 

179858  ( 

(A)  CONSTRUCTION  &  ENGINEERING 

GROUP  COMPOSITE 

6778.1 

4 

39.3 

-61 

0.6 

1.5 

4.9 

6.3 

28 

9 

3 

5431  ( 

FLUOR  (2) 

3384.1 

0 

51.1 

-7 

1.5 

1.6 

13.4 

14.8 

12 

9 

3 

2714 

FOSTER  WHEELER 

998.8 

-3 

15.4 

16 

1.5 

1.3 

-1.9 

-5.9 

NM 

8 

NA 

631 

JACOBS  ENGINEERING  GROUP  (3) 

779.9 

49 

16.2 

21 

2.1 

2.5 

14.3 

15.5 

18 

17 

18 

1072 

MORRISON  KNUDSEN  (1) 

421.3 

9 

8.9 

8 

2.1 

2.1 

10.3 

10.2 

15 

32 

44 

581 

STONE  &  WEBSTER 

266.1 

-9 

-58.7 

NM 

NM 

2.6 

NM 

-49.9 

NM 

-6 

NA 

299 

TURNER 

928.0** 

2 

6.4 

80 

0.7 

0.4 

19.1 

23  5 

10 

9 

NA 

134 

(B)  INDUSTRIAL  DISTRIBUTION 

GROUP  COMPOSITE 

24182.8 

13 

574.2 

4 

2.4 

2.6 

6.9 

9.9 

27 

16 

7 

52288 

APPLIED  INDUSTRIAL  TECHNOLOGIES  (6) 

386.6 

-2 

6.4 

-30 

1.6 

2.3 

6.5 

7.2 

15 

15 

22 

31 1 

ARROW  ELECTRONICS 

2201.6 

9 

28.3 

-32 

1.3 

2.1 

7.2 

8.9 

13 

24 

5 

1644 

AVNET  (6) 

1599.2 

6 

25.7 

-37 

1.6 

2.7 

5.2 

6.5 

16 

10 

18 

1342 

CELLSTAR  (1) 

515.3 

27 

15.6 

9 

3.0 

3.5 

NM 

8.1 

24 

66 

13 

382 

DYNEGY 

3045.0 

-8 

28.1 

127 

0.9 

0.4 

7.2 

11.8 

21 

42 

24 

2396 

ENRON 

7632.0 

34 

253.0 

18 

3.3 

3.8 

7.2 

10.5 

34 

24 

-7 

22831 

GENUINE  PARTS 

1901.4 

24 

86.1 

8 

4.5 

5.2 

13.0 

17.6 

16 

7 

7 

5677 

GRAINGER  (W.W.) 

1090.8 

3 

56.3 

-2 

5.2 

5.4 

17.2 

18.6 

20 

7 

14 

4693 

HUGHES  SUPPLY  (11) 

600.6 

30 

10.9 

23 

1.8 

1.9 

8.8 

12.7 

9 

39 

24 

562 

MARSHALL  INDUSTRIES  (7) 

393.2 

7 

2.7 

-66 

0.7 

2.2 

NA 

5.4 

12 

14 

8 

278 

METALS  USA 

422.4 

52 

10.7 

49 

2.5 

2.6 

7.2 

12.7 

10 

NA 

NA 

424 

RELIANCE  STEEL  &  ALUMINUM 

371.9 

18 

14.1 

20 

3.8 

3.7 

8.5 

13.9 

13 

30 

25 

633 

UNISOURCE  WORLDWIDE  (3) 

1607.2 

-14 

3.4 

-50 

0.2 

0.4 

NM 

-18.4 

NM 

NA 

NA 

588 

UNITED  STATIONERS 

824.3 

16 

18.7 

24 

2.3 

2.1 

12.6 

19.0 

9 

9 

40 

566 

UNOCAL 

1231.0 

2 

7.0 

-61 

0.6 

1.5 

4.0 

5.4 

77 

-3 

7 

9248 

VWR  SCIENTIFIC  PRODUCTS 

360.3 

12 

7.3 

-8 

2.0 

2.5 

NA 

8.9 

21 

59 

43 

713 

(C)  POLLUTION  CONTROL 

GROUP  COMPOSITE 

1213.7 

46 

102.1 

46 

8.4 

8.4 

2.3 

3.7 

94 

51 

NA 

7711 

ALLIED  WASTE  INDUSTRIES 

408.0 

14 

40.5 

28 

9.9 

8.8 

NM 

-8.9 

NM 

77 

NA 

3107 

REPUBLIC  SERVICES 

403.5 

34 

43.4 

25 

10.8 

11.6 

9.9 

12.5 

19 

NA 

NA 

3322 

SAFETY-KLEEN  (4) 

402  1 

132 

18.2 

413 

4.5 

2.1 

2.4 

4.1 

34 

4 

NA 

1282 

(D)  PRINTING  &  ADVERTISING 

GROUP  COMPOSITE 

4971.1 

10 

196.9 

18 

4.0 

3.7 

13.3 

20.0 

33 

5 

10 

33027 

BANTA 

309.3 

-7 

9.7 

-12 

3.1 

3.3 

10.5 

12.6 

12 

7 

3 

616 

BIG  FLOWER  PRESS  HOLDINGS 

420.3 

9 

2.8 

160 

0.7 

0.3 

8.2 

22.5 

19 

21 

NA 

661 

DONNELLEY  (R.R.) 

1179.8 

1 

44.0 

-1 

3.7 

3.8 

13.3 

22.6 

16 

-7 

7 

4609 

INTERPUBLIC  GROUP 

925.1 

11 

44.8 

19 

4.8 

4.5 

20.7 

25.1 

33 

18 

19 

10483 

OMNICOM  GROUP 

1146.9 

27 

65.6 

28 

5.7 

5.7 

20.4 

27.6 

43 

21 

20 

12897 

WORLD  COLOR  PRESS 

605.8 

10 

10.4 

11 

1.7 

1.7 

7.1 

11.2 

13 

26 

80 

934 

YOUNG  &  RUBICAM 

383  9 

10 

19.7 

62 

5.1 

3.5 

NM 

-73.2 

NM 

NA 

NA 

2827 

(E)  OTHER  SERVICES 

GROUP  COMPOSITE 

22097.1 

32 

684.7 

7 

3.1 

3.8 

6.7 

10.0 

33 

49 

22 

81401 

ABM  INDUSTRIES  (2) 

391.8** 

9 

7.0 

22 

1.8 

1.6 

13.3 

14.1 

21 

17 

16 

673 

ACNIELSEN 

354.0 

9 

6.0 

234 

1.7 

0.6 

11.5 

13.3 

28 

NA 

NA 

1636 

ADMINISTAFF 

475.9 

31 

-2.1 

NM 

NM 

NM 

8.7 

9.0 

24 

119 

88 

184 

AUTONATION 

5353.7 

72 

50  / 

38 

0.9 

1.2 

5.7 

8.5 

13 

122 

61 

6228 

BORG-WARNER  SECURITY 

330.5 

4 

6.5 

67 

2.0 

1.2 

12.1 

18.3 

22 

23 

15 

399 

CARMAX  GROUP  (10) 

374.0 

42 

-10.0 

NM 

NM 

NM 

NM 

-6.9 

NM 

NA 

NA 

89 

CASEY'S  GENERAL  STORES  (8) 

293.0* 

5 

8.9 

21 

3.0 

2.6 

10.3 

13.1 

19 

18 

15 

731 

CDI 

389.1 

3 

11.7 

10 

3.0 

2.8 

16.9 

17.9 

11 

16 

38 

471 

CENDANT 

1304.9 

17 

181.4 

-8 

13.9 

17.5 

2.0 

3.3 

NM 

83 

-21 

16718 

CINTAS  (7) 

360.5 

19 

37.9 

25 

10.5 

10.0 

15.5 

18.6 

51 

19 

20 

7162 

CONVERGYS 

399.8 

30 

32  4 

NM 

8.1 

NM 

17.9 

15.1 

22 

NA 

NA 

2621 

GROUP  1  AUTOMOTIVE 

489.4 

93 

6.2 

98 

1.3 

1.2 

16.8 

12.6 

21 

NA 

NA 

475 

HANDLEMAN  (8) 

290.1 

-6 

5.6 

-19 

1.9 

2.3 

NM 

-25.7 

NM 

-2 

-59 

438 

IMS  HEALTHt 

313.2 

30 

57.6 

47 

18.4 

16.2 

20.3 

25.7 

95 

NA 

31 

9722 

INTERIM  SERVICES 

566.0 

36 

15.9 

51 

2.8 

2.5 

6  9 

8.7 

13 

37 

18 

809 

KELLY  SERVICES 

1026.0 

7 

15.2 

1 

1.5 

1.6 

15.8 

15.8 

11 

7 

12 

922 

MANPOWER 

2562.5 

13 

20.6 

-5 

0.8 

1.0 

10.6 

11.1 

25 

45 

-1 

1860 

MODIS  PROFESSIONAL  SERVICES 

482.9 

29 

24.2 

10 

5.0 

5.9 

7.8 

6.4 

16 

219 

85 

1017 

NORRELL  (2) 

354.6 

6 

6.3 

-21 

1.8 

2.4 

11.8 

14.9 

10 

42 

48 

368 

PAYCHEX  (7) 

306.7 

13 

36.2 

37 

11.8 

9.7 

31.5 

31.5 

68 

32 

36 

8690 

PITTSTON  BRINK'S  GROUP 

385.9 

24 

16.8 

-1 

4.4 

5.5 

14.6 

16.8 

12 

NA 

13 

964 

JUINTILES  TRANSNATIONAL 

408.1 

32 

7.7 

-59 

1.9 

6.1 

11.6 

14.6 

45 

67 

44 

3345 

ROBERT  HALF  INTERNATIONAL 

485.0 

21 

35.3 

22 

7.3 

7.2 

25.2 

26.4 

17 

32 

54 

2321 

SERVICE  CORP.  INTERNATIONAL 

904.1 

29 

41.9 

-62 

4.6 

15.6 

5.3 

8.7 

16 

29 

19 

5054 

©  1999  Westin  Hotels  &  Res 


can  receive  a  fax  at  midnight. 

can  e-mail  a  reply  before  anyone  arrives  at  the  office. 

manages  to  look  buttoned-up 

and  he's  still  in  his  bathrobe. 


who  is  he  sleeping  with? 


Westin 


Staying  with  Westin  earns  you  points  in  the  Starwood  Preferred  Guest'"  program.  sta© 

No  blackout  dates.  No  expiration.  No  equal. 


STARWOO D 
REPEHHEO 
GUEST 


COMPANY 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5- YEAR  GROWTH 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

tMKNHNb  .  ■> 

SHARES  h 

nilARTFR 
UUnn 1 Cn 

FROM 

FROM 

QUARTER 

QUARTER 

LUIVIIVIUli 

COMMON 

PER 

Pil  ITCTAMniMP  CI 
UU 1  o  1  rtnUMMb  tt 

1999 

1998 

1999 

1998 

1999 

1998 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-23 

$  MIL 

% 

$  MIL. 

% 

% 

% 

%' 

% 

4-23 

% 

% 

$  MIL 

SERVICEMASTER 

1115.1 

14 

35.6 

3.2 

3.0 

12.4 

20.5 

NA 

3 

5607  ~ 

SONIC  AUTOMOTIVE 

593.5 

125 

6.7 

213 

1.1 

0.8 

13.8 

21.8 

18 

NA 

NA 

381 

UNITED  AUTO  GROUP 

904.7 

27 

3.7 

61 

0.4 

0.3 

NA 

4.4 

14 

NA 

NA 

196 

UNITED  RENTALS 

392.3 

129 

16.2 

142 

4.1 

3.9 

3.4 

6.7 

54 

NA 

NA 

2061 

VOLT  INFORMATION  SCIENCES  (2) 

489.9 

36 

-1 

0.5 

0.7 

10.2 

13 

21 

259 

EH  1 

INDUSTRY  COMPOSITE 

78280.4 

23 

7231.8 

41 

9.2 

8.1 

8.9 

14.1 

42 

16 

1 1 

1157515 

(A)  EQUIPMENT  &  SERVICES 

GROUP  COMPOSITE 

41464.2 

44 

2112.2 

86 

5.1 

3.9 

3.5 

4.5 

94 

30 

10 

674049 

ADC  TELECOMMUNICATIONS  (2) 

367.2 

28 

-13.2 

NM 

NM 

8.9 

11.7 

11.7 

59 

35 

31 

6313 

AIRTOUCH  COMMUNICATIONS! 

1426.0 

49 

292.0 

75 

20.5 

17.4 

7.2 

8.6 

80 

17 

61 

55093 

AT&T 

14096.0 

10 

1076.0 

-16 

7.6 

10.0 

14.7 

19.6 

19 

12 

10 

140397 

CENTURY  TELEPHONE  ENTERPRISES 

414.3 

11 

61.1 

6 

14.8 

15.5 

7.7 

15.2 

18 

24 

24 

6162 

LUCENT  TECHNOLOGIES  (3) 

8220.0 

33 

442.0 

NM 

5.4 

0.5 

27.6 

36.1 

46 

53 

NA 

160766 

MCI  WORLDCOM 

9001.0 

288 

725.0 

NM 

8.1 

NM 

NM 

-3.5 

NM 

101 

NA 

167400 

NEXTEL  COMMUNICATIONS 

663.8 

103 

-439.4 

NM 

NM 

NM 

NM 

NM 

NM 

NA 

NA 

11099 

QWEST  COMMUNICATIONS  INTERNATIONAL  878.4 

396 

4.8 

NM 

0.5 

NM 

NM 

-18.9 

NM 

NA 

NA 

29964 

SCIENTIFIC-ATLANTA  (6) 

320.0 

11 

20.8 

21 

6.5 

5.9 

13.7 

13.6 

26 

11 

16 

2238 

SPRINT  FON  GROUP 

4172.2 

7 

406.2 

14 

9.7 

9.1 

13.3 

18.6 

30 

26 

13 

46543 

SPRINT  PCS  GROUP 

604.2 

197 

-605.0 

NM 

NM 

NM 

NM 

-36.8 

NM 

NA 

NA 

17773 

TELEPHONE  &  DATA  SYSTEMS 

505.5 

30 

10.4 

-86 

2.1 

19.0 

NM 

0.0 

NM 

12 

10 

3755 

TELLABS 

469.7 

43 

103.7 

52 

22.1 

20.8 

28.8 

29.4 

73 

46 

60 

22435 

U.S.  CELLULARt 

326.0 

33 

27.8 

-79 

8.5 

52.9 

4.9 

6.1 

42 

26 

66 

4111 

(B)  TELEPHONE  COMPANIES 

GROUP  COMPOSITE 

36816.2 

6 

5119.6 

28 

13.9 

11.5 

15.4 

29.6 

25 

5 

13 

483466 

ALLTEL 

1368.4 

16 

166.7 

-1 

12.2 

14.2 

8.0 

14.6 

38 

15 

10 

19500 

AMERITECH 

4455.0 

8 

732.0 

49 

16.4 

11.9 

23.4 

35.3 

20 

8 

20 

74798 

BELL  ATLANTIC 

7967.0 

4 

1142.0 

25 

14.3 

11.9 

11.9 

24.7 

29 

14 

1 

92231 

BELLSOUTH 

5973.0 

10 

615.0 

-31 

10.3 

16.4 

13.5 

20.2 

27 

3 

26 

85313 

FRONTIER 

674.8 

7 

39.9 

18 

5.9 

5.4 

9.4 

17.0 

NM 

8 

-13 

9311 

GTE 

5879.0 

0 

912.0 

542 

15.5 

2.4 

15.7 

35.0 

20 

-3 

16 

65379 

SBC  COMMUNICATIONS 

7317.0 

7 

1115.0 

15 

15.2 

14.2 

17.7 

33.4 

26 

10 

4 

108865 

U  S  WEST 

3182.0 

6 

397.0 

1 

12.5 

13.1 

17.8 

159.9 

18 

NA 

15 

28069 

EH  IMS 

INDUSTRY  COMPOSITE 

45279.7 

4 

1528.6 

-1 

3.4 

3.6 

6.9 

1  3.0 

19 

18 

59 

137034 

(A)  AIRLINES 

GROUP  COMPOSITE 

20923.1 

2 

653.5 

-28 

3.1 

4.4 

11.4 

21.5 

14 

38 

59 

49298 

ALASKA  AIR  GROUP 

461.2 

11 

20.2 

54 

4.4 

3.1 

13.4 

16.1 

10 

36 

44 

1265 

AMERICA  WEST  HOLDINGS 

552.4 

8 

25.9 

3 

4.7 

4.9 

14.0 

15.8 

9 

NA 

NA 

863 

AMR 

4483.0 

-3 

94.0 

-67 

2.1 

6.2 

11.2 

16.6 

11 

19 

49 

11577 

AMTRAN 

277.9 

21 

16.5 

33 

6.0 

5.4 

16.5 

36.9 

7 

6 

33 

272  "1 

CONTINENTAL  AIRLINES 

2056.0 

11 

90.0 

11 

4.4 

4.4 

12.3 

33.2 

9 

NA 

NA 

2893 

DELTA  AIR  LINES  (6) 

3504.0 

3 

216.0 

11 

6.2 

5.8 

18.8 

26.7 

9 

19 

75 

9420 

NORTHWEST  AIRLINES 

2281.0 

-6 

-29.0 

NM 

NM 

2.9 

NM 

NM 

NM 

NA 

NA 

2539 

SOUTHWEST  AIRLINES 

1075.6 

14 

95.8 

37 

8.9 

7.4 

13.8 

19.2 

27 

18 

22 

11672 

UAL 

4160.0 

3 

780 

28 

1.9 

1.5 

12.3 

22.3 

12 

24 

146 

4290 

US  AIRWAYS  GROUP 

2072.0 

0 

46.0 

-53 

2.2 

4.8 

24.0 

82.0 

10 

NA 

135 

4507 

(B)  RAILROADS 

GROUP  COMPOSITE 

8501.0 

3 

552.0 

40 

6.5 

4.8 

3.8 

6.7 

27 

15 

10 

49341 

BURLINGTON  NORTHERN  SANTA  FE 

2190.0 

2 

236.0 

1 

10.8 

10.8 

7.1 

14.2 

13 

41 

20 

15144 

CSX 

2541.0 

3 

75.0 

-18 

3.0 

3.7 

5.9 

8.9 

17 

14 

8 

9065 

NORFOLK  SOUTHERNt 

1030.0** 

-3 

112.0 

-15 

10.9 

12.4 

6.2 

10.3 

18 

5 

5 

11027 

UNION  PACIFIC 

2740.0 

6 

129.0 

NM 

4.7 

NM 

NM 

-5.9 

NM 

11 

NA 

14105 

(C)  TRANSPORTATION  SERVICES 

GROUP  COMPOSITE 

11748.7 

9 

257.7 

37 

2.2 

1.7 

7.4 

13.5 

23 

17 

12 

34602 

AIRBORNE  FREIGHT 

769.4 

3 

25.2 

-22 

3.3 

4.3 

12.5 

16.9 

14 

19 

31 

1770 

AVIS  RENT  A  CAR 

566.9 

11 

15.2 

105 

2.7 

1.4 

4.8 

11.2 

15 

NA 

NA 

1097 

BUDGET  GROUP 

678.7 

49 

-23.1 

NM 

NM 

NM 

NM 

-3.2 

NM 

151 

NA 

429 

CNF  TRANSPORTATION 

1255.3 

15 

42.3 

124 

3.4 

1.7 

12  5 

19.9 

15 

2 

27 

1987 

FDX  (7) 

4098.4 

3 

77.8 

506 

1.9 

0.3 

10.6 

13.2 

30 

18 

25 

17099 

FRITZ  (7) 

317.6 

3 

-3.0 

NM 

NM 

0.9 

NA 

6.4 

23 

70 

-36 

388 

GATX 

431.2 

4 

39.2 

5 

9.1 

9.0 

7.3 

17.6 

13 

3 

11 

1713 

HERTZ 

1033.0 

15 

48.8 

38 

4.7 

3.9 

12.1 

20.5 

23 

55 

NA 

6704  ■ 

HUB  GROUP 

307,7 

21 

1.9 

19 

0.6 

0.6 

18.1 

7.9 

20 

NA 

NA 

184  ■ 

PITTSTON  BAX  GROUP 

460.6 

14 

0.4 

NM 

0.1 

NM 

NM 

-3.2 

NM 

NA 

NA 

198  ■ 

ROBINSON  (C.H.)  WORLDWIDE 

509.3 

9 

10.8 

29 

2.1 

1.8 

25.6 

25.6 

26 

6 

3 

1189  I 

RYDER  SYSTEM 

1320.6 

6 

22.1 

-41 

1.7 

3.0 

6.7 

13.1 

13 

1 

7 

1844  if 

1  G.A    Dl  ICIMCCC   \MCCIS    /   y  AV    17  lOQQ 


ir  customer  support  is  so  responsive 


that,  oops,  there's  a  call,  gotta  go. 


U  PC  WORLD 

MM  WORLD  CLASS 


EASY  SET-UP,  INCREDIBLY 


FAST  CONNECTIONS,  KILLER 


24-HOUR  CUSTOMER  SUPPORT 


AND  PRICING  FROM  $6.95 


TO  $19.95/MO.  UNLIMITED. 


PLUS,  BIG  PREPAYMENT 


DISCOUNTS.  OUR  INTERNET 


SERVICES  WERE  DESIGNED 


WITH  YOU  IN  MIND. 


MindSpring 

INTERNET  SERVICES 


©1999  MindSpring  Enterprises.  Inc  AH  rights  reserved, 
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CORPORATE  SCOREBO 

COMPANY 

ARD 

wmm 

SALES 

PROFITS 

RETURN 

MARKET 
VALUE 

MARGINS 

5- YEAR  GROWTH 

1ST 

CHANGE 

1ST 

CHANGE 

1ST 

1ST 

ON 

ON 

tAHNINCS 

SHARES  M 

QUARTER 

FROM 

QUARTER 

FROM 

QUARTER 

QUARTER 

INVESTED 

COMMON 

COMMON 

PER 

OUTSTANDING  EA 

1999 

1998 

1999 

1998 

1999 

1998 

CAPITAL 

EQUITY 

P-E 

EQUITY 

SHARE 

4-23 

$  MIL. 

% 

SMIL. 

% 

% 

% 

4-23 

% 

% 

$  MIL  ! 

(D)  TRUCKING  &  SHIPPING 

GROUP  COMPOSITE 

4106.9 

6 

65.3 

23 

1.6 

1.4 

9.4 

13.7 

12 

9 

6 

3793 

ALLIED  HOLDINGS 

26]  2 

3 

-4.0 

NM 

NM 

0.3 

4.8 

6.6 

11 

12 

-20 

59 

AMERICAN  FREIGHTWAYS 

265.4 

15 

6.8 

114 

2.6 

1.4 

7.5 

12.1 

16 

16 

0 

511 

ARKANSAS  BEST 

394.4 

5 

7.5 

99 

1.9 

1.0 

11.0 

16.2 

6 

-6 

6 

176 

CONSOLIDATED  FREIGHTWAYS 

558.2 

2 

6.8 

-4 

1.2 

1.3 

10.0 

9.8 

11 

NA 

NA 

278 

HUNT  (J.B.)  TRANSPORT  SERVICES 

470.2 

14 

10.6 

12 

2.3 

2.3 

6.9 

12.8 

14 

0 

-7 

654 

LANDSTAR  SYSTEM 

311.4 

4 

7.5 

52 

2.4 

1.7 

27.7 

33.1 

12 

9 

15 

422 

ROADWAY  EXPRESS 

605.3 

-3 

7.9 

20 

1.3 

1.1 

11.0 

11.0 

13 

1 

NA 

354 

USFREIGHTWAYS 

513.2 

16 

17.5 

28 

3.4 

3.1 

11.9 

16.4 

12 

21 

.'  15 

901 

YELLOW 

727.5 

5 

4.8 

27 

0.7 

0.5 

8.7 

11.1 

11 

-4 

NA 

438 

HI 

INDUSTRY  COMPOSITE 

64918.9 

4 

4608.4 

-3 

7.1 

7.6 

5.8 

9.4 

21 

4 

3 

305013 

(A)  ELECTRIC,  WATER  &  COGENERATION 

GROUP  COMPOSITE 

50051.1 

3 

3694.2 

-1 

7.4 

7.7 

6.0 

10.2 

19 

4 

3 

248990 

AESt 

638.0 

1 1 

-13.0 

NM 

NM 

11.3 

8.7 

12.8 

39 

45 

26 

8659 

ALLEGHENY  ENERGY 

690.0 

7 

100.1 

24 

14.5 

12.5 

7.5 

13.9 

14 

1 

3 

3972 

AMEREN 

735.9 

5 

57.5 

33 

7.8 

6.2 

7.2 

13.1 

13 

7 

0 

5257 

AMERICAN  ELECTRIC  POWER 

1694.0 

11 

151.0 

0 

8.9 

9.9 

5.5 

11.4 

15 

3 

8 

7840 

AVISTA 

1212.8 

1 12 

19.4 

-40 

1.6 

5.6 

5.5 

6.9 

15 

5 

2 

857 

BALTIMORE  GAS  &  ELECTRIC 

932.3 

8 

86.2 

7 

9.2 

9.3 

6.4 

10.5 

13 

2 

0 

4142 

BEC  ENERGY 

371.9 

-6 

19.6 

-14 

5.3 

5.8 

7.7 

12.2 

15 

5 

4 

1929 

CAROLINA  POWER  &  LIGHT 

738.6 

-2 

92.2 

7 

12.5 

11.5 

6.9 

13.6 

14 

3 

7 

5874 

CENTRAL  &  SOUTH  WEST 

1225.0 

-3 

47.0 

-24 

3.8 

4.9 

7.0 

11.7 

12 

5 

2 

5275 

CINERGY 

1402.3 

4 

128.6 

19 

9.2 

8.0 

7.0 

11.1 

17 

8 

5 

4800 

CMP  GROUP 

276.6 

11 

34.2 

87 

12.4 

7.3 

7.5 

13.4 

9 

-1 

-14 

615 

CMS  ENERGY 

1538.0 

12 

103.0 

11 

6.7 

6.8 

7.1 

13.3 

16 

19 

4 

4779 

COMMONWEALTH  ENERGY  SYSTEM 

269.7 

-3 

21.5 

-16 

8.0 

9.2 

7.5 

11.1 

17 

7 

2 

856 

CONECTIV 

946.6 

88 

51.0 

NM 

5.4 

NM 

6.5 

11.2 

11 

12 

-2 

2182 

CONSOLIDATED  EDISON 

1776.6 

-4 

180.0 

2 

10.1 

9.5 

7.3 

11.9 

15 

4 

2 

10463 

DOMINION  RESOURCES 

1292.9 

-27 

-116.3 

NM 

NM 

7.9 

5.8 

5.4 

28 

4 

-4 

7829 

DPL 

383.5 

1 

72.7 

3 

19.0 

18.6 

8.3 

13.8 

14 

6 

5 

2772 

DQE 

326. 1 

9 

48.5 

7 

14.9 

15.1 

7.3 

13.5 

16 

5 

8 

3201 

OTF ENERGY 

1024  0 

8 

115.0 

7 

11.2 

11.3 

6.9 

12.3 

13 

2 

-1 

5957 

DUKE  ENERGY 

4160.0 

1 

307.0 

-6 

7.4 

8.0 

8.5 

15.0 

16 

14 

2 

19375 

FNFRGY  EAST 

654  4 

3 

88.7 

13 

13.6 

12.3 

7.0 

12.0 

8 

2 

6 

3147 

ENTERGY 

1639.9 

-29 

72.9 

21 

4.4 

2.6 

7.5 

10.6 

10 

2 

-2 

7599 

FIR^TFNFRflY 

1418  1 

4 

156.1 

17 

11.0 

9.7 

6.0 

10.2 

15 

16 

132 

7053 

820  4 

4 

68.0 

34 

8.3 

6.5 

8.8 

16.0 

12 

NA 

-8 

3729 

fpi  nrvniip 

1412  0 

6 

213.0 

90 

15.1 

8.4 

10.9 

14.9 

13 

5 

10 

10154 

GPU 

1073  7 

3 

190.7 

43 

17.8 

12.8 

5.8 

12.8 

12 

6 

7 

4864 

HAWAIIAN  Fl  FPTRIP  INHIKTRIF^ 

352  2 

-6 

21.4 

-12 

6.1 

6.5 

5.4 

11.3 

12 

5 

4 

1142 

ILLiriU  VM 

-5 

21.8 

-22 

4.0 

4.8 

NM 

NM 

NM 

-2 

NA 

1765  - 

iMTppCTATF  FNFRHV 
111  1  Cno  IMI  C  LrlLKUT 

546  9 

2 

43.4 

27 

7.9 

6.2 

4.6 

6.8 

20 

4 

-8 

2232 

LG&E  ENERGYt 

566.0 

26 

58.7 

23 

10.4 

10.6 

7.2 

13.5 

16 

4 

5 

2756 

MIDAMERICAN  ENERGY  HOLDINGS 

797.9 

28 

39.8 

46 

5.0 

4.4 

5.9 

18.1 

13 

47 

11 

1807 

MONTANA  POWER 

321.8 

9 

33.8 

-6 

10.5 

12.2 

9.2 

14.7 

27 

NA 

10 

4319 

NEW  CENTURY  ENERGIES 

991.4 

6 

101.3 

18 

10.2 

9.2 

8.4 

13.7 

11 

18 

3 

3907 

NEW  ENGLAND  ELECTRIC  SYSTEM 

657.5 

6 

44.2 

-22 

6.7 

9.2 

8.0 

11.4 

17 

1 

1 

2881 

NORTHEAST  UTILITIES 

1043.4 

9 

24.6 

NM 

2.4 

NM 

NM 

-5.4 

NM 

-2 

NA 

2004 

NORTHERN  STATES  POWER 

743.2 

6 

52.3 

-8 

7.0 

8.1 

7.4 

11.0 

13 

7 

2 

3627 

OGE  ENERGY 

378  2 

32 

11.1 

NM 

2.9 

NM 

8.6 

17.0 

11 

3 

7 

1904 

PECO  ENERGY 

1256.4 

6 

149.6 

32 

11.9 

9.5 

8.5 

18.2 

19 

-8 

-3 

10335 

PINNACLE  WEST  CAPITAL 

438.5 

6 

31.7 

-7 

7.2 

8.2 

6.2 

11.2 

13 

5 

8 

3207 

POTOMAC  ELECTRIC  POWER 

429.0 

13 

26.0 

245 

6.1 

2.0 

5.6 

12.2 

14 

-1 

-1 

3156 

PP&L  RESOURCES 

H  H:,/  'i 

21 

117,0 

9 

11.0 

12.2 

8.1 

21.7 

NM 

-3 

4 

4250 

PUBLIC  SERVICE  CO.  OF  NEW  MEXICO 

272.8 

-3 

26.7 

26 

9.8 

7.5 

6.9 

11.6 

8 

9 

6 

778 

PUBLIC  SERVICE  ENTERPRISE  GROUP 

1795.0 

8 

191.0 

-2 

10.6 

11.7 

6.7 

12.6 

14 

0 

0 

8882 

PUGET  SOUND  ENERGY 

575.3 

10 

69.8 

6 

12.1 

12.6 

6.9 

11.9 

13 

3 

-3 

2051 

RELIANT  ENERGY 

2642.9 

.0 

-209.7 

NM 

NM 

NM 

NM 

-7.4 

NM 

7 

NA 

7904 

ROCHESTER  GAS  &  ELECTRIC 

326.1 

15 

37.3 

-3 

11.4 

13.5 

6.3 

11.3 

11 

2 

5 

963 

SCANA 

397.0 

-2 

39.0 

-41 

9.8 

16.3 

6.8 

11.2 

12 

6 

5 

2389 

SOUTHERN 

2400.0 

-5 

230.0 

-7 

9.6 

9.9 

6.3 

9.8 

20 

5 

-2 

18754 

TECO  ENERGY 

446.4 

-5 

48.6 

58 

10.9 

6.6 

8.7 

14.5 

13 

9 

4 

2830 

UNICOM 

1538.0 

-8 

113.0 

66 

7.3 

4.1 

5.1 

10.9 

15 

NA 

54 

8195 

WISCONSIN  ENERGY 

536.7 

5 

53.8 

9 

10.0 

9.7 

6.6 

10.1 

16 

4 

-11 

2999 

WPS  RESOURCES 

329.8 

13 

23.5 

26 

7.1 

6.4 

7.0 

10.0 

15 

3 

-5 

773 

WANT  TO  GO  PLAGES? 


Here's  our  schedule  of  departures. 


TAX  FREE  HIGH  INCOME  A  ***** 

Out  of  1576  funds  in  the  Municipal  Funds  Category 

COMSTOCK  A  **** 

Out  of  2916  funds  in  the  Domestic  Equity  Funds  Category 

EMERGING  GROWTH  A  **** 

Out  of  2916  funds  in  the  Domestic  Equity  Funds  Category 

GLOBAL  EQUITY  ALLOCATION  A  **** 

Out  of  897  funds  in  the  International  Equity  Funds  Category 
OVERALL  MORNINGSTAR  RATINGS  (os  of  2/2M9) 


DERARTUi 


VAN  KAMPEN 


FUNDS 

These  are  a  few  of  our  mutual  funds  that  have  earned  some  of  Morningstar's  highest  overall  ratings. 
In  fact,  with  more  than  50  open-end  funds  to  choose  from,  chances  are  we  have  the  vehicle  to  help  get  you  where 
you  want  to  go.  For  more  information,  call  your  Financial  Advisor  or  1-800-231-2808.  www.vankampen.com 


ast  performance  does  not  guarantee  future  results.  The  investment  return  and  principal  value  will  fluctuate  with  changes  in  market  conditions.  Fund  shares, 
'hen  redeemed,  may  be  worth  more  or  less  than  their  original  cost.  For  a  prospectus  containing  more  complete  information  including  a  discussion  of  risk  consid- 
rations,  charges  and  expenses  for  any  Van  Kampen  Fund,  contact  your  Financial  Advisor.  Please  read  the  prospectus  carefully  before  investing  or  sending  money. 

ax  Free  High  Income  (inception  6/85),  4  stars  for  10-year  (369  funds),  5  stars  for  5-year  (1109  funds)  and  5  stars  for  3-year  (1576  funds);  Comstock 
nception  10/68),  4  stars  for  10-year  (739  funds),  4  stars  for  5-year  (1780  funds)  and  4  stars  for  3-year  (2916  funds);  Emerging  Growth  (inception 
0/70),  5  stars  for  10-year  (739  funds),  3  stars  for  5-year  (1780  funds)  and  3  stars  for  3-year  (2916  funds);  Global  Equity  Allocation,  4  stars  for  5-year 
430  funds)  and  4  stars  for  3-year  (897  funds).  Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  through  2/28/99.  Ratings 
re  calculated  from  the  Fund's  3-,  5-,  and  10-year  average  annual  returns  (when  applicable)  in  excess  of  90-day  Treasury  bill  returns  (with  appropriate 
se  adjustments)  and  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  Ratings  for  other  share  classes  will  be  different.  Ratings 
re  subject  to  change  monthly.  The  top  10%  of  the  funds  in  an  investment  category  receive  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive 
stars,  the  next  22.5%  receive  2  stars,  and  the  bottom  10%  receive  1  star.  Distributed  by  Van  Kampen  Funds  Inc.  ©1999  Van  Kampen  Funds  Inc. 
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(B)  GAS,  OIL  &  TRANSMISSION 

GROUP  COMPOSITE 

14867.9 

4 

914.2 

-  9 

6.1 

7.1 

4  0 

5.0 

50 

11 

7 

56023 

c 

COLUMBIA  ENERGY  GROUP 

2548.2 

38 

150.4 

2 

5.9 

8.0 

8.0 

13.6 

14 

10 

7 

3873 

CONSOLIDATED  NATURAL  GAS 

1046.4 

5 

139.0 

1 

13.3 

13.8 

8.2 

12.0 

19 

2 

19 

5560 

EASTERN  ENTERPRISES 

344.8 

-2 

32.3 

4 

9.4 

8.8 

6.5 

9.2 

16 

8 

2 

828 

EL  PASO  ENERGY 

1494.0 

-8 

77.0 

20 

5.2 

4.0 

6.4 

11.3 

18 

31 

7 

4338 

EQUITABLE  RESOURCES 

420.1 

41 

29.7 

21 

7.1 

8.3 

NA 

-3.1 

NM 

5 

NA 

881 

■  i 

MCN  ENERGY  GROUPt 

767.7 

17 

87.4 

11 

11.4 

11.9 

NM 

0.3 

NM 

16 

NA 

1475 

MDU  RESOURCES  GROUP 

259.1 

52 

12.7 

-29 

4.9 

10.5 

4.2 

5.1 

45 

10 

-1 

1091 

NATIONAL  FUEL  GAS  (3) 

483.4 

6 

61.1 

NM 

12.6 

NM 

9.3 

12.6 

14 

4 

-9 

1636 

NEW  JERSEY  RESOURCES  (3) 

327.3 

23 

30.3 

5 

9.3 

10.8 

7.9 

14.8 

15 

5 

7 

666 

NICOR 

576.4 

3 

39.0 

8 

6.8 

6.4 

9.3 

15.7 

15 

2 

6 

1743 

ONEOK  (4) 

592.7 

-18 

68.5 

-7 

11.6 

10.2 

5  9 

5.1 

20 

21 

13 

863 

PEOPLES  ENERGY  (3) 

500.8 

18 

66.1 

40 

13.2 

11.1 

7.1 

11.5 

15 

4 

5 

1304 

QUESTAR 

277.8 

-7 

43.4 

6 

15.6 

13.6 

6.7 

9.0 

19 

8 

5 

1456 

SEMPRA  ENERGY 

1275.0 

-6 

102.0 

12 

8.0 

6.7 

6.9 

10.5 

16 

18 

0 

4892 

SONAT 

773.7 

-30 

-212.2 

NM 

NM 

2.5 

NM 

-71.8 

NM 

1 

NA 

3879 

- 

UGI  (3) 

499.2 

2 

37.9 

19 

7.6 

6.5 

6.0 

10.6 

15 

-3 

12 

588 

WASHINGTON  GAS  LIGHT  (3) 

393.0 

1 

64.8 

21 

16.5 

13.8 

6.9 

9.6 

19 

6 

5 

1081 

WICOR 

304.2 

0 

28.9 

16 

9.5 

8.2 

9.3 

12.2 

18 

9 

7 

890 

WILLIAMS 

1984.0 

1 

55.9 

-23 

2.8 

3.7 

3.1 

3.0 

NM 

24 

-5 

18979 
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The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


A&PIOc 

Abbott  Laboratories  12b 
Abercrombie  &  Fitch  8 
ABM  Industries  21e 
ACNielsen  21e 
ADC  Telecomm.  22a 
Administaff  21e 
Advanced  Micro  9d 
AES  24a 
Aetna  17b 

Affiliated  Computer  Svcs.  18c 
AFLAC  17b 
AGCO 15c 

Agribrands  International  10b 
Air  Products  &  Chemicals  4 
Airborne  Freight  23c 
AirTouch  Communications  22a 
AK  Steel  Holding  16b 
Alaska  Air  Group  23a 
Alberto-Culver  6d 
Albertson's  10c 
Alcoa  16a 
Alleghany  17b 
Allegheny  Energy  24a 
Allegheny  Teledyne  5 
Allergan  12b 
Allied  Holdings  23d 
Allied  Waste  Inds.  21c 
AlliedSignal  5 
Allstate  17b 
Alltel  22b 
Alpine  Group  9c 
Amazon.com  8 
Amerada  Hess  11a 
Ameren  24a 
America  Online  18c 
America  West  Holdings  23a 
American  Axle  &  Mfg  2b 
Amencan  Bankers  Insurance  1 7b 
American  Electric  24a 
American  Express  17a 
American  Financial  Group  17b 
American  Freightways  23d 
American  General  !7b 
American  Greetings  14d 
Amencan  Home  12b 
American  Intl.  Group  17b 
American  Mgmt.  Systems  18c 
American  National  17b 


Amencan  Power  9a 
American  Standard  13a 
American  Stores  10c 
AmeriSource  Health  12a 
Ameritech  22b 
Ames  Dept.  Stores  8 
Amgen  12b 
AMR  23a 
Amtran  23a 
Analog  Devices  9d 
Anheuser-Busch  6c 
AnnTaylor  Stores  8 
Apple  Computer  18b 
Applied  Industrial  Tech.  21b 
Applied  Materials  15c 
Applied  Power  18a 
Arch  Coal  11a 
Archer  Daniels  10b 
Arkansas  Best  23d 
Armco 16b 
Armstrong  World  6b 
Arrow  Electronics  21b 
Arvm  Industries  2b 
Asarco  16c 

Ascend  Communications  18c 
Ashland  11a 

Associates  First  Capital  17a 
Astoria  Financial  17c 
AT&T  22a 
Atmel  9d 
Aurora  Foods  10b 
Automatic  Data  18c 
AutoNation  21  e 
AutoZone  8 
Avery  Dennison  7b 
Avis  Rent  A  Car  23c 
Avista  24a 
Avnet  21b 
Avon  Products  6d 
AVX9d 

a 

Ball  7a 

Baltimore  G&E  24a 
Bank  of  America  3c 
Bank  of  New  York  3a 
Bank  One  3b 
BankBoston  3a 
Bankers  Trust  3a 
Banta  21d 


Barnes  &  Noble  8 
Bausch&Lomb12d 
Baxter  International  1 2d 
BB&T3C 
Bear  Stearns  17a 
Beazer  Homes  USA  13b 
BEC  Energy  24a 
Beckman  Coulter  9c 
Becton,  Dickinson  12d 
Bed  Bath  &  Beyond  6b 
Bell  Atlantic  22b 
BellSouth  22b 
Belo  (A.H)20b 
Bemis  7b 

Bergen  Brunswig  12a 
Best  Buy  6b 
Bestfoods  10b 
Bethlehem  Steel  16b 
Beverly  Enterprises  12c 
Big  Flower  Press  21d 
Bindley  Western  Inds.  12a 
BJ  Services  lib 
BJ's  Wholesale  Club  8 
Black  &  Decker  15b 
Block  (H&R)  17a 
BMC  Software  18c 
Boeing  1 

Boise  Cascade  19b 
Borders  Group  8 
Borg-Warner  Automotive  2b 
Borg-Warner  Security  21e 
Boston  Scientific!  2d 
Bowater  19b 
Bradlees  8 

Briggs  &  Stratton  15c 
Bnnker  International  14a 
Bristol-Myers  Squibb  12b 
Brown  Group  6a 
Brown-Forman  6c 
Brunswick  14d 
Brylane  8 
Budget  Group  23c 
Burlington  Coat  Factory  8 
Burlington  Industnes  15d 
Burlington  Northern  Santa  Fe  23b 
Burlington  Resources  11a 

Of 

Cabletron  Systems  18c 
Cabot  4 


Cadence  Design  Systems  18c 
Campbell  Soup  10b 
Canandaigua  Brands  6c 
Capital  One  Financial  17a 
Cardinal  Health  12a 
Carlisle  15a 
CarMax  Group  21e 
Carnival  14d 
Carolina  Power  24a 
Carpenter  Tech.  16b 
Case  15c 

Casey's  General  Stores  21  e 
Caterpillar  15c 
CBRL  Group  14a 
CBS  20a 
CDI21e 

CDW  Computer  Centers  8 
CellStar  21b 
Cendant 21e 
Centex  13b 

Central  &  South  West  24a 
Century  Telephone  22a 
Cendian  18c 

Champion  Enterprises  13b 
Champion  Intl  19b 
Charming  Shoppes  8 
Charter  One  Financial  17c 
Chase  Manhattan  3a 
Chevron  11a 
Chicago  Title  17a 
Chiquita  Brands  Intl  10b 
Chubb  17b 

Cincinnati  Financial  17b 

CINergy  24a 

Cintas21e 

Circuit  City  Group  6b 

Circus  Circus  14b 

Cisco  Systems  18c 

CIT  Group  17a 

Citigroup  17a 

CKE  Restaurants  14a 

Clayton  Homes  13b 

Clear  Channel  Communs.  20a 

Clorox  6d 

CMP  Group  24a 

CMS  Energy  24a 

CNF  Transportation  23c 

Coastal  11a 

Coca-Cola  6c 

Coca-Cola  Enterprises  6c 

Cole  National  8 


Colgate-Palmolive  6d 
Collins  &  Aikman  15d 
Coltec  Industries  15a 
Columbia  Energy  Group  24b 
Columbia/HCA  Healthcare  12c 
Comdisco  18c 
Comenca  3b 

Commerce  Bancshares  3b 
Commercial  Metals  16b 
Commonwealth  Energy  24a 
Compaq  Computer  18b 
Compass  Bancshares  3c 
CompuCom  Systems  18a 
ConAgra  10b 
Conectiv  24a 
Conexant  Systems  9d 
Conrco  11a 
Conseco  17b 
Consolidated  Edison  24a 
Cons.  Freightways  23d 
Cons.  Natural  Gas  24b 
Consolidated  Papers  19b 
Consolidated  Stores  8 
Continental  Airlines  23a 
Convergys  21e 
Cooper  Cameron  lib 
Cooper  Industries  9a 
Cooper  Tire  &  Rubber  2c 
Coors  (Adolph)  6c 
Cordant  Technologies  1 
Corn  Products  Intl.  10b 
Corning  15a 
Corporate  Express  8 
Costco  8 

Countrywide  Credit  17a 
Cox  Communications  20a 
Crane  15a 

Crompton  &  Knowles4 
Crown  Cork  &  Seal  7a 
CSX  23b 

Cummins  Engine  15c 
CVS  12a 

Cyprus  Amax  Minerals  16c 
Cytec  Industries  4 

o 

Dana  2b 
Danaher 15b 
Darden  Restaurants  14a 
Data  General  18b 


Dayton  Hudson  8 
Dean  Foods  10b 
Deere  15c 

Del  Monte  Foods  10b 

Dell  Computer  18b 

Delphi  Automotive  2b 

Delta  Air  Lines  23a 

Deluxe  18a 

Detroit  Diesel  2b 

Dexter  15d 

Dial  6d 

Diebold  18a 

Dillard's  8 

Dime  Bancorp  17c 

Disney  (Walt)  14b 

Dole  Food  10b 

Dollar  General  8 

Dominion  Resources  24a 

Donaldson,  Lufkin  &  Jenrette  1 7a 

Donnelley  (R.R.)21d 

Dover  15c 

Dow  Chemical  4 

Dow  Jones  20b 

DPL  24a 

DQE  24a 

DST  Systems  18c 
DTE  Energy  24a 
Duke  Energy  24a 
Dun  &  Bradstreet  17a 
DuPont4 
Dynegy  21b 

umamm 

Eastern  Enterpnses  24b 
Eastman  Chemical  4 
Eastman  Kodak  14d 
Eaton  9a 
Ecolab  6d 
Edwards  (A  G.)  17a 
EG&G5 

El  Paso  Energy  24b 
Electronic  Data  Systems  18c 
EMC  18b 

Emerson  Electric  9c 
Energy  East  24a 
Engelhard  16c 
Enron  21b 
Entergy  24a 
Equifax  17a 

Equitable  Resources  24b 
Estee  Lauder  6d 
Everest  Reinsurance  17b 


Express  Scripts  12c 
Exxon  11a 

a 

Family  Dollar  Stores! 
Fannie  Mae  17a 
FDX  23c 

Federal-Mogul  2b 
Federated  Dept.  Stores 
Ferro  4 
Fidelity  National  Finl.  17 
Fifth  Third  Bancorp  3b 
Finlay  Enterprises  8 
First  American  3c 
First  Amencan  Finl.  17a 
First  Data  18c 
First  Security  3d 
First  Tennessee  Natl.  3c 
First  Union  3c 
Firstar  3b 
FirstEnergy  24a 
Flserv  18c 
Fleetwood  Ents.  13b 
Florida  Progress  24a 
Flowserve  15a 
Fluor  21a 
FMC  15c 
Food  Lion  10c 
Footstar  8 
Ford  Motor  2a 
Fort  James  19b 
Fortune  Brands  15a 
Foster  Wheebr  21a 
FPL  Group  24a 
Franklin  Resources  17a 
Freddie  Mac  17a 
Freeport-McMoRan  CM 
Fremont  General  17b 
Fritz  23c 
Frontier  22b 
Fruit  of  the  Loom  6a 
Fuller  (H.B.)  4 
Furniture  Brands  6b 

13 

Galileo  Intl.  18c 
Gannett  20b 
Gap  8 

Gateway  2000  18b 
GATX  23c 
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Ingersoll-Rand  15c 
Ingles  Markets  10c 
Ingram  Micro  18c 
Insight  Enterprises  8 
Intel  9d 
Interface  15d 
Interim  Services  21  e 
International  Flavors  4 
Intl.  Home  Foods  10b 
Intl.  Multifoods  10a 
International  Paper  19b 
Interpublic  Group  21d 
Interstate  Bakeries  10b 
Interstate  Energy  24a 
Intimate  Brands  8 
Intuit  18c 
Iomega  18b 
ITT  Industries  15c 

flMW 

Jabil  Circuit  9d 
Jacobs  Engineering  21a 
Jefferson-Pilot  17h 
Jo-An  i  Stores  8 
Johns  Manville  13a 
Johnson  &  Johnson  12d 
Johnson  Controls  15a 
Johnstown  America  2b 
Jones  Apparel  Group  6a 


Kaiser  Aluminum  16a 
KaufmanS  Broad  13b 
Keane18c 
Kellogg  10b 
Kellwood  6a 
Kelly  Services  21  e 
Kennametal  15b 
KeyCorp  3b 
Kimball  Intl.  6b 
Kimberly-Clark  19b 
Kmart  8 

Knight-Ridder  20b 
Kohl's  8 


L-3  Communications  9b 
Laboratory  Corp.  of  Amenca  1 2c 
Lafarge  13a 

LandAmerica  Financial  17a 
Lands'  End  8 
Landstar  System  23d 
La-Z-Boy6b 
Lear  2b 

Leggett  &  Piatt  6b 
Lehman  Brothers  Holdings  17a 
Lennar 13b 
LG&E  Energy  24a 
Liberty  Financial  17b 
Lilly  (Eli)  12b 
Limited  8 

Lincoln  Electric  15b 
Lincoln  National  17b 
Linens  'N  Things  6b 
Litton  Industries  9b 
Liz  Claiborne  6a 
Lockheed  Martin  1 
Longs  Drug  Stores  12a 
Louisiana-Pacific  19a 
Lowe's  8 
LSI  Logic  9d 
LTV  16b 
Lubnzol  4 

Lucent  Technologies  22a 
Lyondell  Chemical  4 

a  . 

M.D.C.  Holdings  13b 
Mail-Well  7b 
Mallmckrodt  12d 
Manpower 21e 
Mark  IV  Industries  2b 
Marriott  Intl  14c 
oadcastmg  20a       Marsh  S  McLennan  1 7a 


Marshall  &  llsley  3b 
Marshall  Industries  21b 
Masco  13a 
Mattel  14d 
Maxtor  18b 
Maxxam  16a 
May  Department  Stores  8 
Maytag  6b 
MBNA  3a 
McClatchy20b 
McCormick  10b 
McDonald's  14a 
McGraw-Hill  20b 
MCI  WorldCom  22a 
MCN  Energy  Group  24b 
MDU  Resources  Group  24b 
Mead  19b 

MediaOne  Group  20a 
Medtronic  12d 
Mellon  Bank  3a 
Men's  Wearhouse  8 
Mercantile  Bancorp.  3b 
Merck  12b 
Meredith  20b 

MenStar  Hotels  S  Resorts  14c 
Meritor  Automotive  2b 
Merrill  Lynch  17a 
Metals  USA  21b 
Metro-Goldwyn-Mayer  14b 
Meyer  (Fred)  10c 
Michaels  Stores  8 
Micro  Warehouse  8 
MicroAge  18a 
Micron  Electronics  18b 
Micron  Technology  9d 
Microsoft  18c 

MidAmencan  Energy  Holdings  24a 

Milacron  15c 

Millennium  Chemicals 4 

Miller  (Herman)  18a 

Minnesota  Mining  15a 

Mobil  11a 

Modine  Mfg.  2b 

Modis  Professional  Svcs.  21e 

Mohawk  Industries  15d 

Molex  9d 

Monsanto  4 

Montana  Power  24a 

Morgan  (J.P.)  3a 

Morgan  Stanley  Dean  Witter  1 7a 

Morrison  Knudsen  21a 

Morton  International  4 

Motorola  9b 

Mueller  Industries  16c 

Murphy  Oil  11a 

Musicland  Stores  14d 


Nabisco  Holdings  10b 
Nacco  Industries  15b 
Nalco  Chemical  4 
Nash  Finch  10a 
National  City  3b 
National  Fuel  Gas  24b 
National  Semicond.  9d 
National  Service  9a 
Nationwide  Financial  Svcs.  17b 
Navistar  International  2a 
NCR  18a 

Neiman  Marcus  Group  8 
New  Century  Energies  24a 
New  England  Electric  24a 
New  Jersey  Resources  24b 
New  York  Times  20b 
Newell  Rubbermaid  15a 
Newport  News  Shipbuilding  1 
Nextel  Communications  22a 
Nicor  24b 
Nike  6a 
Nordstrom  8 
Norfolk  Southern  23b 
Norrell  21e 
Nortek  13a 

Northeast  Utilities  24a 
Northern  States  24a 


Northern  Trust  3b 
Northrop  Grumman  1 
Northwest  Airlines  23a 
Novell  18c 
Nucor 16b 
NVR13b 


Oakwood  Homes  13b 
Occidental  Pet.  11a 
Office  Depot  8 
OfficeMax  8 
OGE  Energy  24a 
Old  Kent  Financial  3b 
Old  Republic  Intl  17b 
Olin  16c 
Ommcare  12a 
Omnicom  Group  21d 
Oneok  24b 
Oracle  18c 

Outback  Steakhouse 14a 
Owens  &  Minor  12d 
Owens  Corning  13a 
Owens-Illinois  7a 
Oxford  Health  Plans  12c 

a 

Paccar  2a 

Pacific  Century  Fin.  3d 
PameWebber  Group  17a 
Pall  5 

Parametric  Technology  18c 
Park  Place  Entertainment  14b 
Parker  Hannifin  15a 
Paychex  21 e 
Payless  Cashways  8 
Payless  ShoeSource  8 
PECO  Energy  24a 
Penn  Traffic  10c 
Penney  (J.C )  8 
Pentair  15c 
Peoples  Energy  24b 
PeopleSoft  18c 
Pep  Boys  8 

Pepsi  Bottling  Group  6c 
PepsiCo  6c 
Petsmart  8 
Pfizer  12b 

Pharmacia  &  Upjohn  12b 
PharMenca  12a 
Phelps  Dodge  16c 
Philip  Morris  6e 
Phillips  Petroleum  11a 
Phillips-Van  Heusen  6a 
PhyCor  12c 
Pier  1  Imports  6b 
Pilgrim's  Pride  10b 
Pinnacle  West  24a 
Pioneer  Hi-Bred  10b 
Pitney  Bowes  18a 
Pittston  BAX  Group  23c 
Pittston  Brink's  Group  21  e 
PNC  Bank  3a 
Polaroid  14d 
Potlatch  19b 
Potomac  Electric  24a 
PPSL  Resources  24a 
PPG  Industries  13a 
Praxair  4 

Precision  Castparts  1 
Premark  Intl.  5 
Pnmedia  20b 
Procters  Gamble  6d 
Progressive  1 7b 
Promus  Hotel  14c 
Protective  Life  1 7b 
Provident  17b 
PS  Co.  of  New  Mexico  24a 
Public  Service  Ent.  24a 
Puget  Sound  Energy  24a 
Pulte13b 

umamm 

Quaker  Oats  10b 
Qualcomm  9b 
Quantum  18b 


Quest  Diagnostics  12c 
Questar  24b 

Qumtiles  Transnational  21e 
Quorum  Health  Group  12c 
Qwest  Communications  22a 


Ralston  Purina  10b 
Raychem  9a 

Raymond  James  Finl.  17a 
Raytheon  9b 
Reader's  Digest  20b 
Reebok  International  6a 
Regions  Financial  3c 
RelianceSteel  &  Alum.  21b 
Reliant  Energy  24a 
Republic  New  York  3a 
Republic  Services  21c 
Revlon  6d 

Reynolds  &  Reynolds  18a 
Reynolds  Metals  16a 
Richfood  Holdings  10a 
Rite  Aid  12a 
RJR  Nabisco  6e 
Roadway  Express  23d 
Robert  Half  International  21e 
Robinson  (C  H.)  23c 
Rochester  GSE  24a 
Rock-Tenn  7b 
Rockwell  International  9a 
Rohm  &  Haas  4 
Ross  Stores  8 

Royal  Caribbean  Cruises  14d 
RPM  13a 
RuddicklOc 
Ryder  System  23c 
Ryerson  Tull  16b 
Ryland  Group  13b 

SABRE  Group  Holdings  18c 
Safeco  17b 

Safeguard  Scientifics  18c 
Safety-Kleen  21c 
Safeway  10c 
Saks  8 
Sanmina  9d 
Sara  Lee  10b 

SBC  Communications  22b 
Scana  24a 
Schering-Plough  12b 
Schlumberger  11b 
Scholastic  20b 
Schwab  (Charles)  17a 
SCI  Systems  9d 
Scientific-Atlanta  22a 
Scotts  4 

Seagate  Technology  18b 
Sealed  Air  7b 
Sears.  Roebuck  8 
Sempra  Energy  24b 
Service  Corp.  Intl.  21e 
ServiceMaster  21e 
7-Eleven  10c 
SFX  Entertainment  14b 
Shared  Medical  18c 
Shaw  Industries  15d 
Sherwin-Williams  13a 
Shoney's  14a 
Sigma-Aldnch  12b 
Silgan  Holdings  7a 
Silicon  Graphics  18b 
SLM  Holding  17a 
Smarts  Final  10c 
SMART  Modular  Tech.  9d 
Smith  International  lib 
Smithfield  Foods  10b 
Smurfit-Stone  Container  7b 
Snap-on  15b 
Software  Spectrum  18c 
Solectron  9d 
Sonat  24b 

Sonic  Automotive  21e 
Sonoco  Products  7b 
Southern  24a 


SouthTrust  3c 
Southwest  Airlines  23a 
Spiegel  8 
Sports  Authority  8 
Springs  Industries  15d 
Sprint  FON  Group  22a 
Sprint  PCS  Group  22a 
SPX  9a 

St.Jude  Medical  12d 
St.  Paul  17b 
Stage  Stores  8 
Standard  Products  2b 
Standard  Register  18a 
Stanley  Works  15b 
Staples  8 
Starbucks  10b 
State  Street  3a 
Steelcase  18a 
StoneS  Webster  21a 
Stryker  12d 
Summit  Bancorp  3a 
Sun  Microsystems  18b 
Sundstrand  1 

SunGard  Data  Systems  18c 
Sunoco  11a 
SunTrust  Banks  3c 
Supervalu  10a 
Sybron  International  1 2d 
Symbol  Technologies  18b 
Synovus  Financial  3c 
Sysco  10a 

nsf 

Talbots  8 
Tandy  6b 

TCF  Financial  17c 
Tech  Data  18a 
Teco  Energy  24a 
Tecumseh  Products  13a 
Tektronix  9c 
Teleflex  15a 

Telephone  S  Data  Sys  22a 
Tellabs  22a 
Temple-Inland  7b 
Tenet  Healthcare  12c 
Tenneco  5 
Teradyne  9c 
Terex  15b 
Terra  Inds.  4 
Tesoro  Petroleum  11a 
Texaco  11a 
Texas  Instruments  9d 
Textron  5 

Thomas  S  Betts  9d 
3Com  18c 
3M  15a 
Tiffany  8 
Time  Warner  20b 
Times  Mirror  20b 
Timken  15c 
TJX  8 

Toll  Brothers  13b 
Tosco  11a 

Tower  Automotive  15a 
Toys  'R'  Us  8 

Trans  World  Entertainment  14d 
Transamerica  17b 
Transatlantic  Holdings  17b 
Transocean  Offshore  lib 
Travelers  Property  Casualty  1 7b 
Tnbune  20b 

Tricon  Global  Restaurants  14a 
TRW  5 
Turner  21a 
Tyco  Intl.  15c 

U.S.  Bancorp  3b 
U.S.  Cellular  22a 
U.S.  Foodservice  10a 
U.S.  Home  13b 
U.S.  Office  Products  8 
UAL  23a 
UGI  24b 

Ultramar  Diamond  Shamrock  1 1a 


Unicom  24a 

Unifi15d 

Union  Camp  19b 

Union  Carbide  4 

Union  Pacific  23b 

Union  Pacific  Resources  1  la 

Union  Planters  3c 

UnionBanCal  3d 

Unisource  Worldwide  21b 

Unisys  18b 

United  Auto  Group  21e 
United  Rentals  21e 
United  Stationers  21b 
United  Technologies  1 
Umtrin  17b 

Universal  Forest  Products  19a 
Universal  Health  12c 
Unocal  21b 
Unova  15c 
UNUM17b 

US  Airways  Group  23a 
US  West  22b 
USA  Networks  20a 
USFreightways  23d 
USG  13a 
UST  Be 

USX-Marathonlla 
USX-U.S.  Steel  16b 

□uni 

Valero  Energy  11a 
Valspar  13a 
Value  City  8 
Vastar  Resources  11a 
Venator  Group  8 
VF6a 

Viacom  14b 
Viad  5 

Vlasic  Foods  Intl.  10b 
Volt  Info.  Sciences  21e 
Vulcan  Materials  13a 
VWR  Scientific  Products  21b 

Wabash  National  2b 
Wachovia  3c 
Walgreen  12a 
Wallace  Computer  18a 
Wal-Mart  Stores  8 
Walter  Industries  16b 
Warner-Lambert  12b 
Washington  Gas  Light  24b 
Washington  Mutual  17c 
Washington  Post  20b 
Weatherford  Intl  11b 
Webb  (Del)  13b 
Weis  Markets  10c 
WellPoint  Health  12c 
Wells  Fargo  3b 
Western  Digital  18b 
WestPoint  Stevens  15d 
Westvaco  19b 
Weyerhaeuser  19b 
Whirlpool  6b 
Whitman  5 
Wicor  24b 

Willamette  Industries  19b 
Williams  24b 
Williams-Sonoma  6b 
Wilsons  Leather  8 
Winn-Dixie  Stores  10c 
Wisconsin  Energy  24a 
Witco  4 

World  Color  Press  21d 
Worthington  Inds.  16b 
WPS  Resources  24a 
WrigleytWm.)  Jr.  10b 


EIM.I- 

Xerox  18b 

Yellow  23d 

York  Intl.  13a 

Young  S  Rubicam  21d 

Zale  8 


Personal  Business 


EDITED  BY  AMY  DUNKIN 


THE  ART  OF 
COLLECTING  ART 


It  was  an  intimate  chat  be- 
tween a  man  and  a 
woman  in  a  bedroom  that 
turned  Rob  Orley  into  an  art 
collector  five  years  ago.  "I  felt 
I  could  feel  the  conversation," 
says  Orley  of  the  Christian 
Vincent  painting  that  inflamed 
his  passion  for  American- 
modern  figu- 
rative art — 
a  representa- 
tional genre 
that  seeks  to  depict  humanity 
with  an  overlay  of  fantasy. 

Orley,  a  partner  in  a  pri- 
vate investment  firm,  took  his 
$6,000  painting  home  to 
Bloomfield  Hills,  Mich.,  from 
New  York's  Forum  Gallery. 
Then  he  came  back  for 
more— an  $8,000  still  life  by 
Scott  Prior,  followed  by  a 
$20,000  streetscape  watercol- 
or  by  Frederick  Brosen.  To- 
day, Rob  and  Marcie  Orley 
own  12  major  pieces  of 
American  figurative  art, 
priced  $6,000  to  $75,000  each. 
BIG  AUCTIONS.  Of  course  col- 
lecting ail  is  about  a  lot  more 
than  money.  Forming  rela- 
tionships with  dealers,  keep- 
ing up  with  your  chosen 
genre,  checking  on  what 
"your"  artists  are  creating — 
these  are  the  hallmarks  of 
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COLLECTING 


the  tine  collector.  And  that's 
what  Orley  says  he  has  be- 
come. No  longer  does  he  pur- 
chase this  or  that  artist  or 
genre,  with  no  connection  be- 
tween the  works,  no  concept 
of  the  artists'  intent.  "I've 
gone  from  buying  art  to  col- 
lecting art,"  he  says. 

For  those 
who  want 
to  follow  his 
lead  and 
start  collecting  seriously, 
now's  a  good  time.  A  few 
genres,  like  modern  Euro- 
pean painting,  have  shown  re- 
cent gains,  but  prices  in  most 
sectors  are  below  then-  highs 
of  the  late  1980s.  In  full 
swing  this  month  are  the  big 
spring  auctions  at  Christie's 
and  Sotheby's  in  New  York. 
Galleries  are  also  going  into 
their  final  active  period  be- 
fore summer  closings  and  the 
big  fall  art  fairs.  And 
Christie's,  Sotheby's,  and  es- 
tablished Internet  players  are 
taking  art  auctions  online,  po- 
tentially broadening  the  mar- 
ket for  fine  art. 

Probably  the  first  advice 
for  novices  is  understanding 
the  investment  involved.  It 
can  be  heavy,  with  no  guar- 
antee of  a  profit.  Sure,  Orley 


Big  Dates  in  the  Auction  World 


CATEGORY/PHONE/WEB  SITE  DESCRIPTION 


DATE 


CHRISTIE'S 

(212)  636-2000 
www.christies.com 


19th  Cent.  Impressionist  May 

Impressionistic  Works  on  Paper  May 

20th  Cent.  Paintings/Decorative  Arts  May 

Contemporary  Art  May 

Old  Master  Paintings  May 


American  Art 


May 


SOTHEBY'S 

(212)  606-7000 
www.sothebys.com 


The  Whitney  Collection 
Impressionist  Paintings 
Contemporary  Paintings 
American  Paintings 
Old  Master  Paintings 


May 
May 
May 
May 
May 


can  boast  that  his  Brosen 
canvas  has  appreciated  in  val- 
ue since  New  York's  Metro- 
politan Museum  of  Art  ac- 
quired a  work  by  the  artist. 
And  the  art  world  does  have 
its  rags-to-riches  stories,  like 
the  Jasper  Johns  and  Roy 
Lichtenstein  works  that  sold 
for  $4,000  to  $5,000  in  the 
1960s  and  now  fetch  millions. 
But  to  most  dealers,  the  idea 
of  art  as  an  investment  is 
anathema.  As  Manhattan 
gallery  owner  Nohra  Haime 
put  it,  buying  art  is  "the 
same  thing  as  falling  in  love." 

Before  you  fall  head  over 
heels  for  that  abstract  canvas, 
however,  you  should  analyze 
your  intentions.  Ask  yourself 
if  you  want  to  focus  on  a  par- 
ticular genre.  Most  collectors 
specialize  in  order  to  gain  sol- 
id expertise  in  one  categoiy. 
Also,  determine  how  much 
money  you  can  spend.  If  it's 
no  more  than  $30,000,  you'll 
get  better  results  shopping  in 
the  contemporary  category 
(art  of  the  past  20  to  30 
years)  than  for  Old  Masters. 
At  $5,000  or  less,  prints  and 
drawings,  instead  of  paintings, 
are  your  best  bets. 

You  also  need  a  grasp  of 
basic  art  concepts.  Gilbert 
■■■■■■■■  Edelson,  adminis- 
trative vice-presi- 
dent   of  the  Art 
Dealers  Association 
lo  io      °^  America,  recom- 
lz-13      mends  a  classic,  The 
13  Story  of  Art,  by 

13-14  E  rnest  Gombrich 
19-20      (Phaidon  Press, 

25  $49.95).    You  can 

26  buy  Art  &  Antiques 
 and    other  maga- 
zines for  lists  of  ex- 

11-12  hibitions.  Many  mu- 
18-19      seums  and  auction 

27  houses  run  collec- 

28  tors'  seminars,  too. 
And  high-end  art 


fairs  allow  you  to  br 
multiple  styles  and  arti; 
one  time. 

Once  you  understan- 
lay  of  the  land,  you: 
ready  to  browse  gall 
Each  summer,  Art  in  A 
ca's  annual  guide  lists 
leries  by  genre.  A  recer 
it  to  the  Haime  Galle 
the  Fuller  Building  at 
57th  Street — an  addresj 
is  ground  zero  of  the 
hattan  art  world — rev 
exhibits  by  figurative  p 
Hugo  Bastidas  and  ab 
tionist  Julie  Hedrick 
though  the  atmosphen 
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j  owner  Haime  moved 
?1  any  feelings  of  awe. 
ies  are  displaying  a 
L.  They're  not  muse- 
she  said.  "People 
1't  feel  intimidated." 
;he  other  hand,  gal- 
aren't  so  casual  that 
n  expect  to  bargain, 
are  set.  But  if  you're 
r  a  collector,  you  can 
p.  Jon  Weaver,  a  busi- 
artner  of  Orley's  and 
Art  &  Antiques  maga- 
top-100  collectors  of 
urchased  a  contempo- 
rawing  for  $1,000  in 
;ast  year,  he  traded  it 


for  a  wall  sculpture  priced  at 
$25,000.  En  route.  Weaver 
also  avoided  capital-gains  tax- 
es on  the  drawing  by  trad- 
ing it  for  the  fair  market  val- 
ue of  a  "like"  piece.  — 

There  are  other 
gallery  rules:  A  red 
dot  stuck  on  a  paint 


SWEPT  AWAY 
Collector  Rob 
Orley  with 
Windblown, 
by  American 
figurative  artist 
Christian 
Vincent 

market  means  a 
work's  first  sale, 
usually  through  a 
dealer.  "Secondary" 
means  a  resale  of  a 
major  work,  via 
a  gallery  or  auction. 

Many  gallery 
owners,  meanwhile, 
let  trusted  clients 
try  out  a  work  at 
home.  And  many 
permit  time  pay- 
ments without  in- 
terest. State  con- 
sumer laws  also 
protect  you,  like 
the  New  York 
statute  that  re- 
quires printed  price 
lists  at  galleries,  to 
prevent  dealers 
from  suddenly  hik- 
ing pricetags  when 
an  obviously  flush 
client  walks  in. 

If  you  can't 
make  it  to  New 
York,  you  might 
want  to  try  an  on- 
line auction.  Inter- 
net auctioneer 
eBay  recently  pur- 
chased Butterfield 
Auctioneers,  the 
San  Francisco  auc- 
tion house.  The 
move  was  seen  as  eBay's  bid 
to  take  on  the  art  world's 
elite,  Christie's  and  Sotheby's, 
which  will  launch  their  own 
auction  Web  sites  this  fall. 


Paintings  vs.  Stocks 


PRICE  CHANGE, 
YEAR  ENDED  MAR.  31 


work  has  been  sold. 
A  green  or  half-red 
dot  indicates  another 
buyer  has  reserved 
the  work  or  has  a 
right  of  first  refusal. 
More  art  lingo  to  re- 
member: "Primary" 


MODERN  EUROPEAN  PAINTING 

28.1% 

CONTEMPORARY  MASTERS 

14.3 

MODERN  U.S.  PAINTING 

-12.2 

ART  100  INDEX* 

10.0 

STANDARD  &  POOR'S  500  INDEX** 

18.5 

Christie's  and  Sotheby's 
are  counting  on  their  reputa- 
tions as  the  basis  for  their 
draw.  "This  isn't  an  eBay  sit- 
uation," says  Sotheby's  Ex- 
ecutive Vice-President  David 
Redden.  "On  the  selling  side, 
we  don't  believe  that  fraud 
is  going  to  be  a  significant  is- 
sue." On  the  other  hand, 
Sotheby's  will  screen  bidders' 
credit  cards,  particularly  for 
significant  sums.  Some  2,500 
dealers  are  under  contract  to 
sell  "every  property  that  we 
currently  handle,"  including 
high-end  items,  though  most 
will  fall  below  $10,000.  Also 
planned:  an  online  archive  of 
each  artwork's  auction  and 
price  history  at  Sotheby's. 
ESCROW  SYSTEM.  Even  ahead 
of  the  Christie's  and  Sothe- 
by's online  initiatives,  the  Net 
has  made  its  mark  on  the  art 
world.  A  print  of  the  Ansel 
Adams  photo,  Mocmrise,  Her- 
nandez, N.M.,  sold  at  the 
Works  on  Paper-  art  show  in 
New  York  in  March  for 
$24,000.  That  same  week,  an- 
other of  Adams'  1,300  prints 
of  the  haunting  churchyard 
image  sold  on  the  Internet  for 
$24,500.  The  Edward  Carter 
Gallery  in  New  York,  which 
conducted  the  online  sale,  took 
pains  to  prevent  fraud:  The 
Soho  gallery  not  only  hired 
Adams'  former  assistant  to 
vet  the  artist's  14  photos  but 
used  Auction  Universe's 
(www.auctionuniverse.com) 
Bid$afe  escrow  system.  With 
Bid$afe,  Auction  Universe 
holds  buyers'  credit  card  pay- 
ments until  they  declare  their 
satisfaction  with  the  purchase. 

Such  precautions  are  essen- 
tial. Says  Eileen  Harrington, 
associate  director  for  market- 
ing practices  at  the  Federal 
Trade  Commission:  "Reason- 
able  consumers  should 
know  they're  taking  a 
risk  if  some  seller  is 
asking  them  to  go  off- 


*Based  on  sales  prices  from  600  auction  houses 
"Includes  capital  gains  and  dividends 

DATA:  ART  MARKET  RESEARCH,  BLOOMBERG  FINANCIAL  MARKETS 


order  or  check  or 
cash." 

While  the  expan- 
sion of  the  Internet 
into  Picasso  and  Mon- 
et may  shake  things 
up,  serious  collectors 
still  rely  on  the  hu- 
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man  touch  to  help  them  make 
their  moves.  By  far  the  most 
critical  relationship  is  the  one 
with  your  dealer.  A  good  deal- 
er will  advise  you,  bid  for  you 
at  auctions,  and  let  you  know 
when  good  stuff  is  available. 
Says  adaa's  Edelson:  "No 
great  collection  was  ever 
fomied  without  a  dealer."  Not 
that  this  is  charity  work:  The 
typical  commission  is  50%  of 


the  work's  selling  price.  Ail 
"advisers"  generally  take  10%. 

But  collectors  can't  empha- 
size their  value  enough.  "It's 
hard  to  collect  art,"  says 
Weaver  in  Michigan.  "If  you 
don't  know  it,  you'll  get 
burned."  Case  in  point: 
Weaver's  purchase  12  years 
ago — before  he  began  collect- 
ing— of  a  Salvador  Dali  print. 
It  turned  out  to  be  a  fake.  He 


found  that  out  only  after 
leaiTiing  of  a  class  action  law- 
suit against  the  gallery  and 
reading  in  a  catalog  about  the 
many  Dali  fakes. 

Weaver  has  held  on  to  that 
catalog  ever  since,  "to  remind 
myself  that  when  you  think 
you  know  everything,  you 
don't."  Clearly,  when  collect- 
ing ait,  you  can  never  know- 
too  much.  And  though  it's  a 


gamble  whether  that  kn 
edge  will  pay  off  in  the  v 
of  increased  net  worth, 
can  be  assured  that  it 
broaden  your  horizons 
beautify  your  surroundin 
Joan  C 


For  an  expanded  list  of  art  si 
go  tc  www.businessweek.ee 


SLEEPING  YOUR 
BACK  PAIN  AWAY 


Todd  Toriscelli  was 
skeptical  when  air- 
mattress  maker 
Select  Comfort  gave  a 

presentation  last  February  to 
National  Football  League 
trainers  about  its  bed's  health 
benefits.  "I  just  thought  a 
mattress  is  a  mattress,"  says 
the  Tampa  Bay  Buccaneers' 
head  trainer.  But  after  try- 
ing the  bed,  he  plans 
to  have  the  team  use 
it  in  training  camp 
this  August.  He  also 
recommended  it  to 
quarterback  Trent 
Dilf'er,  who  has  low- 
back  pain.  "He  raves 
about  the  bed," 
Toriscelli  says. 

Companies  such  as 
Select  Comfort  and 
Simmons  are  selling 
high-end,  pliant  beds 
as  help  for  aching 
backs.  They  say  the 
best  mattress  is  not 
as  hard  as  a  board, 
as  many  believe,  but 
one  that  conforms  to 
your  body's  curves 
and  keeps  your  spine 
aligned  while  you  sleep.  "The 
majority  of  people  who  have 
back  pain  have  it  in  the 
morning,  and  doctors  have  no 
idea  that  a  mattress  can 
make  the  difference,"  says 
Dr.  Elliott  Menkowitz,  '  a 
Philadelphia  orthopedic  sur- 
geon who,  with  the  National 
Foundation  for  Spinal  Health 


in  San  Francisco  (www.nfsh. 
com),  is  gathering  bed  data. 

One  way  bed  makers  are 
hying  to  make  sleeping  more 
comfortable  is  to  use  pillow- 
tops,  a  layer  of  foam  and 
fibers  stitched  to  the  main 
mattress.  Pillowtops  raise  the 
height  of  mattresses,  so  many 
require  special  sheets.  They 
also  make  for  costlier  beds. 
A  King-size,  Swedish-made 
Dux  bed,  for  example,  sells 


for  $7,000.  A  Dux  has  a  top 
layer  of  flexible  steel  coils  to 
conform  to  your  shape  and  a 
stiffer  layer  for  support. 
Above  the  coils  is  a  padded 
layer,  plus  pillowtop.  Joan 
Levine,  a  Bronx  (N.Y.)  re- 
tiree who  suffers  from  back 
pain,  says  she  balked  at  first 
at  buying  a  bed  that  cost 


more  than  her  daughter's  car. 
Now-,  she  loves  it. 

Similar  in  feel  to  the  Dux 
is  Simmons'  BackCare  line, 
for  which  Menkowitz  was  a 
consultant.  The  beds,  which 
also  use  pillowtops,  have  five 
zones.  It  is  more  giving  un- 
der the  shoulders  and  hips 
and  stiffer  under  the  curve 
of  the  back  and  lower  legs. 

Beds  that 
dispense  with 
springs  entirely 
also  are  getting  popular.  Se- 
lect Comfort's  air  mattress 
even  lets  each  side  be  inflated 
separately,  so  partners  can 
customize  then"  respective  ar- 
eas. Tempur-Pedic,  mean- 
while, takes  a  space-age  ap- 
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(S.  C.)  retiree  Dick  Johi 
who  has  arthritis  in  hi 
back.  "I  always  woke  up| 
in  the  mornings,"  he 
and  had  to  do  stretch' 
loosen  up.  He  tried  a; 
bed,  but  couldn't  get 
pumps  to  work  right, 
he  got  a  Tempur-Pedic  | 
ter  six  months,  he  no  L 
needs  those  exercises. 

"Altel 
tive"  beds 
some  ge 
used  to.  Amy  Chen,  a 
York  teahouse  owner,  coi 
adjust  to  the  "squishy" 
of  her  Tempur-Pedic  an 
turned  it.  Whatever 
you're  considering,  askjj 
of  questions  and  test  se 


s  I 

I 


A  Good  Night's  Sleep 


BED 


PRICE* 


COMMENTS 


DUX 

$2,700- 

Handmade  in  Sweden 

888  233-2001 

5,700 

with  two  layers  of  coils. 

www.duxbed.com 

Sold  only  in  Duxiana  sto 

SELECT  COMFORT  900- 

800  548-7231  2,500 
www.selectcomfort.com 


Air  mattress;  you  can  st 
firmness  for  each  side. 
Sold  via  company  outlei 


SIMMONS  BACKCARE  699— 
770  798-9660  4,000 
www.simmons.com 


Five  zones  to  promote 
natural  alignment  of 
the  spine. 


TEMPUR-PEDIC 

800  886-6466 
www.tempurpedic.  com 


1,400      Foam  mattress  conforirl 
to  spine  but  may  get 
too  hot, 


*Queen-size  mattress  with  box  spring  or  foundation 


proach.  Its  all-foam  beds  are 
curiously  soft  and  fimi  at  the 
same  time.  Topped  by  three 
inches  of  polyurethane  foam 
developed  for  astronaut  seats, 
the  bed  reacts  to  your  heat 
and  softens  under  the  heavier 
parts  of  your  body  but  stays 
firm  under  the  lighter  ones. 
One  fan  is  Myrtle  Beach 


on  the  store  floor,  lyiijll 
your  usual  position  fit 
least  five  minutes.  If  yoiL 
sleep  on  your  decision,  i 
companies  offer  trial  p<» 
of  as  long  as  90  days-l 
your  money  back.  SincJ 
spend  a  third  of  your  a 
bed,  it  had  better  b(f 
light  one.  Pam  .* 
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Special  Advertising  Section 


KING  STOCK  OF 

INVESTING 


Two  New  Business  Week  Special  Advertising  Sections  written  by 


YanKEeCjROUP 

A  Primark  OtiHpany 


IT  1: 

E  DATE:  JUNE  7 
LOSE  DATE:  APRIL  26 


E  DATE:  SEPTEMBER  20 
LOSE  DATE:  AUGUST  9 


sion  of  The  McGraw-Hill  Companies 


hat  does  Internet  Trading  provide  today  and  in  the  future? 
Why  is  Internet  Trading  so  hot  and  getting  hotter? 
How  will  smaller  online-only  firms  fare  in  the  face  of 
larger,  established  firms? 


This  2-part  special  advertising  section  series  will  answer 
these  questions  and  more. 


Business  Week  subscribers  are  using  and  trading  online. 
A  Brand  New  Financial  Survey  of  Business  Week 
Subscribers  Shows*. . . 

•  In  the  past  year,  62%  have  taken  some  sort  of  action  as 

a  result  of  seeing  a  magazine  advertisement  for  an 
investment  or  financial  product;  visiting  a  Web  site  (37%) 
was  the  #1  method  of  action! 

85%  have  gone  online  to  obtain  financial  information  and/or 
make  investment  transactions  in  the  past  year. 
Most  (69%)  have  gone  online  to  obtain  stock  quotes. 


Before  the  Next  Online  Trade,  Take  Stock  in  Online  Investing! 

For  more  information,  call: 
David  Johnson, 
Worldwide  Special  Sections  Director 
Tel:  212-512-6546 
E-mail:  david_johnson@businessweek.com 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 


Source:  *  1999  Financing  Our  Futures  Survey:  Conducted  for  Business  Week  by  The  Response  Center. 


Personal  Business 


WINNING  BIG 
IN  SMALL  CAPS 


Small-cap  stocks  have  been  a 
rotten  place  to  invest,  but 
Rockland  Growth  Fund's 
Dick  Gould  is  bucking  the 
odds.  Last  year,  the  fund 
jumped  25.1%, 
even  as  the 
Russell  2000 
Index  of  small  caps  sank 
2.6%.  This  year,  through 
Apr.  SO,  the  fund  is  up  8.6%, 
vs.  the  index's  2.6%  gain. 
Gould  picks  companies  with 
growing  earnings,  but  he 
also  credits  the  funds  small 
size  and  his  willingness  to 
trade  swiftly,  business 
week's  Robert  Barker 
reached  Gould  in  his  Rock- 
land (Del.)  office. 

Q:  How  have  you  avoided 
death  by  small  caps? 
A:  One  big  reason  is  that  I 
listen  to  what  the  market 
says.  If  a  stock  is  acting 
poorly  going  into  an  earnings 
release,  I  am  not  going  to 
iiang  around  unless  I  know 
.he  company  cold. 


YOUR  MONEY 


FUND  MANAGER 


Q:  You  lack  convict  ton — or 
you  just  aren't  stubborn? 
A:  A  lot  of  money  managers 
out  there  think  they  know 
companies  better  than  any- 
one else,  and  I 
never  do.  If 
people  are 
dumping  massive  amounts  of 
shares,  I  always  wonder  is 
there  something  lurking.  You 
never  know  a  company  as 
well  as  the  insiders.  They 
may  be  unloading  shares. 
There  might  be  a  legal  issue, 
an  accounting  issue.  It  might 
be  a  backlog  issue  that  isn't 
really  going  to  be  evident  for 
the  next  two  or  three 
months. 

Q:  What's  your  favoriU  posi- 
tion today? 

A:  I  still  like  Concord  Com- 
munications a  lot.  They  sell 
software  that  tells  you  what 
is  going  to  go  wrong  with 
your  corporate  [computer] 
network  and  when.  For  ex- 
ample, you  need  to  add  five 


Cisco  [Systems]  routers  by 
May  14,  otherwise  you're  go- 
ing to  run  into  problems. 


Q:  What  else? 

A:  Ryanair,  I  think,  will  be 
the  Southwest  Airlines  of  Eu- 
rope. They're  taking  Europe 
by  storm,  mainly  out  of 
Dublin  but  also  out  of  Lon- 
don. They're  adding  routes 
into  little-known  airports. 
They  say  they  are  deliber- 
ately holding  growth  back  to 
25%  a  year.  The  [earnings] 
estimates  for  the  March 
[2000]  fiscal  year  are  for  $2  a 
share.  I  think  they'll  do  more 
than  that. 


Q:  < kher  names? 
A:  I  own  Cost  Plus,  which  is 
a  mixture  of  Linens  'n  Tilings 
and  Williams-Sonoma.  They 
have  about  90  stores  in  16 
states.  The  Southeast  is  wide 
open;  the  East  is  wide  —™ 
open.  They're  adding 
about  20  stores  a  year, 
which  is  pretty  good 
unit  growth.  And  on 
top  of  that  they're  get- 
ting margin  expansion. 


GOULD  STANDARll 

"You  never  know  a 
company  as  well  as  th< 
insiders" 

company  and  customs  br 
for  air  and  ocean  frei 
Earnings  estimates  for 
year  are  18%  growth, 
a  share,  and  they  have 
or  exceeded  estimates  g 
back  seven  quarters. 

Q:  And  what  about  A( 
Systems? 
A:  I  always  look  for  earr 
surprises,  and  they've 
had  two  pretty  substa 
ones.  You're  just  startin, 
get  upgrades  from  analy 

Q:  Any  value  in  lute 
stocks? 
A:  They're  all  way  ove: 
ued.  However,  you'd  be  < 
not  to  take  advantage  o: 
moves  they  make.  So 
been  trading  them.  As  ai 
ample,  a  company  like 
or  E*Trade,  I've  bo 
them,  ridden  them  a  m< 
and  then  sold  them.  And 
waited  four  or  five  w( 
bought  them  back,  ri 
them  for  a  month  or  two 
then  sold  them. 

Q:  What  else  have  you 
A:  AnnTaylor  Stores.  II 
been  reporting  20%  s 
store  sales  [gains],  but  I 
those  may  be  coming  < 
to  5%,  maybe  6%  to 
Business  was  strong; 
just  ran  out  of  invento 
guess  it's  a  good  probk 
have,  but  not  really, 
cut  [my  position]  in  hal 
I'm  going  to  dig  hard 
fast  and,  if  need  be,  bl 
all  out.  That's  a  perfec 
ample  of  the  advantag 
being  small  and  nimble. 


Rockland  Growth  Fui 

ASSETS  $18.6  million 
1999  TOTAL  RETURN  8.6%- 


TOTAL  RETURN  SINCE  INCEPTION 

23.5%*' 


Q:  Expeditors  Interna- 
tional is  your  top  hold- 
ing. Why? 

A:  It's  a  global  logistics 


TOP  HOLDINGS  Expeditors  Internatior 
of  Washington,  Adobe  Systems,  Com! 

*  As  of  Apr.  30.  us  Russell  2000  Index  gain  of 
**  Annual  Average,  Dec.  31, 1996-Mar.  31, 199 
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Reach  these  Business  Week  advertisers  on  the  Web: 


A  Division  of  The  McGraw-Hill  Companies 


address 
directory 


'  Security  Systems 

dt.com/business.htm 

Computer  Asia  Pacific 

w.asia.apple.com 

BASF 

w.basf-sea.com.sg 

BMC  Software 

www.bmc.com 

nbletron  Systems 

viw.cabletron.com 

nee  Design  Systems 

ww.cadence.com 

:e  Design  Systems  (S) 
Re  Ltd 

w.cadence.com.sg 

Charles  Schwab 

charlesschwab.com 

co  Systems,  Inc. 

www.cisco.com 

:  Carnegie  Training 

'.dale-carnegie.com 

tte  Touche  Tomatsu 

ww.deloitte.com 

iscovery  Channel 

vw.discovery.com 

Diners  Club  US 

'w.dinersclub.com 

scover  Brokerage 

iscoverbrokerage.com 

E*TRADE 

vww.etrade.com 


EMC  Corporation 

www.emc.com 

FTD 

www.ftd.com 

Fujitsu 

www.fujitsu.com 

General  Motors 

www.gm.com 

GTE 

www.gte.com 

Hewlett-Packard 

www.hp.com 

Iberia  Airlines 

www.iberia.com 

IBM 

www.ibm.com 

Infinium  Software 

www.infinium.com 

Intel 

www.intel.com 

Kemper  Funds 

www.kemper.com 

Lawson  Software 

www.Lawson.com 

The  Lending  Tree 

www.lendingtree.com 

Lincoln 

www.lincolnvehicles.com 

Lincoln  Navigator 

www.lmcolnvehicles.com 

Lucent  Technologies 

www.lucent.com 


Mercury 

www.mercuryvehicles.com 

Merrill  Lynch 

www.ml.com 

MCI  WorldCom 

www.wcom.com 

Microsoft 

www.microsoft.com 

MindSpring 

www.mindspring.net 

Northwest  Airlines 

www.nwa.com 

Olicom 

www.olicom.com 

Onstream 

www.onstream.com 

Oracle  Corporation 

www.oracle.com 

Pfizer 

www.pfizer.com 

Philips 

www.philips-star.com  ' 

Phillips  Petroleum  Corporation 

www.phillips66.com 

PriceWaterhouseCoopers 

www.pwcglobal.com 

Portman  Ritz-Carlton,  Shanghai 

www.ritzcarlton.com 

Promus  Hotel  Corporation, 
Homewood  Suites 

www.homewood  suites.com 


Radisson  Hotels  Worldwide 

www.radisson.com 

SAS  Institute 

www.sas.com/ 

Savin  Corporation 

www.savm.com 

Silicon  Graphics 

www.sgi.com 

Sprint 

www.sprint.com 

Sun  Microsystems 

www.sun.com 

Sybase 

www.sybase.com 

Tektronix 

www.coloratwork.com 

Texas  Instruments 

www.ti.com 

Toshiba  Computers 

www.computers.toshiba.com 

USWeb/CKS 

www.uswebcks.com 

Van  Kampen 

www.vankampen.com 

Williams 

www.williams.com 
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Business  Week  Index 


RODUCTION  INDEX 


Change  from  last  week:  0.1% 
Change  from  last  year:  4.4% 


PRODUCTION  INDICATORS 


PRODUCTION  INDEX 

Apr.  24=143.0 
1992=100 


Apr.  Aug 
1998  1998 
The  index  is  a  4-week  moving  average 


Dec. 
i  ■  r  18 


Apr. 
1  ■  >'  >■  i 


ie  production  index  hit  a  record  high  this  week,  as  did  the  unaveraged 
dex,  which  was  up  0.5%,  to  144.4  from  143.7.  After  seasonal  adjustment, 
w  steel  production  increased  2.6%,  as  the  potential  demand  for  steel  used 
new  roofing  applications  is  predicted  to  rise  to  the  multimillion-ton  range 
:r  year.  Output  of  autos,  trucks,  coal,  lumber,  and  rail-freight  traffic  were 
so  up.  Only  electricity  and  crude-oil  refining  output  fell  for  the  week. 

/  production  index  copyright  1999  by  The  McGraw-Hill  Companies 


EADING  INDICATORS 


LATEST 

WEEK 

YEARLY 

WEEK 

AGO 

%  CHG 

:ri  leading  index  (4/23)  1992=100 

123.4 

122.6 

1.2 

rOCX  PRICES  (4/30)  S&P  500 

1335.18 

1  356  85 

19.1 

1RP0RATE  BOND  YIELD,  Aaa  (4/30) 

6.78% 

6.69% 

0.0 

ONEY  SUPPLY.  M2  (4/19)  billions 

$4,501.2  $4,468.2r 

7.6 

IITIAL  CLAIMS.  UNEMPLOYMENT  (4/23)  thews 

294 

314r 

/  r, 

ORTSAGE  APPLICATIONS.  PURCHASE  (4/30) 

298.7 

278.9 

5.7 

ORTGAGE  APPLICATIONS.  REFINANCE  (4/30)    1.062  9   1,093  4    -19  9 

>urces:  Economic  Cycle  Research  Institute,  Standard  &  Poor's,  Moody's,  Federal 
iserve,  Labor  Dept  ,  Mortgage  Bankers  Assn.  (Index:  March  16,  1990=100) 


EREST  RATES 


LATEST 

WEEK 

YEAR 

WEEK 

AGO 

AGO 

•DERAL  FUNDS  (5/4) 

4.71% 

4.83% 

5.22% 

1MMERCIAL  PAPER  (5/4)  3 -month 

4.79 

4.73 

5.50 

ERTIFICATES  OF  DEPOSIT  (5/5)  3 -month 

4 

4.87 

5.58 

XED  MORTGAGE  (4/30)  30-year 

7.02 

6.98 

7.28 

JJUSTABLE  MORTGAGE  (4/30)  one  year 

5  76 

5.77 

5.80 

UME  (4/30) 

7  75 

7.75 

8.50 

>urces:   Federal  Reserve,  HSH  Associates,  Bloomberg  Financial  Markets 


olccL  (5/1)  tnous.  of  net  tons 

LATEST 
WEEK 

1 ,956 

WEEK 
AGO 

1 ,96 1  # 

YEARLY 
%  CHG 

1  O  1 
-1*1. 1 

AIIXAO  rc/1\  . .  _ 

OU 1  Uo  (b/l)  units 

125,558 

1  <c4,4o4rff 

1  1  1 
11.1 

1  HUblvo  (5/1)  units 

164,687 

161 ,4o4rff 

1 1  .y 

cLtbinlU  run  til  (5/1)  millions  ot  kilowatt-nrs 

58,751 

J.O 

CRUDE-OIL  REFINING  (5/1)  thous.  of  bbl./day 

15,061 

14,774# 

-1.3 

COAL  (4/24)  thous.  of  net  tons 

22,012# 

21,158 

5.2 

LUMBER  (4/24)  millions  of  ft 

534. 1# 

502.5 

7.6 

RAIL  FREIGHT  (4/24)  billions  of  ton-miles 

27. 4# 

27.0 

1.9 

Sources:  American  Iron  &  Steel  Institute,  Ward's 
Institute,  American  Petroleum  Institute.  Energy  Dept 
American  Railroads 

Automotive  Reports,  Edison  Electric 
.  WWPAi.  SFPA2,  Association  of 

PRICES 

GOLD  (5/5)  $/troy  oz. 

LATEST 
WEEK 

286.000 

WEEK 
AGO 

283.000 

YEARLY 
%  CHG 

-5.0 

STEEL  SCRAP  (5/4)  #1  heavy,  $/ton 

77.00 

77.00 

-42.3 

COPPER  4  30)  c'lb 

74.0 

73.1 

-15.5 

ALUMINUM  (4/30)  c/ib. 

63.8 

i ,  J  3 

8  9 

COTTON  (4/30)  strict  low  middling  1-1/16  in.,  e 

/lb.  60.92 

58.47 

OIL  (5/4)  $/bbl. 

18.63 

17.55 

21.3 

CRB  FOODSTUFFS  (5/4)  1967=100 

191.29 

188.40 

-20.3 

CRB  RAW  INDUSTRIALS  5/4)  1967  100 

258.35 

258.04 

-15.6 

Sources-  London  Wednesday  final  setting,  Chicago 
market,  NYMEX,  Commodity  Research  Bureau 

market,  Metals 

Week,  Memphis 

FOREIGN  EXCHANGE 

BRAZILIAN  REAL  (5/5) 

LATEST 
WEEK 

1  684  5 

WEEK 
AGO 

1.6800  1 

YEAR 
AGO 

1448 

BRITISH  POUND  (5/5) 

1.63 

1.61 

1.66 

CANADIAN  DOLLAR  (5/5) 

1.46 

1.47 

1.44 

EUROPEAN  EURO  (5/5) 

1.0723 

1.0620 

NA 

JAPANESE  YEN  (5/5) 

1  20  88 

119.10  133.17 

KOREAN  WON  (5/5) 

1185.0 

1178.0  1369.0 

MEXICAN  PESO  (5/5P 

9.320 

9.286 

8.476 

TRADE-WEIGHTED  DOLLAR  INDEX  (5/5) 

108.9 

109.4 

110.0 

Sources:  Mapr  New  York  banks.  Currencies  expressed  in  units  per  U.S.  dollar,  except 
for  British  Pound  and  European  Euro  in  dollars.  Trade-weighted  dollar  via  J. P.  Morgan. 


!aw  data  in  the  production  indicators  are  seasonally  adjusted  in  computing  the  BW  index  (chart);  other  components  (estimated  and  not  listed)  include  machinery  and  defense 
uipment.   l=Western  Wood  Products  Assn.       2=Southern  Forest  Products  Assn.         3=Free  market  value       NA=Not  available       r=revised       NM=Not  meaningful 


THE  WEEK  AHEAD 


DDUCTIVITY  AND  COSTS 

isday,  May  11,  10  a.m.EDT  ►  Output  per 

ir  worked  in  the  nonfarm  business  sec- 
likeiy  grew  at  a  solid  3%  annual  rate  in 
first  quarter,  following  a  4.5%  surge  in 
fourth  quarter  of  1998.  As  a  result, 

t  labor  costs  last  quarter  probably  did 
rise  at  all,  after  falling  1.1%  in  the 

rth  quarter. 

rAIL  SALES 

jrsday,  May  13,  8:30  a.m.EDT  ►  Retail 
3s  probably  rose  0.3%  in  April,  says  the 
dian  forecast  of  economists  surveyed  by 
ndard  &  Poor's  mms,  a  division  of  The 
Graw-Hill  Companies.  Excluding  motor 
icles,  sales  likely  increased  0.4%.  In 


March,  total  retail  receipts  were  up  0.2%, 
and  nonauto  sales  jumped  0.5%. 

PRODUCER  PRICE  INDEX 

Thursday,  May  13,  8:30  a.m.EDT  ►  Producer 
prices  of  finished  goods  probably  increased 
0.4%  in  April,  led  by  higher  energy  prices. 
Excluding  volatile  food  and  fuel  costs,  core 
prices  likely  edged  up  just  0.1%  last  month. 
In  March,  total  producer  prices  rose  0.2%, 
while  core  costs  were  unchanged. 

CONSUMER  PRICE  INDEX 

Friday,  May  14,  8:30  a.m.EDT  ►  Consumer 
prices  for  all  goods  and  services  probably 
rose  0.4%  in  April,  says  the  s&p  mms  sur- 
vey, after  increasing  0.2%  in  March. 


Excluding  food  and  energy,  core  consumer 
prices  probably  advanced  0.2%  after  a 
0.1%  gain  in  March. 

BUSINESS  INVENTORIES 

Friday,  May  14,  8:30  a.m.EDT  >  Inventories 
held  by  manufacturers,  wholesalers,  and 
retailers  likely  grew  0.3%  in  March,  after  a 
0.4%  increase  in  February. 

INDUSTRIAL  PRODUCTION 

Friday.  May  14,  9:15  a.m.EDT ►  The  s&p 
mms  forecast  projects  that  industrial  output 
rose  0.3%  in  April,  after  a  small  0.1% 
advance  in  March.  The  average  operating 
rate  for  all  industries  was  likely  80.1%  last 
month,  unchanged  from  March. 
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Special  Advertising  Feature 

k  (•■■•        '■■>■  "'>,-;  V-;v  VV : 

Mixing 
Business  with 
Pleasure 
by  Lincoln 


Answers  from  puzzle  #  12 
in  Business  Week. 

f  LINCOLN 

www.lincolnvehicles.com 


Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or 
feature  with  a  significant  reference  to  a  company. 
Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


ABC  (DIS)  48 
AC  Nielsen  (ART)  106 
Adobe  Systems  (ADBE)  164 
Alkermes  (ALKS)  92 
AlliedSignal  (ALD)  74 
Amazon.com  (AMZN)  58, 118, 119 
America  Online  (AOL)  34,  38,  58, 
106, 114, 118, 119, 170 
AnnTaylor  (ANN)  164 
Apple  Computer  (AAPL)  20, 106 
Applied  Materials  (AMAT)  104 
Aradigm  92 
Asia  Online  58 
Assicurazioni  Generali  54 
Associated  Press  120 
Associates  First  Capital  128 
At  Home  (ATHM)  34,58 
AT&T  (T)  34,36,38, 106, 170 
AuctionUniverse  com  160 
Axa  (AXA)  54 


B 


Baker  Hughes  (BHD  126 
Banca  Commerciale  Italiana  54 
Banca  di  Roma  54 
Banca  Intesa  54 
Bank  One  Group  (ONE)  74 
Banque  Nationale  de  Pans  54 
Barnes  &  Noble  (BKS)  119 
BDA  China  58 

Bear  Stearns  (BSC)  34.46, 124 
Bell  Atlantic  (BEL)  38 
Bethlehem  Steel  (BS)  128 
Black  &  Decker  (BDK)  50 
Blockbuster  Video  (VIA.B)  66 
Boeing  (BA)  128 
Borders  (BGP)  119 
Broadband  Intelligence  38, 106 
Burlington  Coat  Factory  (BCF)  106 
Butterfield  Auctioneers  (EBAY)  160 


Cable  &  Wireless  (CWP)  44 
Cablevision  Systems  (CVC)  34 
Cambridge  Technology  Partners  44 
CareerPath  76 
CareertA/ebcom  76 
Caterpillar  (CAT)  128 
Cathay  Pacific  (CPCAY)  128 
CFRA  46 

Chase  Manhattan  (CMB)  124 

ChekChart  Publications  80 

Christian  &  Timbers  74 

Christie's  160 

CIBC  Oppenheimer  126 

Cisco  Systems  (CSCO)  164 

Citigroup  (C)  128 

Citroen  54 

CMGKCMGI)  164 

CNNOWX)  34 

Coca-Cola  (KO)  12 

Comcast  (CMCSA)  34,36,38,170 

Compaq  Computer  (CPQ)  114 

CompUSA  (CPU)  66 

Concord  Communications 

(CCRD)  164 
Conference  Board  128 
Consulting  Information 

Services  74 
Costco  (COST)  66 
Cost  Plus  164 

Countrywide  Credit  (CCR)  124 
Cox  Communications  (COX)  34 
Credit  Suisse  First  Boston  50,  58, 
74 

Cyberway  58 


Dacom  58 


DaimlerChrysler  (DCX)  43,  50,  54, 
118 

Deloitte  &  Touche  46,  58 
Delta  Air  Lines  (DAL)  118 
Digex  106 

Donaldson  Lufkin  Jenrette  (DU)  54 
Donates  Pizza  50 
DreamWorks  SKG  48 
Dresdner  Bank  (DRSDY)  56 
Dresdner  Kleinwort  Benson  26 
Drugstore  com  106 


Eastman  Chemical  (EMN)  40 
eBay  (EBAY)  8.118,119,160 
Elan(ELN)  92 

Electronic  Data  Systems  (EDS)  44 
EMC  (EMC)  50 
Emisphere  Technologies  92 
Entergy  (ETR)  124 
Enzon  (ENZN)  92 
Equity  Residential  Properties 
(EQR)  124 

E'Trade  (EGRP)  118, 164 
Excite  (XCIT)  34 
Expediters  International 
(EXPD)  164 
Exxon  (XON)  126,  128 


Fiat(FIA)  54 
First  Call  128 

Flaks  Investment  Partners  126 
Ford(F)  43,50,106,128 
Freighthner  (DCX)  43 
Futurestep  80 

G 


Gateway  2000  (GTW)  22 
Genentech  (GNE)  89,  92 
General  Cinemas  (GCX)  8 
General  Electric  (GE)  50 
General  Motors  (GM)  40, 43,  44, 
50,128 

GeoCities  (GCTY)  76 
Gillette  (G)  40,118 
Goldman  Sachs  54,58, 106, 120. 
130 

GS-Online  120 
GTE (GTE)  34 
H 


Halliburton  (HAL)  126 

Hasbro  (HAS)  8 

Heidnck  &  Struggles  74, 76 

Hewlett-Packard  (HWP)  50, 74 

Hitachi  Data  Systems  (HIT)  44,  50 

Home  Depot  (HD)  66 

Honda  (HMC)  40, 50 

Hong  Kong  Telecom  (HKT)  58 

HotJobs.com  76,80 

HotMail  106 

HSBC  Securities  (HSBHY)  56 
Humana  (HUM)  80 
Hunt-Scanlon  Advisors  74 


l/B/E/S  International  40 

IBM  (IBM)  44,74,114,118,119 

InfoSpace  com  106 
Inhale  Therapeutic  Systems 
(INHL)  92 

Input/Output  (10)  126 

Instinet  (RTRSY)  50 

Intel  (INTO  20,58,110,114,128 

International  Data  58, 106, 119 

Invemed  Associates  44 

Invesco  126 

Indium  6 

IT  Services  Advisory  44 


Japan  Airlines  (JAPNY)  128 
Johnson  Rice  126 
Jump  106 

Jupiter  Communications  38 
K 


Kamehameha  Activities  120 
Kearney  (AT)  44 
Kennedy  Information  Research  74 
Kenzer  Associates  74 
Korn/Ferry  International  (KFY)  74, 
76,80 


LAI  Worldwide  (LAI Y)  74, 76 
Lazard  Freres  36, 54 
Leading  Edge  Flavors  12 
Lehman  Bros  (LEH)  54 
Limited  (LTD)  50 
Linux  106, 114 
LoJacMLOJN)  80 
Lubnzol  (LZ)  104 

M 


Marks  International  74 
Matrix  Trading  12 
McDonald  Investments  50 
McDonald's  (MCD)  50 
McGraw-Hill  (MHP)  167 
MCI  WorldCom  (WCOM)  36 
McKesson  HBOC  (HBOC)  46 
MediaOne  Group  (UMG)  34,  36, 

38, 106,170 
Mediobanca  54 
Mellon  Bank  (MEL)  124 
Merrill  Lynch  (MER)  36,46,120, 

126 

Microsoft  (MSFTj  12,20,22,34, 
36, 106, 110, 114, 118, 128,170 

Millenium  BioTherapeutics  89 
Millenium  Jet  89 
Monstercom  74, 76, 80 
Morgan  Stanley  Dean  Witter 
(MWD)  26.46.54,118,120 
Motorola  (MOT)  126 
Multimedia  Games  (MGAM)  126 

N 


National  Semiconductor  (NSM)  50 
Neighborhood  Markets  (WMT)  66 
Neon  Systems  (NESY)  126 
Netscape  Communications 
(NSCP)  106, 114 
Network  Solutions  (NSOL)  50 
New  England  Patriots  50 
New  York  Jets  50 
NFL  162 

Nissan  (NSANY)  43, 50 
Nomura  Securities 
International  26 
Nortel  Networks  (NT)  110 
Northrop  Grumman  (NOC)  104 
Novell  (NOVL)  106.114 


OfficeMax  (OMX)  66 
Olivetti  (OLIVY)  54 
Oracle  (ORCL)  114 

P 


Pacific  Century  58 
Pacific  Internet  58 
Panbas  54 

Penney  (J.CMJCP)  104 
Pfizer  (PFE)  89 
Philips  Electronics  (PHO  22 
Polaroid  (PRD)  80 
pncelinecom(PCLN)  118 
PncewaterhouseCoopers  66 
Progressive  Securities  12 


Quaker  Oats  (OAT)  104 


Ray  &  Berndtson  74 
Regional  Financial  Associates  41 
Renaissance  Worldwide  34 
Reuters  (RTRSY)  120 
Road  Runner  (UMG)  34, 36 


Rockland  Growth  Fund 
(RKGRX)  164 
Russell  Reynolds  74 
Ryanair  (RYAAY)  164 

S 


Salomon  Smith  Barney  (C)  ■ 
54, 128 

SBC  Communications  (SBC!a 
34 

Schwab  (Charles)  (SCH)  12ff 
Sears  (S)  126 

Select  Comfort  (AIRB)  162  £ 
SembCorp  Industries  58  1} 
SG  Cowen  Securities  92  f 
Silicon  Graphics  (SGI)  20  I 
Simmons  162 
Singnet  58 
SkyePharma  92 
SmithKline  Beecham  (SBH)jf 
Societe  Generate  54 
Softbank  58 
Sotheby's  (BID)  160 
Southwest  Airlines  (LUV)  m 
SpencerStuart  74, 76 
Sprint  (FON)  128 
Standard  &  Poors  (MHP)  4  5 
167 

Staples  (SPLS)  66.106  '' 
Sumitomo  6, 58, 120 
Sunbeam  (SOC)  50 
Sun  Microsystems  (SUNW)  L 
114 

Sunoco  (SUN)  40 


Tampa  Bay  Buccaneers  18- 
TASA  International  74 
Telecom  Italia  (Tl)  54 
Tele-Communications  (TCOjf 
36 

Tellme  Networks  106 
Tempur-Pedic  162 
Texaco  (TX)  126 
3Com(COMS)  20 
3M  (MMM)  40 
Tiger  Electronics  (HAS)  8  li 
Time  Warner  (TWX)  34.36  * 
114.119 
TMP/Worldwide  (TMPW)  W 
TorPharm  92 

Toyota  (TOYOY)  43, 50  |i 

Tncom  Holdings  58  ■ 

U 


Unicredito  Italiano  54 
Union  Carbide  (UK)  104 
United  Airlines  (UAL)  118 
US  Airways  (U)  118 
USWest(USW)  36 
USX(X)  128 


Villager's  Hardware  (HD)  fj 
Volpe  Brown  Whelan  92  | 

W 


Wal-Mart  Stores  (WMT)  6(H 
Walt  Disney  (DIS)  48,114 
Weisel  (Thomas)  106 
Wharf  Holdings  (WARFY)  IkL 
Whirlpool  (WHR)  40 
Williams-Sonoma 
(WSGC)  164 
Wit  Capital  120 
World  Research  Advisory  'IS. 
WSL  Strategic  Retail  66  A 

X 


Xerox  (XRX)  20 
Xinhua  58 


Yahoo1  (YHOO)  58. 80, 1 
Yankee  Group  38,44 

Z 


ZDInfobeads  38 
Zhaodaola  Internet  58 


Business  Week  (ISSN  0007-7 1 35}  published  weekly,  except  for  one  week  in  January  and  one  in  August,  by  The  McGraw-Hill  Companies, 
tive.  Editorial.  Circulation,  and  Advertising  Offices:  1221  Avenue  of  the  Americas,  New  York.  NY  10020.  U.S.  subscriber  rate  $54  95/year;  Can 
$69/year.  Periodicals  postage  paid  at  New  York,  N.Y.,  and  at  additional  ma'lmg  offices.  Postage  paid  at  Montreal.  P.O..  Canada  Post  Internatk 
cations  Mail  Product  Sales  Agreement  No.  246484  Postmaster:  Send  address  changes  to  BUSINESS  WEEK.  P.O  Box  430,  Hightstown,  N. 


168  BUSINESS  WEEK  /  MAY  17,  1999 


vestment  Figures  of  the  Week 


%  change 


500 

Nov.    May   Apr.  29-May  5 


1-week  change 

-0.3% 


IENTARY 

iy  3,  the  Dow  vaulted  the 
)  barrier  with  the  greatest 
e  before  backing  off  a  bit 
set  day,  as  the  rally  in  the 
lis  continued  and  thu  base 
i  the  bull  rally  widened, 
ir  the  tech-laden  nasdaq,  it 
nother  story.  Since  its  Apr. 
;h,  that  index  has  slumped 
with  the  decline  in  Inter- 
acks  a  lot  steeper.  The  gsti 
3t  index  has  fallen  13.2% 
:he  same  period.  Interest 
rose  in  response  to  the 
surge  in  oil  prices.  Crude 
proaching  $19  a  barrel, 
Dme  experts  are  predicting 
y  summer. 


U.S.  MARKETS 

Latest 

Week 

Year 

Dow  Jones  Industrials 

10,955.4 

1.0 

21.0 

NASDAQ  Combined  Composite 

2534.5 

-0.6 

36.5 

S&PMidCap400 

400.8 

1.3 

7.4 

S&P  SmallCap  600 

173.3 

0.6 

-13.6 

S&P  SuperComposite  1500 

282.5 

-0.1 

19.2 

%  change 

SECTORS 

Latest 

Week 

Year 

Bloomberg  Information  Age 

529.3 

-0.1 

51.9 

S&P  Financials 

147.1 

-1.9 

11.2 

S&P  Utilities 

256.2 

2.5 

7.1 

PSE  Technology 

524.0 

0.9 

46.2 

%  change 

FOREIGN  MARKETS 

Latest 

Week 

Year 

London  (FT-SE  100) 

6401.7 

-3.0 

6.8 

Frankfurt  (DAX) 

5307.2 

-0.8 

1.5 

Tokyo (NIKKEI  225) 

16,701.5 

-1.4 

9.6 

Hong  Kong  (Hang  Seng) 

13,586.2 

3.4 

34.4 

Toronto (TSE  300) 

7023.6 

-1.1 

-8.5 

Mexico  City  (IPC) 

5560.6 

1.9 

12.8 

Week 

Year 

FUNDAMENTALS 

Latest 

ago 

ago 

S&P  500  Dividend  Yield 

1.21  % 

1.18% 

1.40% 

S&P  500  P/E  Ratio  (Last  12  mos. 

33.9 

34.1 

26.7 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  24.5 

25.6 

21.7 

First  Call  Earnings  Revision* 

0.33% 

2.39% 

-1.01% 

Week 

TECHNICAL  INDICATORS 

Latest 

ago 

Reading 

S&P  500  200-day  average 

1174.3 

1170.1 

Positive 

Stocks  above  200-day  average 

55.0% 

51.0% 

Neutral 

Options:  Put/call  ratio 

0.46 

0.41 

Negative 

Insiders:  Vickers  Sell/buy  ratio 

0.83 

0.81 

Positive 

BEST-PERFORMING 
GROUPS 


Last 
month  % 


Last  12 
months  % 


Data:  Bloomberg  Financial  Markets;  "First  Call  Corp. 
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Metals 
Gold  Mining 
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46.4  Broadcasting  81.5 

39.1  Specialty  Appar.  Retailers  72.2 

39.0  Communicatons  Equip.  71.2 

38.1  Long-Dist.  Telecomms.  66.9 
37.7  Semiconductors  59.0 


WORST-PERFORMING  Last 


GROUPS 


month  % 


Last  12 
months  % 


Food  Wholesalers 
Computer  Software 
Health-Care  Services 
Drugs 

Restaurants 


-18.8  Manufactured  Housing  -42.1 

-14.7  Oil  &  Gas  Drillling  -36.6 

-14.1  Engineering  &  Constr.  -29.4 

-11.5  Machine  Tools  -23.9 

-1 1.5  Metal  &  Glass  Containers  -23.5 
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Rebound  ahead?  Stocks  with  most 
significant  buying  on  price  weakness 

Price 

1-month 
change 

America  Online 

127  7s 

-39^)6 

Charles  Schwab 

101  ^4 

-1% 

Vodafone  Group-ADR 

179% 

-10% 

Amazon.com 

143 

-43 '/2 

General  Electric 

104^16 

-9"/lB 

Bank  of  America 

707/i6 

-1^16 

Decline  ahead?  Stocks  with  most 
significant  selling  on  price  strength 

Price 

1-month 
change 

Doubleclick 

120,5/16 

25% 

Qwest  Communications  Intl. 

81^16 

3'/2 

Knight/Trimark  Group 

132 

60% 

Global  Crossing 

545/s 

9% 

Tellabs 

115% 

1 1  ,5/l6 

Inktomi 

108 

17  1/2 
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-1611.58 
:  1600 


ik  change 
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oomberg  Financial  Markets 


MONEY  MARKET  FUNDS 

4.45 

4.45 

5.09 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt  municipal  bonds, 

90-DAY  TREASURY  BILLS 

4.58 

4.55 

5.11 

assuming  a  31%  federal  tax  rate. 

10-yr.  bond 

30-yr.  bond 

6-MONTH  BANK  CDS 

4.34 

4.35 

5.07 

Latest 
week 

Last 
week 

Latest 
week 

Last 
week 

1-YEAR  TREASURY  BILLS 

4.74 

4.73 

5.41 

GENERAL  OBLIGATIONS 

4.30% 

4.25% 

4.99% 

4.97% 

10-YEAR  TREASURY  NOTES 

5.39 

5.26 

5.67 

PERCENT  OF  TREASURIES 

79.22 

82.07 

87.47 

89.04 

30-YEAR  TREASURY  BONDS 

5.70 

5.58 

5.94 

TAXABLE  EQUIVALENT 

6.23 

6.16 

7.23 

7.20 

LONG-TERM  AA  INDUSTRIALS 

6.67 

6.54 

6.51 

INSURED  REVENUE  BONDS 

4.42 

4.35 

5.23 

5.19 

LONG-TERM  BBB  INDUSTRIALS  7.1 9 

7.13 

6.97 

PERCENT  OF  TREASURIES 

81.43 

84.00 

91.68 

92.99 

LONG-TERM  AA  TELEPHONES 

6.93 

6.78 

6.78 

TAXABLE  EQUIVALENT 

6.41 

6.30 

7.58 

7.52 

UAL  FUNDS 


>00"  Hi  US  Diversified  M*  All  Equity 
Jtal  return         52-week  total  return 


EQUITY  FUNDS 
Leaders 

Four-week  total  return 


Montgomery  Emerg.  Asia  R  34.4 

Rydex  Precious  Metals  28.2 

Newport  Tiger  Cub  A  26.6 

Crabbe  Huson  Special  A  26.1 

GMO  Evolving  Countries  III  26.0 

Leaders 

52-week  total  return  % 


orningstar,  Inc. 


Internet 

Amerindo  Technology  D 
Van  Wagoner  Technology 
Munder  NetNet  A 
Matthews  Korea  I 


301.0 
199.3 
130.4 
122.4 
121.6 


Laggards 

Four-week  total  return  % 

Dominion  Insight  Growth  -14.9 
ProFunds  UltraOTC  Serv.  -12.6 
Millennium  Growth  -12.4 
Millennium  Growth  &  Income  -1 1 .7 
Robertson  Steph.  Inf.  Age  A  -1 1 .7 

Laggards 

52-week  total  return  % 

Lex.  Troika  Dialog  Russia  -68.3 
American  Heritage  -64.3 
Potomac  OTC/Short  -48.6 
Vontobel  Eastern  Europ.  Eq.  -47.4 
Safeco  Sm.  Co.  Stock  Adv.  B  -44.1 


EQUITY  FUND  CATEGORIES 
Leaders 

Four-week  total  return  % 


Natural  Resources 
Pacific/Asia  ex-lapan 
Precious  Metals 
Diversified  Emerging  Mkts. 
Real  Estate 

Leaders 

52-week  total  return 

Technology 

Communications 

Japan 

Large-cap  Growth 
Pacific/Asia  ex-Japan 


Laggards 

Four-week  total  return  % 


19.6  Technology  -4.4 

19.2  Large-cap  Growth  -3.4 

14.6  Health  -2.9 

13.3  Communications  -0.3 

11.7  Mid-cap  Growth  1.3 

Laggards 

%  52-week  total  return  % 

46.5  Latin  America  -22.6 

39.4  Small-cap  Value  -16.9 
29.0  Precious  Metals  -15.8 

23.5  Diversified  Emerging  Mkts.  -14.3 
15.4  Small-cap  Blend  -13.2 
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Editorials 


THE  MYTH  OF  THE  MINIMUM  WAGE 


Old  myths  die  hard.  Old  economic  theories  die  even  hard- 
er. Remember  the  one  about  inflation  rising  as  unem- 
ployment falls?  How  about  productivity  dropping  as  the  busi- 
ness cycle  ages?  Or  the  U.  S.  is  a  mature  economy  doomed  to 
slow  growth?  One  old  favorite  is  that  higher  taxes  inevitably 
lead  to  recession.  These  days,  none  of  these  theories  appears  to 
work.  A  new  economy  driven  by  high  technology  and  global- 
ization seems  to  be  changing  old  economic  relationships.  But 
one  economic  shibboleth  still  remains  popular:  the  bane  of 
minimum  wages. 

Congress  is  debating  whether  to  raise  the  minimum  wage 
from  $5.15  to  $6.15.  Opponents  of  the  bill  cite  reams  of  eco- 
nomic research  showing  that  minimum-wage  hikes  curtail 
demand  for  cheap  labor.  Like  the  trade-off  between  employ- 
ment and  inflation  once  said  to  be  inherent  in  the  Phillips 
curve,  higher  minimum  wages  are  supposed  to  lead  to  fewer 
jobs.  Not  today.  In  a  fast-growth,  low-inflation  economy,  high- 
er minimum  wages  raise  income,  not  unemployment. 

For  proof,  look  no  further  than  the  minimum-wage  hike  of 
1996-97.  The  two-stage  hike  of  90(2  raised  the  wages  of  near- 
ly 10  million  employees.  Nearly  three-quarters  of  these  were 
adults,  and  half  the  people  worked  full-time.  In  1996,  the 
unemployment  rate  was  5.4%.  Today,  it  is  4.2%  (page  42). 

The  economy  is  evolving  at  a  tremendous  clip — shedding  its 
old  skin  before  our  eyes.  In  this  ever-changing  environment, 
the  best  policy  aims  at  increasing  flexibility  and  options. 


Keep  markets  free,  promote  growth  and  entrepreneurs 
and  open  the  doors  to  opportunity  for  all  participants 
higher  minimum  wage  can  be  an  engine  for  upward  mobi 
When  employees  become  more  valuable,  employers  ten( 
boost  training  and  install  equipment  to  make  them  n 
productive.  Higher  wages  at  the  bottom  often  lead  to  be 
education  for  both  workers  and  their  children. 

In  the  New  Economy,  it  often  makes  sense  to  leave 
economic  nostrums  behind  and  take  prudent  risks.  Fed 
Reserve  Chairman  Alan  Greenspan,  for  example,  has  w 
stood  pressure  to  raise  interest  rates  in  the  face  of  sti 
economic  growth.  Traditional  theoiy  said  that  inflation  foil 
fast  growth.  It  hasn't.  Greenspan  bravely  took  a  chance, 
America  has  profited  from  higher  growth.  Congress,  foi 
part,  has  withstood  pressure  to  allow  states  to  impose  s 
taxes  on  the  Internet.  Economic  theoiy  says  this  is  han 
because  it  creates  an  unfair  competitive  advantage.  But 
the  right  policy  because  it  nurtures  a  pervasive  techno] 
that  is  driving  the  economy. 

It  is  time  to  set  aside  old  assumptions  about  the  minir 
wage,  as  well.  We  don't  know  how  low  unemployment  cai 
before  inflation  is  once  again  triggered.  But  Greenspan  is 
ing  the  limits.  We  don't  know  how  high  the  minimum  wage 
rise  before  it  hurts  demand  for  labor.  But  with  the  real 
mum  wage  no  higher  than  it  was  under  President  Reagan 
can  afford  to  take  prudent  risks. 


THE  AT&T  DEAL  SPELLS  C0MPETITI0N-F0R  NO 


This  is  what  it  must  have  been  like  to  live  at  the  begin- 
ning of  the  Industrial  Revolution.  Amazing  changes  in 
telecom  are  coming  at  breathtaking  speed,  altering  the  very 
nature  of  work  and  leisure.  In  one  huge  deal,  at&t  emerges 
as  a  digital  goliath,  capable  of  delivering  high-speed  voice, 
video,  and  Internet  services  into  60%  of  American  homes.  It 
becomes  the  biggest  cable  operator  in  the  nation,  as  well  as 
the  leader  in  long-distance  phones.  Comcast  receives  cash  and 
two  million  subscribers  from  at&t.  And  Microsoft  joins  in,  pos- 
sibly investing  billions  in  AT&T  to  expand  its  software  into  the 
set-top  boxes  that  will  control  the  flow  of  new  products  into 
the  home.  Whew!  What  are  we  to  make  of  all  of  this? 

First,  it  will  increase  competition,  at  least  initially.  By  going 
through  cable,  at&t  will  finally  break  the  monopoly  on  local 
phone  service  held  by  the  Baby  Bells.  The  Telecom  Act  of 
1996  notwithstanding,  the  Bells  have  staved  off  most  compe- 
tition. With  at&t  using  the  second  "pipe"  into  the  house,  cable, 
to  circumvent  copper  wires,  this  will  start  to  end  (page  34). 

The  big  game,  however,  is  in  delivering  broadband  ser- 
vices— video  and  the  Internet.  Here  too,  AT&T  will  heat  up  the 
competition.  Anyone  who  uses  the  Net  at  the  office  knows 
iov,  agonizingly  slow  it  is  at  home.  By  upgrading  its  cable 


system,  at&t  can  begin  to  deliver  high-speed  Internet  ac 
and  service.  This  will  push  the  Bells  to  deliver  broad 
themselves.  They  will  have  to  seriously  apply  their  DSL 
nology  to  existing  copper  networks  and  lay  more  fiber 
cable  directly  to  the  home.  This  is  the  way  competition  is 
posed  to  work. 

The  worry,  of  course,  is  that  telecom  consolidation, 
at&t's  mammoth  reach  in  particular,  could  hurt  competi 
Local  phone  and  cable  companies  are  regulated  under 
different  laws.  Phone  companies  are  supposed  to  be 
mon  carriers  and  provide  open  access  to  anyone.  Cable 
panies  don't  necessarily  have  to.  For  America  Online 
which  seems  to  have  been  left  at  the  altar  in  the  Medi; 
deal,  this  is  an  important  issue,  aol  fears  that  at&t  migh 
it  at  a  major  disadvantage  by  bundling  high-speed  acce; 
the  Net  with  at&t's  own  At  Home  and  Road  Runner  sen 

The  Federal  Communications  Commission  is  keep 
watchful  eye  on  the  ever-changing  situation.  At  this  poinl 
is  all  it  should  be  doing.  The  telecom  landscape  is  chan 
a  dizzying  pace.  The  first-order  effect  of  the  latest  at& 
is  to  break  open  monopolies  and  increase  competition 
worry  about  second-order  effects  later. 
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Web-based  system  allows 
Human  Resources  to  find 
employees  with  the  right  skills 
to  fill  immediate  openings. 

The  HR  department  expects 
to  double  its  productivity 
in  1999  with  Infinium  and 
IBM's  Web-based  system. 

Training  courses  are  now 
dispatched  via  e-mail  to  keep 
staff  up-to-date. 

Employees  will  be  able  to 
change  their  benefits  coverage 
through  the  online  network. 

Her  online  records  show  that 
she  specializes  in  orthopedic 
surgery,  as  well  as  how  to 
reach  her. 


Industry:  Health  Care 

Company:  UMA 

Partner:  Infinium  Software 

Tools:  AS/400,  Lotus  Domino, 
DB2,  Global  Services 

Solution:  Corporate  Intranet 

e-business  has  moved  beyond  selling 
things  on  the  Web.  It's  about  using  new 
technology  to  help  businesses  run  better. 
Companies  are  using  e-business  to  track 
employees,  manage  inventory  and  control 
costs.  But  because  e-business  can  be 
different  for  each  industry  and  company, 
you  need  software  that's  designed  for  you. 

Infinium  Software  and  IBM  have  been 
working  together  for  almost  two  decades. 
They  anticipated  the  problems  associated 
with  growing  companies  and  built  e-business 
solutions  to  handle  them. 

Last  year,  University  Medical  Associates 
(UMA)  of  the  Medical  University  of  South 
Carolina  needed  a  solution  to  manage  2,200 
employees  spread  throughout  the  Charleston 
area.  Schedules,  paychecks,  benefits,  even 
locating  staff  members  had  become  compli- 
cated. Infinium  and  IBM  created  a  Web-based 
solution  connecting  UMA's  widespread  staff 
to  the  central  HR  office  through  e-mail. 


"Because  of  our  new  e-business  solution,  we're  able  to  save  enormous  amounts 
of  time,  and  make  sure  our  staff  is  where  we  need  them,"  says  Sherree  Dietz  Mitchum, 
financial  information  systems  manager  at  UMA.  "We've  never  been  more  organized  and 
responsive  to  our  employees."  Find  out  how  e-business  can  help  improve  your  business  at 
www.ibm.com/e-business/infinium  or  call  1  800  IBM  7080,  ext.  BP02. 
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A  BATTLE  PLAN  FOR 
ACCIDENTAL  INVESTOR 

BARKER  PORTFOLIO: 

Sleuthing  the  Street 


n  recent 
the  U.S. 
my    has  surged, 
stocks  have  soared 
to  record  highs,  and 

BUSINESS  WEEK  has 

provided  more  and 
more  coverage  of 
investing  and  per- 
sonal finance.  This 
week,  we  unveil 
business  week  In- 
vestor (page  90), 
our  new  section  de-  " 
voted  to  helping  you  plan  your  finan- 
cial affairs  and  manage  your  assets. 

We  began  our  Personal  Business  sec- 
tion in  1952  to  give  readers  advice 
about  their  investments,  in- 
surance, taxes,  and  estate 
planning.  Those  concerns  are 
still  valid  today,  but  who 
even  dreamed  in  the  1950s 
about  401(k)s  or  an  11,000 
Dow,  much  less  of  investing 
via  the  Internet  or  of  today's 
thousands  of  listed  stocks 
and  mutual  funds? 

Sorting  out  today's  invest- 
ment options  has  become  a 
mighty  challenge.  This  week, 
we'll  steer  you  through  the 
choices  available  to  investors 
"  on  the  Internet.  In  a  Special 
Report  on  Online  Investing,  the  busi- 
ness week  Investor  team,  led  by  Chief 
Economist  William  Wolman,  Senior  Ed- 
itor William  Glasgall,  and  Associate  Ed- 
itor Amy  Dunkin,  identifies  the  best  fi- 
nancial Web  sites  and  helps  you  select  a 
Web  broker  and  choose 
the   best  investment 
software. 

business  week  In- 
vestor will  also  be  the 
home  of  a  new  column, 
The  Barker  Portfolio 
(page  112),  written  by 

 _^      Senior  Writer  Robert 

Barker,  whose  coverage 
has  enlivened  our  Per- 
sonal Business  section 
since  1997.  Web-savvy 
investors  already  know 
Bob's  insights  from  his 
"  "Your  Money"  column. 
It's  being  renamed  barker.online  and 
will  continue  to  appear  Fridays  at  busi- 
ness  week   Online  (www.business- 


SHEDDING  LIGHT:  More  investment  info 


THE  WEEK'S  FIGURES 

New  tech  indexes 


week.com)  and 
America  Online 
(keyword:  BW). 
In  The  Barker 
Portfolio,  Bob  in- 
tends to  ferret  out 
what  Wall  Street's 
sharpest  investors 
are  up  to — and 
what  that  means 
to  you.  He'll  be 
joined  by  Senior 
Writer  Gene  G. 
"  Marcial,  whose  In- 
side Wall  Street  column  is  moving  to 
business  week  Investor.  Featuring  the 
latest  takeover  buzz  and  hot  stocks,  In- 
side Wall  Street  has  become  a  must- 
read  column  for  investors  worldwide. 
CALENDAR.  Finally,  BUSINESS  week  In- 
vestor will  feature  a  new  Investment 
Figures  page,  redesigned  by  Senior 
Writer  Jeffrey  M.  Laderman.  It  includes 
expanded  coverage  of  tech  indexes  and 
a  calendar  of  upcoming  economic  news 
releases  and  oth- 


ONLINE  VERSION:  Bigger  and  better 


er  items  that 
may  move  the 
market.  The 

BUSINESS  WEEK 

Index  of  indus- 
trial output  will 
appear  here,  too, 
with  supplemen- 
tal material 
available  on  the 
Web  as  part  of 
our  online  Inter- 
national Edition. 

There's  more  ahead,  business  week 
Online  is  revamping  its  own  investment 
area  to  give  you  even  more  informa- 
tion and  tools,  including  expanded  links 
to  our  sister  site,  s&p  Personal  Wealth 
(www.personalwealth.com).  And  online 
and  in  print,  you'll  soon  see  business 
week  Lifestyle,  a  new  section  covering 
everything  from  personal  technology 
and  travel  to  health  and  fitness.  As  we 
have  for  the  past  47  years,  we'll  contin- 
ue to  keep  you  on  top  of  what  you  need 
to  manage  your  assets  and  the  rest  of 
your  personal  life. 

Editor-in-Chief 


Well,  its  not  exactly  humble,  but  there's  no  place  like  it.  The  all-new  Y-6,  7-passenger  Odyssey  happeS 
be  as  big  as  all  those  other  really  big  minivans  out  there.  But,  as  you  might  expect,  it  comes  fully  furniif 

For  more  mfortwlion.call  one  big  happy  toll-free  number  l-888-3S-HONDAorvisitusatwww.honda.com  EX  model  shown.  ew«  American  Honda  MototCo,  Inc 
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ie  kind  of  thinking  you  only  find  in  a  Honda.  Now,  doesn't  that  make  you  feel  all  warm  and  cozy  inside? 


iLalUnew  Odyssey.  It's  one  big  happy  mini  van. 


iHONDA 
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A  GUIDE  TO 

ONLINE  INVESTING  _ ~_  « 

If  you're  not  using  the  Net  yet,  ^ 
you  will  be  soon.  Here's  how  to        J*  I 
sift  through  the  data,  find  the  .  J 

best  brokers,  and  zero  in  on  the  ^  V 
top  Web  sites  page  90 
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EDITED  BY  ROBERT  McNATT 
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SILICON  VALLEY 
DAYS  FOR  A  TEXAN 

AL  GORE  BOASTED 
that  he  invent- 
ed the  Internet. 
But  George  W. 
Bush  hopes  to 
build  Silicon 
Valley's  alle- 
giance in  2000 
by  promising 
a  hands-off  poli- 
cy toward  the 
high-tech  indus- 
try. The  Texas 
governor,  front- 
runner  for  the 
Republican 
Presidential 
nomination,  will 
lay  out  his  tech-friendly 
views  at  a  series  of  big  fund- 
raisers on  the  West  Coast  on 
June  30  and  July  1.  "It's  his 
coming-out  party  with  this 
crowd,"   savs   an  adviser. 


BUSH: 

Te  clue's 
best  pal? 


"They'll  like  what  he  has  to 
say." 

Bush  scheduled  a  May  13 
briefing  in  Austin,  by  a  group 
of  experts  including  many 
with  a  strong  libertarian 
bent:  Reason  magazine  edi- 
tor Virginia  Postrel;  Jeffrey 
Eisenach,  president  of  the 
Progress  &  Freedom  Foun- 
dation; global-trends  econo- 
mist Todd  Buchholz;  and  au- 
thor Peter  Huber,  who  wants 
to  abolish  the  Federal  Com- 
munications Commission.  Also 
included  are  info-tech  guru 
Esther  Dyson,  ex-Netscape 
Communications  CEO  James 
Barksdale,  and  Legg  Mason 
Managing  Director  Scott  Cle- 
land,  a  telecommunications 
policy  expert. 

Bush  is  now  tiying  to  cob- 
ble together  a  kitchen  cabinet 
of  Silicon  Valley  biggies  such 
as  Barksdale,  Scott  McNealy 
of  Sun  Microsystems,  and 
John  Chambers  of  Cisco 
Svstems.      Owe)i  Ullmann 


TAXING  MATTERS 

A  BREAK-54  YEARS 
AFTER  THE  GAMPS 

THE  CASE  OF  THE 
Overtaxed  Base- 
ball taught  out 
going  Treasury 
Secretary  Rob- 
ert Rubin  a  les- 
son: Don't  let 
the    tax  laws 
trap  you  in  a 
public-relations 
disaster.  As  a  re- 
sult. Holocaust  sui 
vivors  are  likely  to 
get  a  break. 

Last  summer,  the  [RS 
pointed  out  that  catching  a 
baseball  could  be  a  taxable 
event.  The  fan  who  gloved 
Mark  McGwire's  record-set- 
ting-home-run ball  could  face 
stiff  taxes.  After  several  days 
of  scornful  press,  Rubin  prod- 
ded the  irs  to  reverse  itself. 

Now,  some  100,000  Holo- 
caust survivors  in  the  U.  S. 


may  soon  start  to  col- 
ect  on  bank  accounts 
and  other  assets 
seized  by  the  Nazis.  A 
bipartisan  group  of 
awmakers  wants  to 
make  those  pay- 
ments tax-ex- 
empt. Repara- 
tions paid  by 
governments 
■jf-jp  for  violating 
*f  A  ni c  ri cans' 
civil  or  person- 
il  rights  are  not 
now  taxable.  But 
taxes  are  due  on 
payments  from  pri- 
vate parties  violating  proper- 
ty lights.  The  Holocaust  pay- 
ments may  fit  that  category. 

So  the  irs  kicked  the  is- 
sue up  to  Rubin's  staff,  which 
responded  real  fast:  Treasury 
"would  welcome  the  opportu- 
nity to  work  with  Congress" 
to  exempt  Holocaust  pay- 
ments from  taxes.  Case 
closed,  and  with  no  damning 
headlines.     Mike  McNamee 


TALK  SHOW  UResist  America  Beginning  With  Cola,  Atta 
McDonald's,  Storm  K.F.C.^ 

— poster  at  Beijing  University 


l-WAY  PATROL 

B&N:  NO  AMAZON 
KILLER  YET  

BARNESANDNOBLE.COM,  THE 

book  E-tailer,  is  slated  to  go 
public  sometime  after  May 
24.  The  prospectus  offers  the 
first  real  chance  to  compare  it 
with  you-know-who:  Ama- 
zon.com. The  comparison 
hurts. 

In  the  first  quarter,  Ama- 


zon.com enjoyed  $294  minion 
in  net  sales  compared  to 
barnesandnoble.com's  meager 
$32  million.  Then  consider 
the  booksellers'  first-quarter 
losses  as  a  percent  of  net 
sales:    21%    for  Amazon, 


63%  for  barnesandnoble.i 
But  those  numbers  ca 
misleading.  "The  compai 
is  unfair  to  both  compa 
at  this  point,"  says  La 
Cooks  Levitan  of  BancBo 
Robertson  Stephens.  "A 
zon  has  set  its  sights  or 
ing  much  more  than  a 
E-tailer.  Their  goal  is  r 
to  be  the  dominant  oi 
shopping  destination." 
such,  Amazon's  evolvinj 
frastructure  will  mak 
more  aki 
a  portal 
like  Yah 
than  ba 
andnoble. 
Still,  ba 
andnoble 
will  figh 
more  of 
online 
market 
15%,  to 

zon's  75%).  And  the  site, 
most  visited  on  the  Web 
to  figure  out  how  to 
itably  coexist  with  Bam 
Noble  stores.  Come  Ma 
you  can  put  your  own  n 
on  either  player.  Joan 


SCHOOL  DAZE 

NAILED  TO 

THE  BOARDS  AGAIN 

UH-OH.  SCREWING  UP  IN  HIGH 
school  can  hurt  your  career. 
But  not  the  way  you  think. 
These  days,  an  increasing 
number  of  employers  are  tak- 
ing a  look  at  Scholastic  As- 
sessment Test  scores  for 
clues  about  whom  to  hire. 

Princeton  University  se 
nior  Kirsten  Ekdahl, 
who  will  join  SCA  Con- 
sulting in  New  York, 
found  out  the  hard  way. 
She  thought  her  resume, 
boasting  an  internship  in 
the  U.  S.  Senate  among  ' 
other  accomplishments, 
would  dazzle  the  consult- 
ing and  investment-bank- 
ing firms  she  aimed  at.  So 
she  was  startled  to  discover 
that  an  interview  at  McKin- 
sey  &  Co.  or  Booz,  Allen 
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&  Hamilton  depended  o: 
sats.  "I  couldn't  even  % 
the  door  at  some  place 
cause  I  didn't  have  a  1 
she  claims.  "It's  ridiculo 
Maybe.  But  Be 
Hamilton-Chandler,  Pi 
ton's  career  services  dir 
says  that  about  40% 
cruiters  there  now  re 
sat  scores,  especially  fo 
dents  with  few  math  o 
ence  courses.  A  spoke 
for  Walt  Disney  says  it 
the  sats  to  evs 
potential  strs 
^  planner's.  S 
J  did  Disj 
jj^  biggest  pi 
ceo  Micha 
ner  do?  E 
wouldn't  , 
Ann  TI 
Palmer 
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Fly  Like  an  Eagle1. 


Push  a 

pizza  through  this. 

Or  just  about 
anything  else 

Direct  Mail  can  satisfy  most  any 
craving  you  have-big  or  small.  Look- 
ing to  pump  up  local  sales?  Well, 
a  pizza  chain  addressed  that  need 
by  blanketing  their  neighborhood 
with  a  mailing  of  customized  refriger- 
ator magnets.  Now,  when  stomachs 
start  growling,  their  delivery  number 
is  right  there.  All  this  for  a  fraction  of 
the  cost  for  mass  media  vehicles. 

Do  you  compete  in  a  bigger 
arena?  Great.  National  marketers  of 
everything  from  cars  to  clothing  to 
consulting  rely  on  Direct  Mail  to 
deliver  relevant,  one-to-one  mes- 
sages. Which  helps  them  to  make 
sales,  nurture  customer  loyalty  and 
even  build  brand  equity. 
When  you  think  about  it, 
Direct  Mail  is  a  lot  like  pizza. 
You  can  have  it  any  way  you  like. 

For  a  free  kit  filled  with  informa- 
tion, examples  and  ideas  on  how 
adding  Direct  Mail  to  your  media  mix 
can  help  build  your  business,  visit  our 
website  at  www.uspsdirectmail.com 
or  call  1-800-THE-USPS,  ext.  DM3211. 


UNITED  STATES 
POSTAL  SERVICE 


Up  Front 


REALITY  CHECK 

NBC'S  NUKE  LAUNCH 
GETS  SHOT  DOWN 

A  RUNAWAY  TRAIN  CARRYING 

an  atomic  bomb  thunders 
into  a  major  U.  S.  city.  The 
bomb  detonates,  which  sets 
off  a  nuclear  winter.  Could  it 
happen  here?  You  bet,  said 
NBC  when  it  pitched  its  net- 
work miniseries  Atomic 
Train  to  local  affiliates  in  an 
April  publicity  memo.  The 
miniseries  airs  May  16-17. 

The  plot  "may  sound  like 
total  fiction — but  it  is  not," 
the  memo  said.  In  an  accom- 
panying interview,  the  film's 


ATOMIC  TRAIN:  Fantasy  PR 

I  star,  Rob  Lowe,  even  claimed 
I  that  "this  situation  . . .  does 
happen  two  or  three  times  a 
year  across  the  country." 

That  was  news  to  the  En- 
ergy Dept.,  which  oversees 
nuclear-weapons  transports. 
The  agency  quickly  posted  a 
reality  check  on  its  Web  site 
(www.doe.gov).  And  the  in- 
dustry trade  group  Nuclear 
Energy  Institute  (nei)  creat- 
ed a  "containment  strategy" 
to  avoid  a  public  relations 
meltdown. 

Lo  and  behold,  nbc  had 
second  thoughts.  A  week 
before  air  time,  the  network 
sent  out  a  second,  toned- 
down  publicity  memo  and 
spliced  into  the  movie  a  dis- 
claimer calling  the  plot  "pure 
fiction."  nei  spokesman  Scott 
Peterson  says  that  Atomic 
Train's  hype  was  worse  than 
its  bite.  His  explanation?  nbc 
was  desperate:  Atomic  Tram 
is  opposite  cbs'  hit  sit- 
com Everybody  Loves  Ray- 
mond.     Lorraine  Woellert 


MAD  AVE. 

THE  HAMPTONS  OF 
THE  21  ST  CENTURY? 

BILL  westbrook,  former 
creative  director  of  Fallon 
McElligott,  the  Minneapo- 
lis-based ad 
shop,  has  taken 
his  share  of 
lumps,  notably 
for  his  agency's 
failed  '96  Miller 
Lite  "Dick" 
campaign.  But 
he  isn't  sulking. 
Westbrook  is 
working  part- 
time  as  Fallon's 
international  " 
creative  director,  sailing  his 
yacht — and  cheerleading  for 
the  town  of  Irvington,  Va. 

Westbrook's  goal:  to  make 
the  quaint  Tidewater  enclave 
a  getaway  for  the  well- 
heeled.  So  he's  squiring  them 
around.  Stops  include  an  old 
schoolhouse  he  has  renovated 


FIRST  STOP:  Bill's  tint 


into  the  Hope  &  Glory  inn. 
"Bill  is  the  Pied  Piper  of  Irv- 
ington," says  John  Roberts, 
an  ad  director  for  Sony,  who 
took  the  tour.  He  thinks  the 
town  "could  be  the  Hamptons 
of  the  21st  century." 

So  far,  homebuyers  include 
Flinn  Dallis,  se- 
nior vice-presi- 
dent for  creative 
operations  at 
Leo  Burnett  in 
Chicago,  and  Di- 
ane Cook-Tench, 
director  of  Vir- 
ginia Common- 
wealth Universi- 
ty Ad  Center. 
Her  husband  is 
-  Hal  Tench, 
group  creative  director  at 
Martin  Agency  in  Richmond. 
Questions  about  Westbrook's 
blueprint  go  unanswered.  But 
innkeeper  Joyce  Barber  says 
her  boss  has  big  plans:  "We 
call  Irvington  'Billvilwle.' " 
Makes  sense:  Williamsburg  is 
already  taken.  Roy  Furchgott 
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OVER  THERE 


LESS  DOWNTIME 
FOR  THE  CONTINENT 

EUROPEANS  LOVE  THEIR  VACA- 

tions.  In  May  alone,  most 
take  four  long  weekends — for 
Labor  Day,  May  1; 
the  celebration  of 
World  War  IPs  end, 
around  May  8; 
Ascension  Day,  May 
13;  and  the  Pente- 
cost, May  24.  When 
holidays  fall  on  a 
Tuesday  or  Thurs- 
day, workers  award 
themselves  a  four- 
day  break.  PARIS:  A  month 

But    this    year,  of  Sundays 
both  May  1  and  May  - 
8  fell  on  Saturdays,  giving  Eu- 
ropeans a  miserly  two  long 
breaks.  Worse,  the  trend  is  to- 
ward less  time  off. 

European  Commission  sta- 
tistics show  that  the  average 


workweek  is  increasing 
decade  ago,  Belgians  woi 
38  hours  a  week;  today, 
38.3  hours.  Italians  have  ste 
consistent  at  38.6  hours, 
second  lowest  in  Europe, 
the  Brits'  workweek  has  ri 
from  43.7  hours  to  43.9. 

spite  all  the  tall 
the  contrary,  E 
peans  are  actt 
working  harder 
before,"  says  E( 
bor-affairs  off 
Barbara  Nolan, 
cites  workers'  f 
about  losing  t 
jobs  at  a  time  of 
unemployment  as 
cause. 

Americans, 
"  then*  typical  stai 
vacation  of  only  two  we< 
year,  still  have  ample  n 
for  jealousy:  European 
continues  to  mandate  a 
mum  of  four  weeks' 
break.        William  EchM 


THE  BIG  PICTURE 


WHERE  SERVICE  IS  DETERIORATING 

Since  1997,  Americans  have  consistently  given  compul 
and  auto  companies  high  marks  for  service,  with  at  le| 
70%  liking  those  industries.  The  steepest  declines  in 
approval  are  in  the  health-care  industry. 

IS  THIS  INDUSTRY  DOING  A  GOOD  JOB?   ■  '97 
■  '98 

'99 


MANAGED 
HEALTH  CARE 
HEALTH 
INSURANCE 
PHARMACEUTICALS 


TELEPHONE 
BANKS 


SURVEY  OF 
1,006  ADULTS 
IN  APRIL 


FOOTNOTES  Americans  who  blame  a  possible  Y2K  bug  debacle  on  Washington:  24%;  on  Bill  Gates:  8%;  on  Alan  Greenspa 
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Multipurpose 


mainframe. 
Compatible  with 
DOS,  MAC,  IBM. 
Requires 
1/2-hour  lunch. 


Kelly  Temporary 
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►  Kelly  IT  Resources 


leering 
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nesources 


Information  Technology  Resources  specializes  in  placing  IT  professionals.  Whether 
ou  have  short-term  or  permanent  staffing  needs,  Kelly1  will  meet  them  quickly 
efficiently.  For  more  information,  call  I- 888 -GO-KELLY  or  visit  www.kellylT.com    S  E  R 
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SPRINT  IS  AHEAD 

IN  THE  WIRELESS  DASH  

"Hello,  Internet"  (Special  Report, 
May  3)  was  an  enlightening  overview 
of  wireless  data  and  Third  Generation 
wireless  technology.  We  were  very 
pleased  to  see  wireless  data  technology 
and  phones  positioned  as  the  cutting- 
edge  communications  service  of  the  fu- 
ture and  to  read  an  in-depth  review  of 
the  role  these  products  and  seivices  will 
play  in  the  Internet  world. 

However,  let  me  set  the  record 
straight  on  wireless  sales  results.  Con- 
trary to  what  you  stated,  Sprint  pes 
continues  to  set  industry  records  in 
quarterly  sales  of  wireless  phones  and 
has  outsold  at&t  and  all  others  for  three 
consecutive  quarters.  Our  goal  is  to  take 
the  world  of  wireless  devices  to  the 
masses,  offering  clear  wireless  connec- 
tions for  everyday  use,  for  everyone. 
With  our  industry-leading  sales  figures, 
we  are  well  on  our  way  to  accomplish- 
ing this  goal. 

Andrew  J.  Sukawaty,  ceo 
Sprint  PCS 
Kansas  City.  Mo. 
Editors'  note:  business  week  agrees 
that  Sprint  is  adding  )nore  customers 
than  AT&T. 

BRAZIL  DOESN'T  WARM 

TO  HALF-BAKED  ADVICE  

"The  men  running  Brazil  still  don't 
get  it"  (Economic  Viewpoint,  May  3)  by 
Professor  Robert  J.  Barro  throws 
ridicule  not  only  on  the  author  and  his 
editorial  vehicle  but  on  the  Harvard 
University  economics  department  itself. 
The  government  of  Rio  Grande  do  Sul 
hasn't  "repudiated"  the  contracts  with 
Ford  Co.  and  General  Motors  Corp.  It 
was  simply  decided  to  renegotiate  con- 
tracts inherited  from  a  previous  admin- 
istration that  contained  conditions  the 
multinationals  had  every  right  to  try 
and  go  for  but  which,  upon  due  reflec- 
tion, the  new  state  government  had 
every  right  to  reject. 

As  a  vector  of  economic  progress,  the 
auto  industiy  has  already  had  its  day — 


look  at  the  wake  of  urban  derelictioi 
the  industry  leaves  behind  it,  e.g.  ir 
Detroit  or  in  our  own  industrial  region! 
just  outside  Sao  Paulo.  This,  rather  thaij 
any  suddenly  blossoming  intellectual 
affinities  with  North  Korean  economic 
thought,  is  probably  what  led  the  RiJ 
Grande  do  Sul  government  to  reconsidf 
er  the  contracts. 

A.  V.  G.  Hahi! 
Sao  Pauli 

Now,  I  understand  Robert  Barro':! 
problems  with  Brazil.  In  1995,  he  said  a 
a  lecture  at  the  London  School  of  Ecoj 
nomics  that  Brazil  and  India  would  havti 
slow  economic  growth  because  they  ar| 
democracies,  and  democracy  is  not  th| 
most  appropriate  political  system  fo  j 
developing  countries. 

The  implications  were  two.  First,  au| 
thoritarian  models  such  as  Asia's  wer| 
superior,  and  we  have  witnessed  hovij 
wrong  he  was.  Second,  that  Brazil 
should  go  back  to  a  dictatorship.  H» 
simply  didn't  say  whether  the  U.  S.  wa| 
ready  to  send  in  the  Marines  to  supl 
port  a  new  coup  d'etat. 

Brazil  doesn't  want  to  dollarize  itl 
economy  for  the  simple  reason  that  w| 
intend  to  maintain  full  independence! 
Our  economy  is  one-tenth  as  big  as  thi 
U.  S.  economy,  we  are  at  a  different}; 
point  of  the  economic  cycle,  we  obvi 
ously  don't  have  the  same  productivity 
and  most  of  our  trade  is  with  Europe 
not  with  the  U.  S. 

The  suggestion  he  made — tha 
Domingo  Cavallo  should  be  Financt 
Minister  of  Brazil — is  outrageous  am 
only  shows  his  political  ignorance  abou  I 
Latin  America.  You  simply  don't  pla; 
two  strong  regional  powers  (Brazil  an< 
Argentina)  against  each  other.  The  sug 
gestion  that  Brazil  will  never  have  th< 
fiscal  discipline  to  have  a  stable  currem 
cy  amounts  to  economic  imperialism  an< 
racial  prejudice.  I  wonder  if  he  ha  e 
looked  back  to  the  Asian  model  befor 
unrepentantly  bashing  Brazil.  We  ar 
recovering  much  faster  than  the  Asians 
Nelson  Franco  Jobir 
Correspondent,  Jornal  do  Brasi 
Londoi 
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CORRECTIONS  &  CLARIFICATIONS 

"Power  drain"  (In  Business  This  Week,  May 
17)  misidentified  Credit  Suisse  First  Boston 
analyst  Ivy  Zelman. 

"Can  Japan  get  back  in  the  wireless 
game?"  (Special  Report,  May  3)  should  have 
stated  that  NTT  DoCoMo  plans  to  start  otter- 
ing Third  Generation  wireless  services  in 
lapan  by  March,  2001. 


N  ECONOMY  TOO  COMPETITIVE 
PR  ITS  OWN  GOOD  

Federal  Reserve  Chief  Alan 
reenspan  apparently  believes  a  "tech- 
)logy-driven  productivity  boom"  has 
:pt  inflation  quiescent  despite  tight  la- 
ir markets  and  rising  wages  ("The 
ed's  new  rule  book,"  News:  Analysis  & 
ommentary,  May  3).  With  all  due  re- 
>ect  to  the  chairman,  I  disagree.  I  be- 
;ve  the  current  lack  of  inflation  is  pri- 
arily  caused  by  intense  competition  in 
any  sectors  of  the  economy,  which  has 
iverely  limited  the  ability  of  most  com- 
mies to  exercise  pricing  discipline  on 
ieir  markets. 

I  find  the  macroeconomic  situation 
be  especially  ominous:  intense  com- 
itition  coupled  with  rising  labor  costs 
id  great  industrial  overcapacity.  If 
miand  falters  for  any  reason  (for  ex- 
nple,  if  a  stock  market  drop  were  to 
luse  consumers  to  reduce  spending), 
le  fixed  costs  associated  with  overca- 
icity  will  have  a  swift  and  severe 
igative  impact  on  corporate  earnings, 
orporate  restructurings  would  soon 
How,  in  the  traditional  forms  of  lay- 
fs,  mergers,  etc.  In  other  words,  the 
ew  Economy  would  look  a  lot  like 
le  old  economy. 

Technology  has  undoubtedly  helped 
any  companies  to  absorb  cost  increas- 
;  and  minimize  the  impact  on  profit 
argins.  However,  were  it  not  for  the 
ingerous  combination  of  intense  eom- 
itition  and  overcapacity,  most  compa- 
es  would  raise  prices  in  a  heartbeat. 

Paul  M.  Green 
Cincinnati 

WEATSHOP  PAY  COULD 

HSILY  BE  RAISED  

In  an  otherwise  perceptive  article, 
ju  raise  fears  about  the  dangers  of  in- 
•easing  the  wages  of  sweatshop  work- 
's ("Sweatshop  reform:  How  to  solve 
ie  standoff,"  Social  Issues,  May  3).  But 
here  is  the  research  supporting  these 
ares?  During  his  mid-April  visit  to 
assachusetts  Institute  of  Technology, 
liinese  Prime  Minister  Zhu  Rongji  said 
lat,  of  the  $120  retail  cost  of  a  pair  of 
hletic  shoes  made  in  China,  only  $2 


goes  to  the  Chinese  workers  who  as- 
semble them.  The  New  York-based  Na- 
tional Labor  Committee  has  calculated 
the  labor  cost  to  assemble  a  $90  pair  of 
Nike  sneakers  to  be  approximately 
$1.20.  Either  way,  these  overseas  work- 
ers earn  so  little  that  just  a  penny 
added  to  each  dollar  of  unit  labor  costs 
could  increase  the  worker's  pay  by  more 
than  50%. 

Dispute  these  figures,  if  you  will.  But 
dispute  them  with  firsthand  research  of 
the  wage  costs  in  a  given  unit  of  pro- 


duction, not  on  the  basis  of  industry 
wide  averages  of  hourly  compensatio 
costs  and  productivity  indexes  draw 
from  national  accounts.  These  figure 
do  not  reveal  how  little  a  sweatsho 
worker  earns  for  each  garment,  cap 
doll,  or  toy  he  or  she  makes. 

No  wonder  the  leaders  of  low-wag 
countries  argue  against  a  standard  re 
quiring  a  decent  wage.  Rather  tha 
pricing  themselves  out  of  the  market,  a 
they  claim,  it  would  deprive  them  am: 
their  business  collaborators  of  one  waj 


One  of  the  core  ideas  behind  Williams  is  that  if  you  keep  your 
word  and  deliver  the  goods,  even  foes  become  friends. 


"Core  Values  &  Beliefs."  It's  the  Williams'  manifesto  that  avows 
our  customer-focused  spirit  —  using  words  like  "integrity"  and 
"reliability."  Maybe  it's  our  Midwestern  ethic,  but  those  words  mean 
everything  to  us.  Could  it  be  why  we're  America's  only  leader  in 
both  energy  and  communications?  Call  for  your  free  copy. 
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THINK  PATTERNS.  REAP  PROFITS. 


Whether  you're  a  business  leader  or 
investor,  this  groundbreaking  guide 
will  help  you  to  anticipate  sources 
of  profit  before  they  develop. 
Through  more  than  200  case  studies, 
telling  diagrams,  and  strategy 
exercises.  Profit  Patterns  provides 
all  the  tools  you  will  need  to 
capture  tomorrow's  profit  zones. 

ProfitPatterns.com — the  book's 
companion  website — is  the  online 
home  of  pattern  thinking. 


"Offers  a  powerful  framework  for  making  sense  out  of 
a  complex  and  changing  business  landscape.  I  hope  our 
managers  read  it  and  our  competitors  don't." 

— John  W.  Marjigan,  chairman,  president,  and  CEO,  Tribune  Company 
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Stuttering  Didn't 
Keep  Her  Grounded. 


Annie  Glenn,  wife  of  astronaut 
John  Glenn,  was  grounded  for 
years  by  a  stuttering  problem. 
Speech  therapy  and  hard  work 
turned  it  around.  Today  she 
speaks  with  confidence,  grace, 
and  strength. 

For  more  information  on  what  you 
can  do  about  stuttering,  write  or 
call  us  toll-free. 


1-800-992-9392 


Stuttering 
Foundation 
of  America 

A  Nonprofit  Organization 

Since  1947 — Helping  Those  Who  Stutter 

www.stutterSFA.org  •  stutterevaniek.net 
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Readers  Report 


to  swindle  workers,  most  of  them  vj 
nerable  young  women. 

Robert  A.  Sen] 
Editor,  Human  Rights  for  Work\ 
Reston,  } 


IN  CUSTOMER  SERVICE, 
ASIA  IS  STILL  STUMBLING 


"Asia:  How  real  its  recovery?"  ( 
ternational  Business,  May  3)  focused 
the  factors  underlying  the  upsurge 
confidence.  However,  you  left  out 
tomer  service,  often  forgotten  in  til 
of  turmoil.  Unless  some  Asian  com 
nies  restore  credibility  to  their  servi 
which  make  unsubstantiated  claims 
their  condescending  attitudes  towa 
pleasing  the  customer,  these  organ 
tions  will  fail  in  the  next  millenniun 
Take  the  Malaysian  mobile  phone 
erator  Maxis,  which  recently  sold  a 
third  stake  to  British  Telecom  I 
From  Maxis'  toll-free  number,  whic 
hardly  ever  answered,  to  its  billing 
tern,  which  sends  out  bills  three  moi 
late,  it  has  exposed  itself  to  a  w< 
ness  that  rivals  can  take  advantage 
Chye  Kit 
Kuala  Lmr 
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Why  were  the  Crawfords  in  a  hurry  to  get  their  mortgage  loan  approved? 
For  starters,  they  had  a  school  bus  to  catch. 


David  and  Sharon  Crawford  found  their  dream  home 
and  needed  to  move  in  before  their  son  Luke's  first  day 
of  school.  But  to  them,  that  presented  a  problem.  After 
all.  doesn't  it  take  several  weeks  to  get  a  mortgage 
loan  approved? 

Actually,  no.  Because  their  lender  used  Fannie  Mae's 
Desktop  Originator'  for  their  loan  application  and  then 
used  Desktop  Underwriter.'  their  loan  was  approved  in 
minutes.  And  they  saved  money,  too.  Which  means  the 
Crawfords  not  only  beat  the  usual  waiting  time  for 
mortgage  approval,  but  they  also  beat  the  school  bell. 
And  became  another  example  of  the  more  than  four 
million  American  home  buyers  who  benefited  last  year 
from  Fannie  Mae's  commitment  to  making  it  easier, 
faster,  and  more  affordable  for  working  families  to  buy 
homes  of  their  own 

&\  FannieMae 

www.fanniemae.com 
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BY  STEPHEN  H.  WILDSTROM 


A  PHOTO- 
DESKTOP 


FRIENDLY 


Sony's  VAIO  Slimtop 
appeals  to  those  who 
are  serious  about 
digital  photography 

It's  pretty  tough  these 
days  for  a  manufacturer 
to  stand  out  in  a  market 
of  cookie-cutter  desktop  com- 
puters. But  that's  not  dis- 
couraging Sony 
Electronics.  Al- 
though it's  a  late- 
comer to  the  in 
dustry,  Sony  is 
managing  to  make 
a  mark  with  high- 
end  desktops  aimed 
at  the  small  but 
growing  number  of 
people  interested  in 
multimedia  production. 

Sony's  latest  effort, 
the  vaio  Slimtop,  is  a 
particularly  intriguing 
sign.  The  Slimtop, 
a  small  desktop 
with  a  flat-panel 
screen,  is  a  mix- 
ture of  laptop  and 
desktop  components.  For  ex- 
ample, the  use  of  desktop 
hard  drives  rather  than  the 
thinner  and  more  rugged 
units  designed  for  laptops 
saves  money  but  keeps  the 
machine  small.  Such  designs 
are  popular  in  Japan  but  have 
not  done  well  outside  of  Asia. 

The  Slimtop  is  just  3% 
inches  wide,  11  in.  high,  and 
13  in.  deep.  The  crisp,  bright 
14.1-in.  LCD  display  is  flanked 
by  decent  built-in  speakers 
and  mounted  on  a  double- 
hinged  arm  that  allows  easy 
positioning  for  comfortable 
viewing.  The  keyboard  is 
equipped  with  a  clever  wrist 
rest  that  unfolds  to  cover  the 
keyboard.  Starting  at  $2,299 
for  the  400-MHz  version,  this 


is  an  attractive  machine  for 
anyone  who  wants  maximum 
desktop  power  in  a  compact 
unit. 

The  Slimtop's  real  attrac- 
tion, though,  is  found  behind 
a  flimsy  door  on  the  front  of 
the  computer.  There  you  will 
find  a  laptop-style  PC  Card 
slot  and  another,  more  mys- 
terious, narrow  slot.  Between 
them,  these  slots  make 


Sony  has  been  struggling 
with  this  problem  for  a  while. 
Its  Mavica  digital  cameras 
rank  among  the  industry's 
best-sellers,  largely  because 
all  you  have  to  do  to  transfer 
an  image  is  pop  a  floppy  disk 
out  of  the  camera  and  stick  it 
in  your  computer.  But  digital 
cameras  are  getting  better  all 
the  time.  You  can  now  get  a 
2  million-pixel  camera  for 
around  $650  and  a  1  million- 
pixel  unit  for  under  $300. 
With  more  pixels,  you  get 
better  images  but  also  big- 
ger files.  The  1.44-megabyte 
floppy  is  a  severe  limitation 
when  the  pictures  ran  half  a 
megabyte. 

The  storage  so-  fc 
lution  adopted  by  0 
most  camera 


tures  so  that  you'd  hJ 
more  than  cryptic  file  nail 
to  use  in  choosing  ami 
them.  But  the  process  isl 
easy  as  the  popular  flop! 
disk  Mavicas. 

It's  too  bad  that  Sonji 
the  latest  evidence  of  I 
consumer  electronics  ina 
try's  inability  to  agreel 
common  formats,  went  \| 
its  proprietary  Memory  Si 
design  instead  of  one  of! 
two  existing  flash  meni 
packages  known  as  Compl 
Flash  and  SmartMedia.  I 
three  are  functionally  equl 
lent  but  use  physically!-, 
compatible  packages,  anA 
cost  about  $50  ftr 
MB.)  But  thel 
Card  slot  col 
to  the  re»; 
by  letting  I 
insert  Sml 


SHUTTERBUG: 

.4  VAIO 

panel  opens 
to  provide 
access  for  a 
photo  >>tei)t- 
onj  stick 


the  Slimtop  an 
ideal  computer  for  people 
who  want  to  get  into  serious 
digital  photography. 
TEDIOUS  CHORE.  One  reason 
digital  cameras  are  not  as 
convenient  as  they  should  be 
is  that  getting  pictures  out 
of  a  camera  and  into  a  com- 
puter for  processing  and 
printing  is  a  tedious  chore. 
The  usual  method  using  a 
serial  cable  can  take  forever, 
especially  with  the  big  files 
generated  by  the  new 
"megapixel"  cameras.  And 
the  image-transfer  software 
that  is  supplied  with  many 
cameras  is  finicky  at  best 
and,  at  worst,  just  doesn't 
work. 


makers  is  removable 
cards  with  4  MB  or  more  of 
flash  memoiy,  a  special  sort 
of  chip  that  retains  its  con- 
tents indefinitely  without 
power.  But  you  still  are  left 
with  the  problem  of  getting 
data  from  these  memory 
cards  into  your  pc. 

The  Slimtop's  mysterious 
slot  lets  you  take  the  memo- 
iy card  out  of  a  camera,  such 
as  Sony's  new  $900  Cyber- 
shot  DSC-F55,  and  pop  it  di- 
rectly into  the  computer, 
where  it  appears  on  your 
desktop  as  though  it  were  an- 
other disk  drive.  The  soft- 
ware could  be  better,  by  gen- 
erating, for  example, 
thumbnail  images  of  the  pic- 


pactFlash  q 
using  a 
adapter.  It 
•  *     most  as  easy  as 
Memoiy  Stick,  and 
can  load  the  images 
faster  than  with  the 
reader  adapters  sold  for 
ventional  desktops. 

MAINSTREAM.    One  CUI 

omission  from  the  Slimti 
a  high-speed  conne 
called  Fire  Wire  by  it 
ventor,  Apple  Comp 
and  I. link  by  Sony. 
nk  is  ideal  for  ge 
video  from  digital 
corders,  such  as  Sony's 
Digitals  Handycams, 
computers  for  editing, 
puts  the  ports  on  most 
desktop  and  laptop  con 
ers  and  plans  to  add  the 
future  Slimtop  models,  \ 
are  otherwise  well-suite 
editing. 

Image  editing  still  is 
mainstream  computing 
ity,  but  it  could  well  be 
one  as  the  use  of  digital 
eras  explodes.  Sony 
helped  to  pioneer  the  pr 
tion  of  digital  cameras  fc 
mass  market,  and,  as  thi 
chine  shows,  the  com 
certainly  understands 
sumer  electronics.  I  thir 
on  to  something. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@busmessweek.com  or  fax  (202)  383-2125 
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IE  TRASHING 
? AL  GORE 


ice-President  Al  Gore  is  a  bundle 
of  contradictions.  In  private,  he 
can  be  loose  and  disaimingly  fun- 
it  in  front  of  the  cameras,  as 
me  knows,  he's  stiff  and  often 
lly  preachy.  He  built  a  nearly 
>s  reputation  as  an  ethical  "Mr. 

2  but  he  engaged  in  questionable 
aising  activities  at  a  Buddhist 

and  inside  the  White  House.  He 
in  for  national  office  as  a  New 
:rat  moderate,  yet  he  compiled  a 
.lly  liberal  voting  record  in  Con- 
He  has  been  perhaps  the  most 
5ul  Vice-President  in  history,  yet 
Americans  seem  hesitant  to  pro- 
lim  to  the  top  job. 
i  should  be  the  stuff  of  first-rate 
il  biography.  And  with  the  2000 
n  nearing,  publishers  are  rushing 
their  Gore  bios  on  the  market, 
■st  out  of  the  gate:  Regnery  Pub- 
Inc,  known  for  its  conservatism 
nalent  anti-Clintonism. 
|  A  Political  Life,  by  former  abc 
correspondent  Bob  Zelnick,  pro- 
tmple  evidence  to  rebut  the  theo- 
t  the  media  are  unadulteratedly 
Zelnick  throws  enough  right  jabs 
^ht  hooks  at  the  Vice-President  in 
urse  of  the  book's  384  pages  to 
Mike  Tyson  proud.  He  calls  Gore 
dronmental  extremist,  a  control 
and  a  child  of  privilege  who  has 
his  entire  life  working  either  for 
vernment  or  a  newspaper.  Zel- 
Gore  specializes  in  "stiff-necked 
cension"  and,  particularly  on  mat- 
f  the  environment  and  race,  re- 
;o  "arrogant  demagoguery  mas- 
ling  as  principle." 
*h  talk.  Unfortunately,  the  book  is 
Dpinionated  than  it  is  revealing, 
are  few  new  disclosures — the 

3  what  is  known  in  journalism  as 
i  job."  Just  about  every  expose 
mblished  about  Gore  seems  to 
a  cameo  appearance.  It  is  diffi- 


cult to  tell  how  much  independent  re- 
porting Zelnick  did  because  he  borrows 
quotations  liberally,  often  without  attri- 
bution. The  book  has  no  footnotes  or 
bibliography.  Occasionally,  he  writes  that 
sources  "told  the  author"  something  or 
other.  One  can  only  assume  that  most  of 
Zelnick's  quotes  do  not  come  from  his 
own  reporting. 

While  Regnery  has  won  the  publicity 
war  by  rushing  Zelnick's  book  into  print, 
the  publisher  pays  a  price  for  being 
first.  The  book  contains  numerous  fac- 
tual errors.  House  Minority 
Leader  Richard  A.  Gephardt 
is  described  as  a  onetime 
Speaker.  Although  he  covets 
that  position,  he  has  never 
held  it.  The  Gallup  Poll  is 
called  "Gallop."  Former  Sen- 
ator Harris  L.  Wofford  of 
Pennsylvania  is  renamed 
"Harrison."  Gore  media  guru 
Bob  Squier,  former  Senator 
Alfonse  M.  D'Amato,  Under 
Secretary  of  State  Stuart  E. 
Eizenstat,  and  Clinton  "bim- 
bo eruptions"  specialist  Betsey  Wright, 
among  others,  have  their  names  mis- 
spelled. 

The  heart  of  Zelnick's  book  is  Gore's 
environmental  philosophy.  Zelnick  right- 
ly points  out  some  of  Gore's  rhetorical 
excesses:  his  invoking  the  Holocaust  re- 
peatedly in  discussions  of  environmental 
challenges  and  Ms  likening  of  humankind 
to  a  "dysfunctional  family"  on  green  is- 
sues. In  a  harsh  analysis,  Zelnick  com- 
pares Gore's  attempts  to  discredit  his 
ideological  foes  to  the  Inquisition  and 
Stalin's  reign  of  terror.  Unfortunately,  in 
trying  to  demonstrate  Gore's  alleged 
extremism,  Zelnick  becomes  as  dogmat- 
ic as  he  accuses  Gore  of  being.  A  bal- 
anced approach  would  have  been  far 
more  useful. 

Zelnick's  political  analysis  suffers 
graver  flaws.  There  are  several  inex- 


plicable bloopers  that  make  a  knowl- 
edgeable reader  question  the  author's 
political  savvy.  In  addition  to  Gephardt's 
phantom  Speakership,  Zelnick  mixes  up 
the  dates  of  the  critical  Michigan  and 
Illinois  Democratic  showdowns  in  1988 — 
something  that  any  sophisticated  analyst 
would  know. 

Even  worse,  he  asserts  that,  after 
the  electoral  debacle  of  1994,  "many 
wondered  whether  Gore  should  chal- 
lenge Clinton  for  the  Presidency  in 
1996 . . . ."  That's  far-fetched.  There  was 
never  a  serious  drive  to  persuade  the 
loyal  No.  2  to  overthrow  his  boss,  the 
President. 

Despite  these  shortcomings,  there's 
value  in  Zelnick's  book.  His  description 
of  Gore's  childhood,  Harvard  University 
experience,  military  service,  and  work 
as  a  daily-newspaper  reporter  are  in- 
teresting and — while  usually  reaching 
the  most  negative  conclusion  about 
Gore's  motives — contain  enough  infor- 
mation for  less  biased  readers  to  draw 
their  own. 

Zelnick  also  has  dug  up  a 
number  of  past  Gore  utter- 
ances from  his  failed  1988 
Presidential  campaign  that 
could  come  back  to  haunt 
the  Democratic  front-runner 
in  2000.  Among  them:  Gore's 
description  of  the  Veep's  job 
as  "a  political  dead  end"  and 
his  verbal  trashing  of  Iowa, 
the  state  that  holds  the  na- 
tion's first  Presidential  cau- 
cus. Zelnick's  work  will  be 
invaluable  for  anti-Gore  "opposition  re- 
searchers" in  2000. 

The  author  is  at  his  best  when  de- 
scribing military  subjects.  Clearly,  this 
foiTner  Pentagon  correspondent  and  So- 
viet specialist  knows  what  he's  talking 
about  when  it  comes  to  weapons  and 
international  relations.  His  uncharacter- 
istically evenhanded  section  on  Gore's 
support  for  the  Persian  Gulf  War  is  par- 
ticularly compelling. 

At  his  best,  Zelnick  is  like  a  wood- 
pecker drilling  away  at  Gore's  carefully 
crafted  reputation  for  moderation  and 
integrity.  Conservatives  will  love  this 
book.  Others  might  be  better  advised  to 
wait  for  some  of  the  later  entries  in  the 
Gore  bio  sweepstakes. 

BY  RICHARD  S.  DUNHAM 
Dunham  covers  the  White  House  for 
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Economic  Viewpoint 


BY  GARY  S.  BECKER 


GUESS  WHAT? 

WELFARE  REFORM  WORKS 


BIG  BOOST: 

The  1996  law- 
has  both  cut 
the  number  of 
recipients  and 
improved 
the  economic 
situation  of 
single-parent 
families 


Gary  S.  Becker,  the  1992  Nobel 
laureate,  teaches  at  the  University 
of  Chicago  and  is  a  Fellow  of  the 
Hoover  Institution 


The  welfare  reform  act  of  1996  is  one  of 
the  most  revolutionary  pieces  of  legis- 
lation since  the  welfare  state  began 
half  a  century  ago.  Contrary  to  the  predic- 
tions of  many  skeptics,  this  law  has  been  re- 
markably successful — helped,  to  be  sure,  by 
the  strong  economy  of  the  past  several  years. 

The  success  of  earlier  reforms  by  a  few 
states  led  to  a  bipartisan  effort  by  a  Repub- 
lican Congress  and  President  Clinton  to  "end 
welfare  as  we  know  it"  by  forcing  recipients 
in  all  states  to  look  for  work.  The  1996  law 
limits  families  to  two  years  of  welfare  income 
during  any  one  spell  and  caps  the  total  time 
on  welfare  over  a  mother's  lifetime  at  five 
years. 

The  number  of  recipients  rose  sharply  from 
the  early  1960s,  to  a  peak  in  1993,  when  over 
4  million  American  families  were  on  welfare. 
In  that  year,  an  incredible  1  million  residents 
of  New  York  City  alone  were  receiving  wel- 
fare, up  from  250,000  in  1960. 

Wisconsin,  Massachusetts,  New  Jersey,  and 
a  few  other  states  decided  in  the  late  1980s 
that  this  upward  trend  in  welfare  was  unac- 
ceptable and  could  be  reversed.  They  intro- 
duced reforms  that  discouraged  women  from 
having  children  while  on  welfare.  More  im- 
portant, they  dropped  the  assumption  that 
most  women  on  welfare  are  not  capable  of 
getting  and  holding  jobs,  and  put  pressure 
on  them  to  find  employment  to  help  support 
their  families. 

pioneers.  These  states  managed  to  cut  their 
welfare  populations  while  at  the  same  time 
improving  the  economic  situation  of  single- 
parent  families.  Recently,  a  careful  evalua- 
tion of  the  Massachusetts  reforms  by  econo- 
mists M.  Anne  Hill  and  Thomas  J.  Main  of 
the  City  University  of  New  York  concluded 
that  they  not  only  greatly  reduced  that  state's 
welfare  caseload  but  also  encouraged  more 
young  women  to  finish  high  school  and  sharp- 
en their  economic  skills. 

What  worked  in  Massachusetts  and  other 
pioneering  states  was  applicable  throughout 
the  nation,  but  the  reassessment  of  federal 
welfare  policy  was  opposed  by  many  intel- 
lectuals. Some  members  of  President  Clin- 
ton's team  quit  after  the  1996  federal  law, 
over  what  they  considered  a  betrayal  of  the 
welfare  state.  They  argued  that  most  women 
forced  off  welfare  would  become  homeless 
or  destitute,  since  they  supposedly  are  too 
mentally  or  physically  handicapped  or  lacking 


in  requisite  skills  to  obtain  and  hold  } 

However,  this  law  has  been  highly 
cessful  in  reversing  the  large  growth  in 
number  of  welfare  recipients  in  the  U.  S. ' 
mothers  forced  off  welfare  found  work 
provide  financial  support  for  their  childn 

Certainly,  the  huge  decline — by  over  4( 
in  the  number  of  single  mothers  on  we] 
from  the  1993  peak  is  partly  due  to  the  bi 
ing  economy  of  the  past  seven  years.  Ho1 
er,  most  of  this  decline  took  place  in  the 
years  after  passage  of  the  1996  act.  The  s 
of  Massachusetts'  experience  cited  earlier 
firms  the  importance  of  the  new  approai 
welfare,  since  the  authors'  research  attribj 
more  than  one-third  of  the  decline  in  i 
state's  welfare  rolls  since  1995  to  the  refa 
and  not  simply  to  its  buoyant  economy.  g 
GOOD  TIMES.  The  federal  law  recognizes  s 
the  number  of  families  in  need  of  assist! 
always  rises  sharply  during  bad  econij 
times.  This  is  why  each  welfare  spell  i! 
lowed  to  last  up  to  two  years,  and  mot| 
with  dependant  children  can  have  mul 
spells,  up  to  a  total  of  five  years  over 
lifetimes.  It  further  acknowledges  that 
women  are  handicapped  and  unable  to  v 
What  it  aims  to  discourage  is  the  attracts 
welfare  to  able-bodied  women  during 
times  when  jobs  are  available. 

The  act  also  recognizes  that  many 
working  mothers  will  not  earn  enough  to 
vide  a  decent  standard  of  living  for  their 
ilies.  Children  of  unmarried  working  n 
ers  continue  to  be  eligible  for  Medicaid 
food  stamps,  and  they  benefit  from 
eained-income  tax  credit  that  is  available 
to  poorer  working  parents  with  children 

One  of  the  most  important,  if  harde 
document,  gains  from  taking  families  off 
fare  is  their  greater  self-respect  when 
provide  for  themselves.  Mothers  on  we 
convey  the  impression  to  their  children  tit 
is  normal  to  live  off  government  handjt 
In  such  an  environment,  it  is  difficult  forhi 
dren  to  place  a  high  value  on  doing  wi  i 
school  and  preparing  for  work  by  seekinjoi 
training  on  jobs  and  in  schools. 

Welfare  reform  has  been  a  resoundingU' 
cess  in  inducing  unmarried  mothers  toil 
jobs.  This  revolutionary  approach  to  welf;? 
based  on  the  appreciation  that  the  vast™ 
jority  of  families  do  much  better  when  t?ai 
ed  as  responsible  adults  and  offered  effeiv 
incentives  to  help  themselves. 
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Economic  Trends 


BY  GENE  KORETZ 

WHY  THE  DOLLAR 
WON'T  TANK 

Foreign  cash  is  fueling  investment 

If  the  financial  crises  that  hit  Asia  and 
Latin  America  in  recent  years  demon- 
strate anything,  it's  the  fickleness  of  in- 
ternational investors  and  the  ability  of 
shifting  hot-money  flows  to  undermine 
seemingly  sound  economies.  Now.  some 
Cassandras  are  wondering  whether  it 
j  could  happen  in  the  U.  S.  The  reason:  a 
J  surging  current-account  deficit  that's 
I  headed  for  uncharted  waters. 

With  America's  exports  battered  by 
|  sluggishness  and  recessions  overseas 
j  and  with  imports  swollen  by  higher  oil 
I  prices  and  a  growing  influx  of  low-price 

AMERICA'S  DEEPENING 
CURRENT-ACCOUNT  DEFICIT 


BALANCE-OF-TRAOE 
AND  INVESTMENT 
INCOME  FLOWS 
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A  PERCENT  Of  GROSS  DOMESTIC  PRODUCT  EST. 
DATA.  COMMERCE  DEPT.  IP.  MORGAN 

foreign  goods,  the  trade  deficit  in  goods 
and  services  will  soar  some  $86  billion 
during  1999.  estimate  economists  at  J.  P. 
Morgan.  And  that's  not  counting  a  pro- 
jected 814  billion  increase  in  the  bill  the 
U.  S.  is  paying  to  service  its  mounting 
international  debt. 

All  told,  this  year's  current-account 
deficit  could  hit  $350  billion,  or  3.9^ 
of  gross  domestic  product — above  the 
record  level  it  reached  in  the  mid-1980s 
just  before  the  dollar  began  its  dra- 
matic plunge.  If  investors  decide 
they've  had  enough  and  the  dollar 
tanks.  U.  S.  interest  rates  could  take 
off.  ending  the  bull  market  and  imper- 
iling the  expansion  itself. 

The  good  news  is  that  most  econo- 
mists don't  see  this  as  a  near-term  threat 
And  the  reason  has  to  do  with  the  in- 
trinsic health  of  the  U.  S.  economy. 

While  current-account  deficits  always 
reflect  a  gap  between  domestic  savings 
and  domestic  investment,  economist 
Michael  Gregory  of  Lehman  Brothers 
points  out  that,  in  the  1980s,  invest- 
ment was  actually  falling  as  a  share  of 


GDP.  Driven  by  an  exploding  federal 
deficit,  national  savings  were  simply 
falling  faster,  and  capital  inflows  were 
needed  to  fill  the  void. 

By  contrast,  in  the  1990s,  he  notes, 
the  U.  S.  has  enjoyed  rising  rates  of 
both  investment  and  national  savings. 
With  the  federal  budget  moving  into 
surplus,  much  of  the  money  pouring  into 
the  U.  S.  has  been  helping  to  finance  a 
high-tech  investment  boom.  And  since 
this  enhances  productivity  and  growth, 
it  should  make  it  easier  for  the  nation  to 
service  its  foreign  debt. 

Two  other  trends  underscore  the 
point:  One  is  that  capital  goods  have 
accounted  for  about  60^  of  the  growth 
in  imports  over  the  past  five  years.  An- 
other is  that  a  rising  share  of  capital  in- 
flows have  taken  the  form  of  foreign 
direct  investment  in  U.  S.  business  op- 
erations. Indeed.  Joseph  Quinlan  of  Mor- 
gan Stanley  Dean  Witter  notes  that 
such  investment  last  year  came  to  a 
record  S193  billion — enough  to  cover 
83^  of  the  current-account  shortfall. 

The  bottom  line  is  that  there's  prob- 
ably a  lot  more  patient  capital  out  there 
than  some  think  Foreigners  know  that, 
for  the  time  being,  a  relatively  strong 
dollar  and  large  trade  deficit  are  needed 
to  help  ailing  economies  overseas.  And 
they  also  know  that  their  capital  is  be- 
ing put  to  good  use  in  an  essentially 
healthv  U.  S.  economv. 


KEEPING  A  LID  ON 
PAY  INEQUALITY 

Canadians  have  narrowed  the  gap 

It's  a  development  that  has  long  puz- 
zled economists.  The  Canadian  and 
U.  S.  economies  are  highly  integrated 
and  have  been  subject  to  the  same 
forces  of  globalization,  increased  com- 
petition, and  shifting  technology.  Yet 
pay  and  income  inequality  has  risen 
sharply  in  the  U.  S.  but  has  remained 
relatively  subdued  in  Canada.  What  ac- 
counts for  these  diverging  trends? 

A  study  by  economists  Kevin  M.  Mur- 
phy of  the  University  of  Chicago.  W. 
Craig  Riddell  of  the  University  of  British 
Columbia,  and  Paul  M.  Romer  of  Stan- 
ford University  provides  a  possible  an- 
swer. In  both  economies,  they  find  that 
technological  change  has  been  raising  job 
skill  requirements  and  thus  putting  up- 
ward pressure  on  the  wages  of  well-ed- 
ucated workers — and  downward  pres- 
sure on  the  pay  of  the  less  educated. 

But  whereas  in  the  U.  S.  the  ratio  of 
the  earnings  of  college  graduates  to  • 


those  of  high  school  grads  rose  shj 
to  180%,  between  1980  and  1994.  : 
tually  declined  slightly,  to  157*5 
Canada  during  the  same  period, 
explanation  is  related  to  Canada's  m 
aggressive  efforts  to  foster  post 
ondary  school  education. 

Provincial  governments  have  not 
kept  college  tuition  much  lower  thai 
the  U.  S..  says  Riddell,  but  have 
provided  extra  funding  for  expan 
enrollments.  Thus,  the  share  of 
school  grads  who  go  on  to  earn  co' 
degrees  in  Canada  has  exceeded 
in  the  U.  S.  in  recent  decades. 

This  has  narrowed  the  pay  gaj 
two  ways:  by  increasing  the  suppl; 
skilled  workers  relative  to  demand 
thus  tempering  their  wage  premiun 
and  by  simultaneously  reducing  the 
ply  of  less-educated  workers  and 
easing  downward  pressure  on  their 


MBAs  GET  MORE 
SATISFACTION 

And  a  select  group  earns  big  bu 

What  are  the  benefits  of  an 
A  1998  survey  sponsored  by 
Graduate  Management  Admission  C 
cfl  provides  some  interesting  answ 
The  researchers  surveyed  a  samp 
recent  B-school  alums  some  four  y 
after  graduation.  The  respondents 
divided  into  three  groups  accordin 
schools  they  had  attended:  top-r 
highly  competitive  schools  with 
gent  admissions  criteria:  competitiv< 
somewhat  less  selective  schools;  anc 
competitive  schools. 

Predictably,  graduates  of  the 
schools  were  garnering  the  highest 
dian  earnings — S96.000  a  year, 
$52,000  and  £45.000  for  the  other 
groups.  They  also 
had  more  manage- 
ment responsibili- 
ty and  were  hap- 
pier with  their 
promotion  chances. 

But  the  surprise 
was  that  all  three 
groups  of  B-school 
grads.  regardless  of 
their  relative  pay 
and  opportunities 
for  advancement, 
reported  quite  high 
levels  of  satisfac- 
tion with  both  their 
current  jobs  and 
their  current  pay.  Job  satisfactil 
seems,  is  relative  to  one's  expectatl 
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ENT  CHANGE  FROM  A  YEAR  AGO 
\:  LABOR  OEPT ,  BUSINESS  WEEK 


Just  how  tight  are  the  labor 
markets?  The  unemployment 
vould  seem  to  say:  "Very  tight."  In  May,  the  rate 
!  up  to  4.3%,  just  a  notch  above  April's  29-year  low 
%.  But  this  gauge  does  not  tell  the  whole  story. 
•  data  hint  that  the  labor  markets  may  be  looser 
the  rate  suggests.  In  particular,  superb  productiv- 
pns  mean  that  companies  can  raise  their  output 
ut  adding  workers.  And  most  important,  despite 
low  joblessness,  wages  are  growing  more  slowly. 

For  the  rest  of  1999,  labor- 
market  conditions  will  be  crit- 
ical to  the  future  of  consumer 
spending,  inflation,  corporate 
profits — and  especially  Feder- 
al Reserve  policy.  Modest 
gains  in  labor  costs  that  can 
be  offset  by  rising  productivi- 
ty will  hold  down  inflation  and 
keep  the  expansion  going.  In  a 
low-cost  environment,  compa- 
nies will  be  able  to  lift  profits 
ut  raising  prices.  And  in  turn,  tame  inflation  will 
id  household  buying  even  if  nominal  pay  raises 
smaller.  That's  important  because  consumers  will 
e  linchpin  of  U.  S.  output  growth  this  year, 
leral  Reserve  Chairman  Alan  Greenspan  offered 
xplanation  for  the  wage  slowdown  in  a  May  6 
h  in  Chicago.  Greenspan  believes  low  inflation 
een  a  self-reinforcing  process,  because  it  has  al- 
expectations:  "Workers,"  he  said,  "no  longer  be- 
large  gains  in  nominal  wages  are  needed  to  reap 
ctable  increases  in  real  wages."  He  also  pointed  to 
tctivity  gains  and  continued  job  jitters. 

INSPAN  DID  NOTE  that  the  pool  of  available 
srs  was  shrinking  and  warned  that  "worker  de- 
n  constitutes  a  critical  upside  risk  to  the  inflation 
)k  because  it  presumably  cannot  continue  without 
ually  putting  increasing  pressure  on  labor  markets 
n  costs."  He  admitted,  however,  that  it  cannot  be 
d  "with  precision"  when  the  labor  pool  becomes  so 
ed  that  wages  and  prices  will  rise, 
d  so  far,  that  scenario  is  nowhere  in  the  outlook. 
Vpril  employment  report  showed  that  job  growth 
lealthy  in  all  sectors  except  manufacturing  (chart) 
hat  wage  growth  had  slowed  further.  Total  non- 
jobs  rose  234,000  last  month,  following  an  average 


of  186,000  in  the  first  quarter.  Manufacturing,  however, 
let  go  of  an  additional  29,000  workers. 

The  problems  in  the  factory  sector,  mostly  related  to 
weak  exports  and  import  competition,  have  retarded  job 
growth  tremendously.  Total  nonfarm  payrolls  rose  2.1% 
in  the  12  months  ended  in  April,  down  from  a  2.6% 
pace  a  year  earlier.  But  exclude  manufacturing  jobs,  and 
payroll  growth  remains  at  a  solid  3%. 

The  layoffs  in  manufacturing  explain  some  of  the 
slowdown  in  wage  growth,  but  not  all.  Factory  jobs 
tend  to  pay  more  than  the  average  service  wage,  so  the 
loss  of  those  jobs  holds  down  overall  average  pay 
gains.  However,  pay  raises  are  also  shrinking  in  the  ser- 
vice sector,  which  hired  253,000  new  workers  last 
month. 

In  April,  overall  hourly  pay  rose  just  0.2%  for  the 
third  consecutive  month,  to  $13.11.  Wages  are  up  just 
3.2%  over  the  past  year,  down  from  last  April's  4.4% 
pace,  which  was  the  high  for  this  expansion.  Factory 
wage  growth  has  slowed  from  2.8%  to  2.5%,  while  ser- 
vice pay  increased  3.5%,  a  sharp  deceleration  from  its 
4.9%  yearly  gain  in  April,  1998. 

GIVEN  THE  SOLID  GROWTH  in  service  jobs,  it  is  re- 
markable that  service  companies  are  not  bidding  up 
wages  faster.  The  explanation  may  be  that,  the  low 
unemployment  rate  notwithstanding,  the  demand  for  la- 
bor across  the  entire  economy  may  be  easing  and  the 
supply  is  rising. 

How  so?  First  of  all,  the 
loss  of  407,000  factory  jobs    THE  WORKWEEK  IS  DOWN 
during  the  past  year  creates  a     FROM  ITS  RECENT  PEAK 
fresh  supply  of  workers  for 
the  service  sector.  Second,  the 
labor  force  is  increasing  at  a 
faster  rate.  Yearly  growth  in 
the  labor  force  had  slowed  to 
less  than  1%  by  last  summer, 
but  the  April  pace  was  back 
up  to   1.4%,   which   means     a  hours,  three-month  moving  average 
about  77,000  additional  people        data  ubor  dept  .  business  week 
looking  for  work  each  month.  The  perception  that  jobs 
are  easy  to  get  may  be  encouraging  more  people  to  join 
the  workforce.  Immigrants  are  also  expanding  the  labor 
pool,  as  is  welfare  reform. 

Third,  the  average  workweek  has  leveled  off  (chart). 
Companies  in  need  of  labor  typically  extend  the  hours 
of  their  existing  workers  to  meet  that  demand.  Since 
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mid-1998,  however,  the  workweek  has  stayed  around 
34.5  hours,  down  from  an  expansion  high  of  34.8  hours 
in  January,  1998.  Some  of  that  decline  reflects  a  half- 
hour  cut  in  the  manufacturing  workweek,  to  41.7  hours 
in  April.  But  the  service-sector  workweek  in  April 
was  the  same  32.9  hours  it  was  a  year  ago.  If  service 
companies  needed  production  workers  so  badly,  hours 
should  be  growing. 

In  an  effort  to  hold  down  labor  costs,  though,  com- 
panies are  using  more  part-time  and  contingent  work- 
ers to  match  labor  demands  more  closely  with  changing 
output  levels.  That  strategy  not  only  lowers  a  business' 
total  bill  for  wages  and  benefits  but  also  boosts  each 
worker's  productivity.  And  productivity  increases  appear 
to  be  the  main  way  many  businesses  are  reducing 
their  demand  for  workers. 

AS  GREENSPAN  POINTED  OUT,  businesses  are  in 
vesting  in  more  high-tech  capital  equipment  in  order  to 
replace  labor.  Of  course,  this  trend  is  not  new.  For 
years,  automated  teller  machines  have  replaced  bank 
tellers,  computers  have  subbed  for  phone  operators, 
and  accounting  software  has  cut  the  need  for  book- 
keepers. But  the  continued  boom  in  capital  spending  is 
a  key  reason  why  productivity  has  soared  in  line  with 
the  recent  surge  in  domestic  demand. 

Output  per  hour  worked  in  the  nonfarm  business 
sector  grew  at  a  stunning  4%  annual  rate  in  the  first 
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PRODUCTIVITY  GAINS 
ARE  CUTTING  COSTS  j 

NONFARM  INDUSTRIES 

I  PRODUCTIVITY  ■  UNIT  LABOR  COS"! 


quarter,  after  a  4.3%  advance  in  the  fourth.  The  ell 
ciency  gain  offset  almost  all  of  the  growth  in  homj 
compensation.  As  a  result,  unit  labor  costs  rose 
just  a  0.3%  annual  pace  last  quarter,  after  falling  0/ 
in  the  fourth  (chart).  For  the  year  ended  in  the  ft 
quarter,  nonfarm  productivity  was  up  an  impressi 
2.7%,  while  unit  labor  costs  rose  just  1.3%. 

The  sharp  slowdown  in  unit 
labor  costs  may  partly  explain 
why  first-quarter  profits 
perked  up,  after  a  disappoint- 
ing showing  in  1998.  In  addi- 
tion, strong  domestic  demand 
last  quarter  brought  in  solid 
revenue  gains.  However,  since 
pricing  power  remains  weak, 
profits  margins  are  still  un- 
der pressure. 

To  shore  up  their  bottom 
lines  further,  companies  will  continue  to  look  for  wil 
to  increase  productivity  and  cut  the  growth  in  unitf 
bor  costs.  Greenspan  may  have  warned  that  acceleil 
ing  productivity  "cannot  have  changed  the  law  of  s| 
ply  and  demand"  in  the  labor  markets,  but  for  now! 
least,  businesses  seem  to  be  bending  the  law.  An<| 
they  succeed  in  holding  down  their  labor  costs  J 
prices  for  the  rest  of  this  year,  the  Fed  will  be  happji 
sit  tight  in  1999. 
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NO  PICKUP  IN  TEMPO  FOR  A  WHILE  YET 


Ttaly  has  been  the  euro  zone's 
JL growth  laggard  for  three  years, 
and  hopes  for  any  acceleration 
may  have  to  wait  yet  another  year. 
Growth  in  1999  may  not  even 
match  last  year's  1.4%  pace,  al- 
though faster  growth 
should  show  up  in  the 
second  half,  as  the 
three-percentage-point 
drop  in  interest  rates 
since  mid- 1997  and  a 
firmer  global  economy 
lift  demand. 

Protracted  global 
weakness  has  hit 
Italy's  exports  hard 
(chart).  Its  non-Euro- 
pean Union  trade  surplus  fell  to 
2.1  trillion  lire  ($1.16  billion)  in 
March,  less  than  half  the  year-ago 
level.  First-quarter  non-EU  exports 
are  down  14%  from  a  year  ago,  led 
by  a  34%  plunge  in  shipments  to 


WHERE  ITALY'S  ECONOMY 
IS  TAKING  A  RIG  HIT 
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the  Mercosur  countries  in  Latin 
America  and  a  13%  falloff  to 
Southeast  Asia.  Imports  are  also 
down,  although  all  the  weakness  is 
in  intermediate  goods  due  for  fur- 
ther processing,  which  again  re- 
flects sagging  exports. 

The  government 
also  estimates  that 
declining  tourism  rev- 
enues, the  result  of 
the  Balkan  war,  will 
cut  0.2  percentage 
points  from  its  1.5% 
growth  forecast  for 
1999,  and  that  does 
not  include  the  impact 
of  declining  exports  to 
the  Balkans  and  Central  Europe. 
But  if  stabilization  abroad  contin- 
ues, trade  should  become  a  plus 
for  growth  by  yearend. 

Domestic  demand  may  already 
be  turning  the  corner.  So  far,  the 


lift  from  past  rate  cuts  has  been 
small,  partly  because  many  Itali; 
households  keep  their  savings  in 
short-term  assets,  which  suffer 
rates  fall.  But  recently,  car  regi 
trations,  although  down  5.4%  in 
April  from  a  year  ago,  have 
firmed  up  this  year.  And  while 
concern  over  the  war  pushed 
April  consumer  confidence  down 
to  the  lowest  level  since  Decem- 
ber, 1997,  buying  intentions  are 
strengthening.  Housing  is  also 
for  a  pickup.  Loans  for  home  bi; 
ing  are  accelerating,  and  the  go 
ernment  is  offering  tax  breaks  i 
homebuilding. 

As  overall  demand  picks  up,  1 
slumping  industrial  sector,  whei 
orders  and  business  confidence 
main  weak,  will  do  the  same.  B; 
2000,  most  private  analysts  loo* 
for  Italian  economic  growth  to 
celerate  to  about  2.5%. 
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You  are  if  they  don't  have  a 
retirement-only  strategy. 


plan  ahead. 


Most  mutual  funds  lump 
investors  together  whether  they'n 
saving  long-term  for  retirement 
or  short-term  for  a  car.  But  the 
Principal  Financial  Group'  takes 
a  different  approach.  When  your 
company's  plan  invests  with  The 
Principal®,  you  can  choose  options 
that  focus  only  on  retirement 
plan  money-and  nothing  else. 
This  investment  strategy,  backed 
by  over  a  century  of  financial 
expertise,  recently  resulted  in 
The  Principal  family  of  pension 
accounts  outperforming  all 
fund  families  in  a  commissioned 
study  by  Lipper 
Analytical  Service  * 
Combine  this 
with  our  low  fees,  out- 
standing guaranteed  service 
and  an  impressive  array  of 
investment  options  and  you've 
got  one  of  the  best  values  in 
retirement  planning.  No  wonder 
more  employers  choose  us  for 
their  401  (k)  plans  than  any  bank 
mutual  fund,  or  insurance  com- 
pany!. For  more  information, 
call  1-800-255-6613.  Then  tell 
your  current  provider,  checkmate. 
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Plan  Ahead.  Get  Ahead! 


Financial 
Group 


)  and  Pension  •  Securities  •  PPO  •  Home  Mortgages  •  Life  Health,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Rinds 

'98  Principal  Life  Insurance  Company.  Des  Moines,  1A  50392  *From  a  study  ot  leading  mutual  fund  families  by  Upper  Analytical  Service  commissioned  by 
incipal  Results  based  on  a  5-year  track  record  through  12/31/97,  using  Upper's  criteria  as  applied  by  The  Principal  for  their  separate  accounts  as  a  family 
Hp  magazine,  April/May  1998,  Senior  Financial  Executive  Ranking  Products  and  services  offered  through  Principal  Life  Insurance  Company  (  The  Principal), 
its  subsidiaries  and  affiliates  Mutual  funds  and  securities  distributed  through  Princor  Financial  Services  Corporation  (member  SIPC) 
Securities  and  health  care  products  not  available  in  all  states 


www.principal.com 


News:  Analysis  &  Commentary 


Larry  Summers, 
named  to  succeed 
Rubin  as  Treasury 
boss,  is  no  clone 

When  finance  ministers  from 
21  nations  gather  in 
Malaysia  on  May  15  for  an 
Asian-Pacific  Economic  Co- 
operation (apec)  powwow, 
they'll  be  welcoming  a  new  member  of 
the  club:  U.  S.  Treasury  Secretary-des- 
ignate Lawrence  H.  Summers.  Treasury 
chief  Robert  E.  Rubin,  who  announced 
his  long-expected  resignation  on  May 
12,  had  already  passed  up  the  trip  in  fa- 
vor of  his  No.  2.  Now,  the  meeting  will 
serve  as  Summers'  coming-out  party  as 
the  Treasury's  new  boss.  But  the  chang- 
ing of  the  guard  won't  stir  a  ripple  of 
concern  at  APEC.  "We  talk  about  Rubin 
and  Summers  in  one  breath,"  says  a 
top  Japanese  government  official. 

Judging  from  the  reaction  to  Rubin's 
resignation,  that  goes  for  Washington, 
Wall  Street,  and  the  rest  of  the  world, 
too.  In  many  key  respects,  Summers, 
44,  a  former  Harvard  and  World  Bank 
economist,  is  a  philosophical  soul  mate  of 
Rubin,  60,  the  fomier  Goldman,  Sachs  & 
Co.  co-chairman.  Both  are  fiscal  conser- 
vatives and  free-market  international- 
ists who  get  along  famously  with  Fed- 
eral Reserve  Chairman  Alan  Greenspan. 
SMOOTH  TRANSITION.  Summers,  who 
was  swiftly  nominated  by  President 
Clinton  to  succeed  Rubin  when  he  de- 
parts on  July  4,  has  pledged  to  follow 
the  circumspect  course  his  boss  has  set 
at  Treasury  since  1995.  Another  sign 
that  Treasury  is  unlikely  to  alter  direc- 
tion: Clinton  nominated  Stuart  E.  Eizen- 
stat,  a  seasoned  Beltway  insider  and 
now  Under  Secretary  of  State  for  eco- 
nomic affairs,  to  replace  Summers  as 
Deputy  Treasury  Secretary. 

Senate  Republicans  indicated  a 
smooth  confirmation  for  the  new  team, 
and  the  markets  reacted  calmly.  After 
an  initial  plunge,  the  Dow  Jones  Indus- 
trial Average  closed  down  a  mere  26 
points  on  May  12,  and  Treasury  prices 
actually  staged  a  slight  rally.  "Wall 
Street  has  a  tremendous  amount  of  con- 
fidence in  Lairy  Summers,"  explained 
Morgan  Stanley  Dean  Witter  President 
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businessweek.com  or  AOL:  Keyword:  BW 


IT 
S 
Tl 


John  J.  Mack.  "One  of  Rubin's  final 
achievements  is  a  smooth  succession." 

But  what  happens  after  that?  De- 
spite all  they  have  in  common,  Rubin 
and  Summers  differ  in  significant  ways. 
The  incoming  Secretary  instinctively  fa- 
vors bold  solutions  to  issues  such  as  re- 
forming the  tax  code,  overhauling  Social 
Security,  or  fixing  the  global  financial 
system.  Rubin,  by  contrast,  distrusts 
big  changes.  "Bob  likes  to  play  the  role 
of  the  ceo  sounding  board,  while  Lairy's 
style  is  to  be  the  new-idea  generator," 
says  Gene  Sperling,  economic  policy  co- 
ordinator at  the  White  House. 

That  could  mean  a  more  activist 


Treasury.  "The  key  tenets  of  Rubil 
are  caution,  credibility,  and  careftB 
sessment  of  the  probabilities,"  noteB 
Treasury  Undersecretary  David  A.1 
ton.  "Larry's  strength  is  conceptual! 
creativity,  and  action.  They've  le» 
from  each  other." 

The  duo's  give-and-take  was  appB 
in  June,  1998,  when  the  global  final 
crisis  was  flaring  up.  Rubin,  pondA 
whether  to  intervene  in  the  cunB 
markets  to  support  the  Japanese* 
fretted  that  the  U.  S.  would  lose  M 
bility  if  traders  continued  to  drive  m 
the  yen.  But  Summers  argued  thm 
timing  was  right — and  the  move 
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SUMMERS  VS.  RUBIN 
ON  THE  ISSUES 

■  SOCIAL  SECURITY  REFORM  Sum 

mers  has  been  more  open  than  Rubin  to 
fundamental  restructuring,  such  as  cre- 
ating a  401(k)-type  plan  that  invests 
recipients'  benefits  in  stocks  and  bonds. 

■  TAX  REFORM  Summers  would  con- 
sider structural  changes  to  the  code; 
Rubin's  preference  is  to  tinker. 

■  SAVINGS  INCENTIVES  Summers 
interest  in  boosting  savings  made  him  a 
strong  advocate  of  the  Administration's 
USA  retirement-account  plan  and  infla- 
tion-indexed bonds.  Rubin  initially 
opposed  indexed  bonds. 

WHO  IS  LARRY  SUMMERS? 

BORN  Nov.  30,  1954,  in  New  Haven, 
into  a  family  of  economists,  including 
uncle  Paul  Samuelson. 

EDUCATION  Bachelor's  in  economics, 
MIT,  1975;  PhD  from  Harvard,  1982. 

ACADEMIC  CAREER  MIT,  1979-1982; 
Harvard,  1983-1991.  Youngest  tenured 
professor  in  Harvard's  history  in  1983. 

WASHINGTON  CAREER  Council  of  Eco- 
nomic Advisers  under  President  Reagan 
1982-1983.  Advised  Dukakis  Presiden- 
tial campaign  in  1988.  Chief  Economist 
at  the  World  Bank,  1991-1993.  Under 
Secretary  and  Deputy  Secretary  of  the 
Treasury  since  1993. 

MENTORS  Harvard's  Martin  Feldstein, 
outgoing-Treasury  Secretary  Robert 
Rubin,  and  Federal  Reserve  Chairman 
Alan  Greenspan. 

PERSONAL  Treated  for  Hodgkins  dis- 
ease; in  remission  for  more  than  a 
decade.  Wife,  Victoria,  is  a  tax  attorney. 
Twin  daughters  and  a  son. 


Japan  toward  reform.  That  per- 
;d  Rubin  to  intervene, 
roughout  the  emerging-markets 
,  Summers  has  often  taken  a  more 
profile  role  than  Rubin.  He  helped 
n  a  new  International  Monetary 

emergency  reserve  that  aided  Ko- 
nd  Indonesia.  He  was  also  an  ar- 
ct  of  the  IMF's  contingent  credit 
"am,  intended  to  provide  funding 
e  countries  fall  into  crisis, 
ibin  and  Summers  agree  on  most 
p  of  a  new  international  financial 
tecture.  But  Rubin  feels  strongly 
investors  should  pay  the  price 

deals  go  bad — so  they'll  be  more 


cautious  in  the  future.  Summers,  says  a 
close  associate,  leans  toward  some 
bailouts  of  private  creditors  to  keep  the 
markets  from  getting  too  unsettled. 

But  do  these  differences  matter,  giv- 
en how  little  time  is  left  on  Bill  Clinton's 
Presidential  clock?  They  could,  if  Al 
Gore  is  elected  President  in  2000.  Sum- 
mers has  become  a  close  adviser  to  the 
Vice-President,  who  might  keep  him  on 
as  Treasury  chief,  insiders  say. 

Summers  has  a  more  important 
champion:  Federal  Reserve  Chairman 
Alan  Greenspan,  who  issued  a  state- 
ment praising  his  "extraordinary  talent 
and  judgment."  In  private,  Greenspan 


speaks  fondly  of  Summers  as  a  promis- 
ing protege  who  matured  in  the  job. 

Indeed,  when  Summers  arrived  at 
Treasury  in  1993  as  an  Undersecretary 
for  International  Affairs,  he  earned  a 
reputation  for  arrogance.  Since  then  he 
has  worked  at  smoothing  rough  edges. 
"He'll  open  a  meeting  with  a  Rubin-like 
comment — 'Well,  I  don't  really  know  a 
lot  about  this,  but  ' "  says  a  colleague. 

That  makes  the  new  Summers  more 
popular  on  Capitol  Hill.  A  year  ago, 
Senate  Republicans  were  critical  of  his 
abrasive  manner  and  handling  of  the 
global  financial  crisis.  But  no  more, 
thanks  to  his  charm  offensive  and  a 
brighter  global  outlook. 
TAX  FIXER.  A  Secretary 
Summers  could  explore 
options  for  overhauling 
the  tax  code,  something- 
Rubin  resisted.  At  Har- 
vard, Summers  pushed 
a  consumption  tax,  a 
levy  on  securities  trans- 
actions, and  a  capital- 
gains  cut.  He  no  longer 
favors  those  plans,  but 
Mends  say  they  haven't 
lost  then-  appeal.  "Bob  believes  a  stable 
tax  code  is  best  for  business.  Larry  be- 
lieves you  need  to  fix  inefficiencies  in 
the  code,"  says  former  Assistant  Trea- 
sury Secretary  Michael  B.  Levy.  "That 
makes  him  sympathetic  to  capital-gains 
cuts  that  discourage  shelters,  and 
changes  that  boost  savings." 

Summers  and  Rubin  are  eager  to 
downplay  conflicts.  "Our  basic  views  are 
so  similar,"  says  Rubin,  "you  can  always 
work  out  whatever  differences  you 
have."  In  1996,  for  example,  Summers 
convinced  Rubin  to  back  "indexed" 
bonds,  Treasury  securities  with  inter- 
est rates  that  rise  and  fall  with  inflation. 
Summers  argued  that  indexed  bonds 
would  be  popular  with  investors  seeking 
inflation  protection.  He  was  right. 

The  pair  also  differed  initially  on  So- 
cial Security  reform.  Rubin  had  opposed 
an  overhaul  that  would  include  market 
investments  because  he  feared  retirees 
would  lose  their  savings  if  Wall  Street 
tanked.  But  Summers  was  open  to  let- 
ting workers  benefit  from  the  higher 
returns  stocks  offer.  "Bob  defended  the 
status  quo  and  Larry  was  clearly  in- 
trigued with  more  radical  proposals," 
says  a  high-level  associate.  Last  win- 
ter, they  compromised  on  what  became 
a  key  plank  of  Clinton's  plan:  a  bid  to 
let  the  government  invest  some  Social 
Security  money  in  the  stock  market. 

Without  Rubin  around,  would  Secre- 
tary Summers  push  for  bolder  policy 
moves?  Sources  close  to  House  Ways 


News:  Analysis  &  Commentary 


&  Means  Committee  Chairman  Bill 
Archer  (R-Tex.)  certainly  think  so.  They 
expect  Summers  to  be  more  willing  to 
reform  the  tax  code  and  Social  Security. 

Summers,  however,  has  told  friends 
that  the  job  of  Treasury  Secretary  has 
such  enormous  impact  that  it  would 
force  him  to  adopt  Rubin's  highly  cau- 


tious approach  to  problem-solving.  And 
on  one  pending  issue — removal  of  fed- 
eral restrictions  on  finance  industry  ac- 
tivities— Summers  has  vowed  to  stick 
with  the  Rubin  position:  No  deal  so  long 
as  Congress  insists  on  shifting  over- 
sight powers  from  Treasury  to  the  Fed. 
But  the  lure  of  bold  ideas  is  strong  to 


an  academic  mind.  With  the  approach 
a  Presidential  race  that  may  be  foug 
over  competing  proposals  to  overha 
Social  Security  and  taxes,  Larry  Sui 
mers  might  find  the  urge  to  think  t 
irresistible. 

By  Owen  Ullmann  with  Laura  Co 
cuid  Mike  McNamee  in  Washington 


COMMENTARY 

By  Owen  Ullmann 

TRIUMPH  OF  AN  EAT-YOUR-SPINACH  SECRETARY 

The  Treasury  Dept.  is  littered  elude  "imposing  fiscal  discipline"  on  eral  Reserve  Chairman  Alan 

with  the  legacies  of  Wall  Street  the  federal  budget.  That  meant  Greenspan.  By  keeping  his  mouth 

titans  who  couldn't  figure  out  scrapping  Clinton's  plan  to  spur  the  shut — and  convincing  Clinton  to  do 

how  to  succeed  on  Pennsylvania  Av-  economy  as  it  emerged  from  reces-  the  same — when  the  Fed  hiked  rates | 

enue.  Consider  Merrill  Lynch  &  Co.  sion  with  big  spending  programs  and  in  1994,  he  reaffirmed  the  Fed's  inde 

boss  Donald  T.  Regan,  done  in  by  his  tax  cuts.  He  instead  pushed  an  eat-  pendence  from  political  meddling, 

enormous  ego,  and  Dillon  Read  chief  your-spinach  deficit-reduction  plan.  That  has  made  it  easier  for 

Nicholas  F.  Brady.  Who  Ull-  ^^^^MMMMBMMM^aM^MfHHBMMJ^^HMM 

wisely  picked  a  fight  he  ^^^^^^^^^^^^^^^^^^J^^^^J  sure  from  Fed  hawks  to 

couldn't  win  with  the  Fed.  ^^^^-^  •              ^      ^camdco  1000  d  k  raise  rates  over  the  past 

So  there  were  plenty  of  :  MMfe^        k      DECEMBER,  19S2  KiJbm  two  years.  The  result:  an 

folks  in  Washington  waiting  H                             sells  President-elect  Clinton  expansion  that's  exceeded 

for  Robert  E.  Rubin  to  fall  ^Mfe*^               ll  °n  3  "bond-market  strategy"  even  Rubin's  expectations. 

on  his  face.  too.  when  he  1              >^£S  V  -to  spur  the  economy  by  In  his  654  years  in  the 

left  Goldman,  Sachs  &  Co.  »       '   W      ^8  cutting  the  deficit  and  Administration,  Rubin  alsc 

in  1993  to  become  Presi-  LV         /\        JB  bringing  down  interest  rates.  helped  expand  global  trad( 

dent  Clinton's  top  economic  J  D,,k;r.  by  saving  "no"  to  protec- 

adviser  and.  two  vears  lat-  "  m^+;  ,,       tiomst  policies.  He  refuse 

m.  0      i  ^  becomes  director  of  National  r  .  .         ,  „ 

er,  Treasury  Secretary.  ^  F  .  to  manipulate  the  dollar 

But  Rubin  fooled  his  de-  WW^'" w     ^\  1  tcono_mic_Louncn-_   for  trade  policy.  And  he 

tractors  by  refusing  to  play  P  ^    '       JAN.  10,  1995  Rubin  named  privately  said  "no"  to  CI 

the  usual  Washington  .  Jfr   Treasury  Secretary  amid  the  ton's  big-govemment  plan 

game,  where  personality  Mexican  peso  crisis.  Taps  Treasury  funds  to  bail  out  for  fixing  health  care.  Tooj 

cults  and  power  grabs  of-  lenders— earning  GOP  enmity.  bad  Clinton  didn't  listen. 

ten  count  more  than    Rubin's  instinct  to  resi 

thoughtful  policy.  This  cul-  DECEMBER,  1995  Angry  Republicans  threaten  to  action  hasn't  always 

tural  rebellion  explains  why  impeach  Rubin  for  his  actions  to  keep  government  worked.  He  was  slow  to 

Rubin  is  walking  away  afloat  during  shutdown  over  budget  impasse.  respond  to  the  internatiorf 

from  the  job  with  a  record  JULY  1997  Devaluation  of  "the'fhaf  bant  sets  off  Asian"  al  finanfial  ™ 
that  few  Treasury  chiefs  fjnanCia|  crjS|S  erupted  in  199*.  He 
could  match.  "Bob  Rubin   1   showed  no  interest  in  re- 
will  go  down  as  the  most  JUNE  17,  1998  Rubin  intervenes  to  prop  up  the  yen  forming  a  tax  code  that 
effective  Secretary  since  and  head  off  another  round  of  Asian  devaluations.  has  nowT  become  more 
Alexander  Hamilton,"  raves                    L~«~77""              """^.7"'        7  complex  than  ever.  Just 
current  Goldman  ceo  Hen-  APRIL,  1999  Rubin  helps  persuade  Clinton  not  thig  spring>  he  said  w  , 

ry  M.  Paulson  Jr.  to  Push  for  Cmna's  entry  mto  the  World  Trade  a  deal  to  get  China  into 

RARE  BIGWIG.  How  has  Ru-    ?_r|amAatL0_n:   the  World  Trade  Organial 

bin  been  different?  He's         may  12,  1999  Rubin  announces  his  resignation,  tion-  a  squandered  chan« 

that  rare  Potomac  bigwig      effective  Julv  4  ^ut  tnese  lapses  pale 

who  never  craved  the  spot-  compared  with  the  legacy^ 

light,  yearned  to  make  it  big  on  the      The  markets,  he  said,  would  respond  the  departing  Treasury  boss  is  be- 

social  circuit,  or  needed  to  prove  his      favorably  by  lowering  long-term  in-  queathing  to  his  successor.  Deputy 

importance  by  pushing  a  bold  agen-      terest  rates,  and  that  would  boost  Secretary  LawTence  H.  Summers, 

da.  Rather,  his  efficacy  came  from        the  economy  a  lot  more  than  fiscal  and  to  the  country.  Robert  Rubin  is 

quietly  saying  "no"  when  Bill  Clinton    stimulus  from  Washington.  Boy  was  living  proof  that  small  steps  and  a 

was  itching  to  do  something  big,  he  right.  soft  voice  can  have  a  big  impact, 

bold — and  risky.  Rubin's  other  big  coup  was  saying 

Rubin  told  business  week  on  May    "no"  to  Fed-bashing,  cultivating  in-  Senior  Writer  Ullmann  lias  cov-\ 

12  that  his  proudest  achievements  in-    stead  a  close  partnership  with  Fed-  ered  Rubin  since  1993. 
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AS  THE  WEI 

It's  enough  to  make  investment  bankers  lose  track  of  who's  sell 
what  to  whom.  First,  at&t  edged  out  Comcast  to  buy  MediaOne  \ 
then  landed  a  $5  billion  investment  from  Microsoft.  General  Ei 
trie's  nbc  has  thrown  in  with  upstart  Xoom  to  boost  its  Web  prese* 
while  USA  Networks'  Barry  Diller  is  backing  away  from  a  bid  fori 
portal  Lycos.  Also  on  May  10,  Microsoft  said  it's  buying  a  chunk  of 


What  do  communications  companies  want? 

In  a  word:  pipes.  They  want  big,  fat  digital  pipes 
through  which  to  sell  all  sorts  of  services — 
from  conventional  phone 
calls  to  dig- 
itized televi- 
sion to  Web  surfing  to  online 
shopping.  These  forms 
of  digital  commu- 
nications are  ex- 
pected to  converge  on  the  Web,  changing 
the  whole  Internet  experience  from  cruising 
static  pages  and  waiting  for  sluggish  down- 
loads to  a  new  form  of  interactive  media,  in- 
cluding streaming  video  and  rich  audio  off  the 
Web  to  your  PC  or  TV.  at&t  is  buying  cable 
companies  because  it  believes  cable's  pipes  will 
convey  this  digital  deluge  sooner  (page  32). 

What  are  media  companies  looking  for? 

They  see  their  audiences  drifting  to  the 
Net,  and  they  want  to  follow.  On  the  Web, 
audiences  gravitate  to  so-called  portal 
sites,  like  Yahoo!  Inc.  or  Excite  Inc.,  which 
I  combine  search  services,  content,  and 
FM©tWOrK  handy  links  to  other  sites  in  a  single  place. 
That's  why  Disney  has  launched  Go!  and  nbc,  a  unit  of 
General  Electric,  acquired  the  Snap!  portal  site  last  year 
and  on  May  11  forged  a  deal  with  startup  Xoom  to  bring 
more  E-commerce  traffic  to  the  site. 

Microsoft  seems  to  be  all  over  the  place — 
what's  it  up  to? 

Microsoft  Corp.'s  recent  deals  are  aimed  at  the  future 
beyond  the  PC.  Since  early  May,  the  company  has  invest- 
ed nearly  $6  billion  in  at&t  and  Nextel  Communications 


and  is  negotiating  with  Britain's  Cable  &  Wireless, 
goal:  to  kick-start  use  of  the  Windows  CE  opera| 
system  in  TV  set-top  boxes  and  wireless  phones. 
Microsoft  is  also  a  media  company,  and  it  want! 
make  sure  its  MSN  portal  attracts  traffic.  Part  ofl 
Nextel  deal,  for  instance,  will  include  sp(| 
links  to  msn  for  wireless  phone  users. 

What  is  America  Online  up  to? 

The  nation's  No.  1  online  service  wants  to  maintaii 
leadership  on  the  Internet  as  it  becomes  more  of  a  vj 
and  entertainment  medium — accessible  over  TVs  and 
er  devices  as  well  as  PCs.  That  requires  faster  speed 
conventional  phone  lines  offer,  which  is  why  Americaj 
line  considered  helping  Comcast  up  its 
bid  for  MediaOne.  On  May  11,  aol  Inc. 
took  another  tack:  a  deal  with  Hughes. 
Initially,    the    arrangement  involves 
putting  aol  progi^mming  onto  TVs,  but  it 
could  evolve  into  a  broadband  service 
(page  33).  Meanwhile,  America  Online's 
Chief  Executive,  Stephen  M.  Case,  has 
been  cutting  deals  with  the  Baby  Bells 
for  fast  Web  links. 

What  is  "broadband"? 

The  term  refers  to  any  high-speed  system  for  transmit 
data.  Phone  companies,  cable  operators,  and  satellited 
vices  are  all  racing  to  provide  broadband  connection! 
Internet  access  and  other  digital  services.  EventiJ 
broadband  pipes  will  carry  live  video,  telephone 
music,  interactive  games,  or  just  about  any  form  of  \ 
munication  or  entertainment  that  can  be  digitized.  S| 
the  cable  industry  has  been  deploying  broadband 
nology  the  most  aggressively,  but  the  Baby  Bells 
ginning  to  push  hard. 
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i  get  into  wireless  communications,  aol  forged  a  deal  with  Hughes  to  get  intoi 
ite  TV — then  Microsoft  was  back,  rumored  to  be  talking  with  Britain's  Cable ! 
ireless.  Phew!  What's  it  all  about?  With  the  Internet  revolution  gathering" 
gth,  companies  in  communications,  media,  and  software  realize  they  need  to 
lto  position  for  the  convergence  of  computers,  mass  media,  and  telecom.  Here 
n  the  following  stories,  business  week  details  how  the  process  is  playing  out. 


ER  OPTICS 


What  advantages  do  cable 
systems  have  in  delivering 
broadband? 

Some  two-thirds  of  U.  S.  homes  are 
now  served  by  cable.  The  fat  coaxial  ca- 
bles that  carry  TV  signals  permit  data 
rates — over  so-called  cable  modems — up 
to  500  times  faster  than  the  56k 
modems  that  are  used  on  most  new 
Vhat's  more,  the  Web  connection  is  always  active — 
TV  channel — so  users  don't  have  to  dial  into  the  Net 
rt  surfing. 

does  cable  phone  service  work? 

ow,  companies  such  as  Cox  Cable  (page  34)  are  using 
cable  as  a  conventional  phone  wire.  In  the  future, 
fer,  voice  calls  will  be  digitized,  chopped  into  data 
is,  and  mixed  in  with  other  data  like  E-mail  and  Web 
.  That  will  lower  costs  and  increase  capacity.  Com- 
5  like  Cisco  Systems  Inc.  and  Lucent  Technologies 
re  racing  to  provide  the  gear  to  make  voice-over- 
let  calls  possible,  but  there  are  still  lots  of  kinks, 
sts  don't  expect  such  svstems  to  roll  out  before  the 
f 2000. 

e  does  that  leave  the  phone  companies? 

phone  companies  have  a  way  to  wring  broadband 
out  of  their  copper  wire.  It's  called  digital  sub- 
r  line,  or  dsl,  and  typically  moves  data  at  speeds  be- 
i  128k  and  1.5  megabits  per  second,  although  it  can 
)  to  7  megabits  per  second,  dsl  service,  which  costs 
the  same  as  cable  modem  service — $30  to  $60  a 
i — has  not  spread  as  fast  as  cable  modem  service 
),  due  partly  to  a  lack  of  aggressive  marketing  to 
But  prices  are  dropping:  On  May  11,  U  S  West  Inc. 
'd  prices  for  its  entry-level  dsl  service  by  25%. 


What  about  satellites? 

Satellites  can  relay  data  at  superfast  speeds.  That  makes 
satellite  a  great  way  to  distribute  data  at  broadband  speeds. 
But  consumers  can't  beam  up  at  the  same  speed — they 
have  to  communicate  requests  for 
Web  pages  through  a  conventional 
telephone  modem  operating  at  56k. 
That's  why  Hughes  Electronics 
Corp.'s  DirecPC,  an  Internet  offshoot 
of  its  DirecTV  service,  has  not  at- 
tracted many  subscribers.  But  two- 
way  systems  are  coming,  using  hun- 
dreds of  low-flying  satellites.  One  of 
the  most  promising:  the  Teledesic 
"Intemet-in-the-sky"  project  backed  by  Microsoft  Coip.'s 
William  H.  Gates  III  and  cell-phone  pioneer  Craig  McCaw. 
It's  expected  in  2003. 

Which  technology  is  better? 

Each  has  an  edge.  Cable  is  theoretically  the  fastest,  with 
download  speeds  up  to  30  megabits  per  second,  enough  for 
five  simultaneous  digital  movies.  But  in  practice,  it's  slow- 
er, since  scores  of  customers  share  each  connection,  dsl 
tops  out  today  at  7  Mb,  and  each  user  has  a  dedicated  con- 
nection, but  depending  on  price  and  quality  of  seivice,  the 
bandwidth  may  not  be  guaranteed,  dsl  is  fast  enough 
for  videoconferencing,  but  the 
cheapest  services  are  too  slow 
for  TV-quality  movies.  Worse  yet, 
dsls  won't  work  beyond  three 
miles  from  a  phone-switching  of- 
fice. Satellite  is  still  nascent. 

By  Andy  Reinhardt  in 
Silicon  Valley,  with  Michael 
Moeller  in  Silicon  Valley  and 
Richard  Siklos  in  New  York 


THE  BROADBAND  RACE 


DATA:  YANKEE  GROUP  RESEARCH  INC. 
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AT&T  REACHES  OUT- 
BUT  IS  IT  FAST  ENOUGH? 

The  Baby  Bells  are  close  behind  its  Digital  Age  dealmaking 


Since  C.  Michael  Armstrong  arrived 
at  at&t  18  months  ago,  the  new 
chairman  and  chief  executive  has 
cut  deals  at  a  head-spinning  pace.  Nine 
weeks  in,  he  agreed  to  pay  $11  billion  for 
Teleport  Communications  Group,  an  up- 
start telephone  company  that  competes 
with  the  Baby  Bells.  In  short  order,  he 
scooped  up  Vanguard  Cellular  Systems 
and  IBM's  Global  Network  for  another 
$6  billion.  This  year,  Armstrong  closed 
the  $54  billion  acquisition  of  cable  giant 
Tele-Communications  Inc.  and  agreed  to 
pay  $58  billion  for  MediaOne  Group,  the 
nation's  third-largest  cable  player.  Even 


after  selling  off  some  pieces,  that's  a 
cool  $100  billion  in  acquisitions. 

But  can  Armstrong,  so  profi- 
cient at  painting  the  picture  of 
at&t  as  a  fleet-footed  Digital  Age 
behemoth,  prove  as  capable 
when  it  comes  to  making  all  his 
new  parts  work?  Corporate  Amer- 
ica has  seen  dozens  of  ceos  who 
pursued  acquisitions  with  grand  visions 
of  changing  their  industries  and  then 
stumbled  while  putting  the  pieces  to- 
gether. Exhibit  No.  1  is  Armstrong's 
predecessor,  Robert  E.  Allen,  who  spent 
$7.5  billion  buying  NCR  Corp.  in  a  dis- 


ARMSTRONG:  "Execution  is  the  true 

measure  of  success, "  says  th  e  CEO 


astrous  bid  to  meld  computing  and  cor 
munications.  "Buyers  tend  to  be  too  61 
timistic,"  says  finance  professor  Steve 
Kaplan  of  the  University  of  Chicago 
Graduate  School  of  Business,  who  ci, 
culates  less  than  half  of  corporate  ai 
quirers  make  money  on  their  purchase 
"HIGH  HURDLE."  Armstrong's  task  I 
tougher  than  most.  With  its  monopolists 
history  and  organizational  sprawl,  ATij 
has  had  a  hard  time  working  with  fa' 
moving  entrepreneurs.  Now,  Armstro:- 
has  to  integrate  about  50,000  new  woi" 
ers,  soothe  the  egos  of  top  manage 
and  meld  the  cultures  of  several  vel 
different  companies — all  while  investif 
billions  to  upgrade  cable  networks  k 
that  they  can  handle  telephony.  "Cle;- 
ly,  there's  a  high  hurdle  in  terms  f 
pulling  together  the  various  assets  hf 
accumulated,"  says  Deutsche  Bank  I 
curities  analyst  Stuart  P.  Conrad. 

Armstrong  has  suffered  setbaci 
Robert  Annunziata,  the  entreprenel 
who  headed  Teleport  and  became  h« 
of  at&t's  business  services,  left  earll 
this  year  to  become  ceo  of  Glol 
Crossing  Ltd.,  an  international  teleci 
upstart.  And  Teleport  is  falling  short! 
the  $330  million  to  $450  millionf. 
new  1999  revenues  that  at&t  it 
predicted.  Armstrong  blames  ci 
flicts  with  the  Baby  Bells  for  I 
revenue  shortfall,  adding  ti 
some  cost  savings  are  ahead| 
budget. 
He  has  no  illusions  about 
task  ahead.  Even  before  the  TCI 
closed,  he  sent  at&t  employees  to  w 
with  the  cable  execs  on  a  plan  to 
cable  telephony  by  the  end  of  this 
in  10  test  markets.  By  the  day  the 
closed,  on  Mar.  9,  at&t  and  tci  had 
veloped  the  systems  necessary  to 


NCR  CORP.  1991 

Following  a  hostile  takeover  battle,  AT&T  paid 
$7.5  billion  for  the  Dayton-based  computer 
and  retail  equipment  maker.  The  deal  quickly 
turned  disastrous,  with  NCR  losing  $4  billion 
over  the  next  five  years. 

McCAW  CELLULAR  COMMUNICATIONS  1994 
Acquired  for  $11.5  billion,  McCaw  Cellular's 
entrepreneurs  did  not  mesh  easily  with  AT&T's 
bureaucrats.  Relationships  improved  in  1997 
when  McCaw's  top  executives  departed  and 
AT&T's  Daniel  Hesse  became  wireless  chief. 

TELEPORT  COMMUNICATIONS  GROUP  1998 
Nine  weeks  after  becoming  CEO,  C.  Michael 
Armstrong  agreed  to  acquire  TCG  for  $11  bil- 
lion. But  the  TCG  deal  has  had  setbacks.  TCG 


Chief  Robert  Annunziata  left  to  become  CEO 
of  Global  Crossing,  and  TCG  has  not  hit  its 
revenue  growth  targets. 


TELE-COMMUNICATIONS  INC.  1999 
By  acquiring  the  country's  second-largest 
cable-TV  company  for  $54  billion,  Armstrong 
is  betting  that  he  can  use  TCI's  network  to 
deliver  local  phone  service  and  high-speed 
Internet  access  to  AT&T's  residential 
customers. 


MEDIAONE  1999 

The  $58  billion  deal  gives  AT&T  the  chance 
deliver  phone,  cable,  or  Net  access  to  60  mi 
lion  U.S.  homes.  But  it  also  presents  a  huge 
challenge:  integrating  the  second-largest  cat 
company  just  as  AT&T  is  starting  to  digest  T 


AT&T'S 
SPOTTY 
TRACK 
RECORD  OF 
ACQUISITIONS 


distance  and  cable  together  in  Dal- 
nd  Tacoma,  Wash. 
?anwhile,  Armstrong  is  working 
time  to  impart  his  vision  to  the 
is.  On  May  12,  he  presided  over  a 
>ur  meeting  with  500  top  at&t 
;  in  New  Jersey.  "We  would  be  in 

form  of  denial  if  we  didn't  see 
execution  is  the  true  measure  of 
iss,"  says  Armstrong. 

get  everyone  working  together, 
strong  is  giving  execs  from  acquired 
anies  top  jobs.  Leo  J.  Hindery,  TCl's 
dent,  is  leading  at&t's  cable  opera- 
ind  is  responsible  for  rolling  out  the 
al  cable  telephony  service.  Amos  B. 
itter,  MediaOne's  largest  individual 
ffoolder,  will  become  nonexecutive 
man  of  at&t's  cable  unit, 
ere  are  some  early  but  encoiiraging 
.  on  the  acquisition  front.  AT&T 
I  its  Global  Network  purchase  a 
h  earlier  than  planned.  The  $1  bil- 
ocal  business  with  Teleport  at  its 
grew  60%  in  the  first  quarter,  at&t 
:d  marketing  cable  phone  service  in 
iont,  Calif.,  on  May  12,  earlier  than 
ed.  And  Hindery  is  ahead  of  sched- 

1  upgrading  80%  of  tci's  network  to 
h  phone  calls  and  Net  access  by 
nd  of  2000,  Armstrong  says. 

ME.  Armstrong  has  no  time  to  lose. 

2  scrambles  to  combine  the  pieces 
i  new  company,  Bell  Atlantic  Corp. 
bc  Communications  Inc.  are  poised 
sail  at&t's  core  long-distance  busi- 

which  accounted  for  nearly  90% 
$53  billion  in  revenues  last  year. 
Atlantic  may  get  into  long  distance 
2w  York  in  the  next  few  months 
iy  next  year,  at&t  may  face  new  ri- 
in  a  dozen  key  states.  "A  lot  of 
ie  don't  think  they  can  get  this 
in  time,"  says  Wayne  Perry,  a  for- 
\t&t  exec  and  now  vice-chairman  of 
)m  upstart  Nextlink  Communica- 
Inc.  "This  could  be  the  equivalent 
ling  for  the  construction  of  lifeboats 
you  hit  the  iceberg." 
11,  Armstrong  has  lived  up  to  what 
omised  shareholders  so  far.  In  Jan- 
1998,  he  told  Wall  Street  that  he 
1  eliminate  15,000  to  18,000  jobs  in 
fears — then  cut  18,000  in  one.  He 
^red  on  his  pledge  to  double  rev- 
growth  to  3%  in  1998,  and  is  on 
to  achieve  6%  this  year.  "Nothing 
cs  louder  than  results,"  he  says. 

make  sure  he  gets  them,  he's 
ng  close  tabs.  He  gathers  at&t  and 
op  brass  together  each  month  in 
Efice  for  updates.  "I  want  to  know 
mally  that  they're  working  togeth- 
le  says.  "There's  no  magic.  It's  like 
)d  marriage.  You  have  to  work  at 
ng  a  good  marriage."  With  several 
is  being  forged  at  once,  Armstrong 
as  work  cut  out  for  him. 

By  Peter  Elstrom  in  New  York 


AMERICA  ONLINE— 
AND  ON  THE  AIR 

Its  DirecTV  deal  will  leapfrog  the  PC.  Take  that,  AT&T! 


When  America  Online  Inc.  decided 
against  joining  Comcast  in  a  bid- 
ding war  for  MediaOne  Group, 
the  (inline  service  lnnked  like  it  was 
being  left  behind  as  deal  mania  swept 
through  the  communications  and 
Internet  markets.  While  other 
companies  were  grabbing  high- 
speed Internet  pipes,  aol  was 
stuck  in  the  slow  lane.  A  week 
later,  however,  it  was  back  in 
the  game — announcing  a  deal  on 
May  11  with  DirecTV.  The  deal 
will  help  aol  achieve  its  immedi 
ate  goal  of  expanding  its  audience  be- 
yond desktop  computer  users  and  could 
eventually  result  in  a  satellite-based 
Internet  service. 

There's  a  simple  reason  that  aol 
wants  to  vault  from  the  confines  of  the 
phone  system  to  television  land:  The 
potential  market  of  97  million  Ameri- 
can households  with  televisions  dwarfs 
its  current  17  million  customers,  aol's 
rivals  have  already  moved  there — at&t 
and  Microsoft  Corp.  are  investing  bil- 
lions to  bring  Internet-style  services  to 
the  small  screen.  "It's  clear  the  TV  is  the 
new  battlefield,"  says  Hal  M.  Krisbergh, 
ceo  of  WorldGate  Communications  Inc., 
an  Internet  cable  service  based  in  Ben- 
salem.  Pa. 

The  first  step:  Sometime  next  year, 
aol  and  DirecTV,  a  unit  of  Hughes 
Electronics  Corp.,  will  offer  a  service 
that  beams  DirecTV  programming  from 
a  satellite  and  lets  users  log  on  to  aol 
via  the  television  using  phone  lines.  Ac- 
cording to  sources  close  to  the  compa- 
nies, however,  there's  a  bigger  deal 
brewing:  aol  would  invest  as 
much  as  $1  billion  in  Hughes 
Network  Systems,  which  is  ^  f^B 
developing  a  two-way  jmm.  >, 
satellite  service  that 
would  provide 


BIG 

PICTURE 

Why  the  leap  to 
TV?  Some  98  million 
households  in  the  U.S. 
watch  it.  The  number  of 
AOL  customers  is 
17  million 


broadband  communications,  perhaps  as 
early  as  2002.  Spaceway,  as  the  ven- 
ture is  known,  will  rely  on  a  constella- 
tion of  low  orbiting  satellites  to  deliver 
services.  It  will  sell  mostly  to  busi- 
nesses at  first,  although  aol  says 
residential  customers  may  be 
added  later. 

BIG  DRAWBACK.  The  companies 
are  vague  about  their  plans  and 
haven't  decided  on  the  cost  to 
customer's  of  the  new  DirecTV  ser- 
vice. But  William  B.  F.  Kidd,  an 
analyst  with  C.  E.  Unterberg  Tow- 
bin,  says  that  he  expects  the  initial  ser- 
vice to  cost  $300  to  $400  a  month  for 
the  set-top  box  plus  $20  a  month  on 
top  of  the  DirecTV  fee. 

Hughes  likes  to  point  out  that  its 
service  can  reach  virtually  anywhere  in 
the  country,  so  customers  don't  have  to 
wait  for  a  cable  or  phone  company  to 
upgrade  wires.  But  so  far,  that  has  not 
outweighed  the  drawback  to  satellite- 
based  Internet  service:  Subscribers  who 
want  to  send  E-mail  must  use  a  phone 
or  two-way  cable  line.  That's  a  disad- 
vantage in  areas  where  cable  is  already 
offering  interactive  TV.  Analyst  John 
Bernoff  of  Foirester  Research  Inc.  says 
cable's  two-way  hookup  will  make  it  the 
ultimate  TV  victor.  He  predicts  that  by 
2005,  cable  will  account  for  78%  of  the 
24.5  million  interactive-TV  users.  In  oth- 
er words,  aol  may  have  to  cut  more 
deals  as  it  tries  to  get  its  service  onto  a 
broadband  path. 

By  Catherine  Yang  in  Washington, 
with  Richard  Siklos  and  Steve  Brull  in 
New  York  and  Larry  Arm- 
strong in  Los  Angeles 


News:  Analysis  &  Commentary 


COX  GABLE  WANTS  TO  BE 
YOUR  PHONE  COMPANY 

It's  starting  out  small,  but  the  implications  are  big 


■  t's  all  over  in  moments.  Outside  a 
Branch  home  in  Laguna  Hills,  Calif., 

■  Jose  Balanos  reroutes  the  cable-TV 
wires  to  a  cream-colored  box  attached  to 
an  outside  wall.  Another  set  of  wires 
is  then  linked  to  the  house's  phone  box. 
Balanos  taps  in  with  a  handset  to  make 
sure  all  is  working.  "We're  good  to  go," 
says  Balanos,  gathering  up  his  tools. 

Balanos  is  a  foot  soldier  in  cable  TV's 
battle  against  the  Baby  Bells — a  wai 
that  is  now  escalating  mightily  as 
AT&T  prepares  to  use  its  new  ca- 
ble empire  to  compete  with  its 
former  progeny.  Each  week,  he 
patrols  the  affluent  communities 
of  Orange  County,  rewiring  cus- 
tomers who  are  switching  local 
phone  service  from  Pacific  Bell  to 
Cox  Communications  Inc.  Cox's  Orange 
County  venture  is  the  most  advanced 
effort  by  a  handful  of  cable  operators  to 
sell  phone  service  (table);  Paul  Kagan 
Associates  estimates  that  around  680,000 
subscribers — less  than  1%  of  cable 
households — will  take  such  service  this 
year.  But  in  2000,  Kagan  figures,  the 
rolls  will  jump  to  1.62  million. 
BRIEF  FLING?  Cox  is  already  offering 
the  service  in  six  of  its  largest  mar- 
kets, including  Phoenix,  Omaha,  and  San 
Diego.  Here,  south  of  Los  Angeles,  Cox 
operates  a  cable  system  with  226,000 
customers.  Since  launching  phone  ser- 
vice in  late  1997,  Cox  has  signed  15,000 
customers  and  is  adding  80  more  every 
day.  The  major  selling  point:  Cox 
promises  up  to  30%  savings  on  every- 
thing from  basic  service  to  voice  mail. 

Selling  these  new  sen.  ices  could  be  a 
boon  to  the  consolidating  able  business. 
Cox  and  other  players  are  paying  top 
dollar  to  add  more  customers — on  May 
11,  the  Atlanta-based  company  an- 


nounced a  $3.26  billion  deal 
to  acquire  Texas-based  tca 
Cable  TV  Inc.  Cox  says  its 
Orange  County  clientele 
spend  between  $55  and  $60 
a  month  each  for  phone 
service,  on  top  of  $30  a 
month  for  TV  service.  An- 
other money-generator  is 
Internet  service  through 
At  Home  Corp.:  $40 
per  month.  Revenue 
for  phone  service 
and  Internet  access, 
figures  Salomon 
Smith  Barney  ana- 
lyst Spencer  Grimes, 
will  grow  from  less 
than  1%  of  sales  in 
1998  to  nearly  12%  of  Cox's 
estimated  $2.8  billion  in 
sales  in  2001. 

That's  why  Cox  is 
spending  as  much  as  $765 
per  new  customer  on  equipment — on 
top  of  the  millions  invested  in  new  fiber- 
optic infrastructure.  For  now,  phone  ser- 
vice still  requires  a  second  wire,  from 
the  curb.  And  Cox  must  rely  on  Pac 
Bell  for  interconnections.  But  within 
two  years,  the  company  hopes  to  start 
rolling  out  a  more  cost-effective  Inter- 
net-based transmission  technology  that 
AT&T  is  promoting,  called  IP  Telephony. 
IP  treats  digitized  voice  calls  as  just  an- 
other chunk  of  Internet  traffic.  Even 
now,  however,  Cox  says  it  can  break 
even  if  as  few  as  9%  of  its  4  million 
subscribers  take  telephone  service.  "The 
margins  are  very,  very  attractive,"  says 
David  Puglese,  executive  director  of 
Cox's  voice  and  bundling  program. 

Certainly  the  Baby  Bells  are  not 
quaking  in  fear.  Cox's  17,000  customers 


CABLE  GALLING 


jperators'  forays  into  local  phone  service 


CABLEVISION  SYSTEMS 

3,000  Connecticut  and  New 
York  residential  customers. 

COX  COMMUNICATIONS 

Rollout  in  six  markets. 
Expects  to  have  97,000 
subscribers  by  end  of  year. 


COMCAST/JONES 
INTERCABLE  Has  10,000 
customers  in  Alexandria,  Va. 


i  EDIAONE  Expects  to 
h,  ve  99,000  customers  by 
ye.  rend  in  Los  Angeles  and 
Atk-ita. 


DATA  COMPANY    PORTS,  SALOMON  SMITH  BARNEY,  BUSINESS  WEEK 


SNIP:  Balanos  rewires  an  Orange  County  home 


are  a  pinprick  next  to  the  1.5  mil 
that  Pac  Bell  serves  in  Orange  Coi 
and  15  million  throughout  California 
the  battle  to  hold  those  consumers, 
company's  greatest  weapon  may  be 
ble's  own  history  of  spotty  service 
unreliability.  Michael  Kaufman,  pr 
dent  of  Pac  Bell's  consumer  marl 
group,  says  some  of  his  customers 
turn  after  brief  flings  with  Cox. 
not  as  easy  to  be  a  phone  compan; 
Cox  might  think,''  says  Kaufman.  Wl 
more,  local  phone  companies  are  ad 
ing  digital  subscriber  line  (dsl)  tecr 
ogy  to  bring  broadband  capabilitie 
the  phone  system,  which  could  blunl 
ble's  current  performance  edge. 

For  now,  the  winner  is  the  consu 
Joseph  Fazio,  a  U.  S.  Navy  eleetri< 
signed  with  Cox  because  he  gets  a 
line  for  $9.99  a  month 
a  second  for  $4.99. 
Bell  charges  $11.21 
month  for  each  line, 
also  gets  a  75%  larger 
vice  area  for  local 
and  cheaper  deals  on  \ 
mail.  And,  says  Fazio, 
best  thing  is  that  it  i 
in  one  bill."  That's  rr 
to  Cox's  ears. 

By  Ronald  Gr 
in  Aliso  Vie  jo,  C 


AT&T/TCI  Starting  test  of 
service  in  Freemont,  Calif., 
before  full-scale  rollout. 


TIME  WARNER  Testing 
local  phone  service  in 
Rochester,  N.Y.;  will  sell 
AT&T  service. 


&VL  power  looks 
vighter  and  better  with... 

ViewSonic 
on  top! 


(PC  Sold  Separately) 


When  you  buy  a  Dell  OptiPlex"  Desktop,  you're 
buying  power  and  quality.  So  why  settle  for 
anything  less  when  it  comes  to  your  monitor?  Your 
decision  to  buy  Dell  will  be  brighter  and  better 
when  you  include  a  ViewSonic  monitor.  By 
specifying  ViewSonic,  you'll  ensure  that  your 
Visual  Computing'"  experience  is  excellent. 

The  new  VP150,  15"  viewable  LCD  ViewPanek  is  a 
case  in  point.  It  features  a  140°  viewing  angle,  a 
spectacular  true  resolution  of  1,024  x  768,  a  rock 
solid  image  and  amazing  screen  performance.  Put 
the  ViewSonic  VP150  on  top  of  your  priority  list 
and  enjoy  the  best  in  Display  Technology"'.' 

At  ViewSonic,  we  offer  the  #1  best  selling 
monitors  and  flat  panel  displays  in  the  U.S.A.* 

Buy  with  confidence  from  the  company  that's  won 
over  500  industry  awards.  TCO  '95  certification. 
The  VP1 50's  warranty  covers  3-years  on  parts  and 
labor  and  one  year  on  the  back  light.  An  Express 
Exchange4  service  option  is  also  available. 

For  more  information  on  the  company  that's 
won  over  500  industry  awards  call  ViewSonic 
at  (800)  888-8583,  or  visit  our  website  at: 
www.  ViewSonic.com/busweek 


■8593  •  Specifications  subject  to  change  without  notice  •  Copyright  ©  1999,  ViewSonic  Corporation  •  All  rights  reserved  •  Corporate 
i  trademarks  are  property  of  their  respective  companies  •  Dell  and  OptiPlex  are  registered  trademarks  of  Dell  Computer  Corporation, 
teources  Quarterly  Monitrak  report  04  '98  and  Display  Search  Quarterly  Supply  vs.  Demand  study:  LCD  Monitors  01  '99. 
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TRUSTBUSTERS 


MICROSOFT  TAKES  IT 
DOWN  TO  THE  WIRE 

The  Justice  Dept.  reckons  it  has  an  edge,  but 


A 


s  they  prepare  for  the  final  phase  of 
the  Microsoft  Corp.  antitrust  trial, 
[government  lawyers  are  trying  not 
to  be  too  overconfident.  And  for  good 
reason.  When  the  trial  recessed  in  Feb- 
ruary, the  software  giant  was  on  the 
ropes:  The  Justice  Dept.  had  repeatedly 
scored  points  by  hammering  away  at 
dissembling  defense  witnesses  and  leap- 
ing on  such  gaffes  as  a  botched  technical 
demonstration.  Meanwhile,  Microsoft's 
team  did  little  to  shake  the  govern- 
ment's witnesses. 

Now,  with  the  trial  set  to  resume  as 
early  as  May  24,  Justice  hopes  to  deliv- 
er the  knockout  punch  during  the  final 
weeks.  It  will  introduce  new  evidence 
that  Microsoft's  practices  stifled  inno- 
vation among  personal-computer  mak- 
ers and  harmed  consumers.  That  would 
shore  up  a  major  weakness  in  the  gov- 
ernment's case,  wdiich  was  short  on  doc- 
umenting consumer  harm.  "I  think  we're 
in  pretty  good  shape,"  says  Stephen  D. 


Houck,  a  New  York  assistant 
attorney  general  who  is  head- 
ing up  the  case  on  behalf  of 
the  19  states  that  have  joined 
the  federal  complaint. 
SEA  change.  Microsoft's  de- 
fense team  insists  it  can  pull 
out  a  last-minute  victory.  An 
early  settlement  is  possible,  but 
sources  in  both  camps  say  it's 
unlikely.  So  Microsoft  is  ready- 
ing its  key  argument:  The  gov- 
ernment's entire  case  has  been 
rendered  moot  by  the  rapid  changes  in 
the  computer  industry  since  Assistant 
Attorney  General  Joel  I.  Klein  filed  suit 
a  year  ago  (page  38). 

Richard  L.  Schmalensee,  dean  of  the 
Sloan  School  of  Management  at  Massa- 
chusetts Institute  of  Technology,  will 
return  to  the  stand  to  argue  that  the 
dominance  of  Windows  software  in  PCs 
no  longer  means  very  much.  He  will 
cite  developments  in  handheld  devices. 


HOME  STRETCH 

Justice's  Klein  has 
made  big  strides. 
Gates,  meanwhile, 
plans  to  introduce 
fresh  witnesses 


cable-TV  boxes,  and  server  compu 
as  proof  that  Microsoft's  grip  is  loo 
ing  and  that  these  changes  are  ben 
ing  consumers.  Observes  Washing 
antitrust  lawyer  William  J.  Kolasky 
"The  market  is  so  dynamic  that  it 
correct  problems  better  and  faster 
the  antitrust  laws  can." 

But  the  most  important  change, 
crosoft  will  argue,  is  the  merge 
America  Online  with  Nets 
Communications  and  thei 
liance   with   Sun  Micro 
terns — all  aimed  at  compt 
with    Microsoft.  The 
Netscape  deal,  for  exan 
could  undercut  Microsoft's 
dows  dominance  by  boos 
the   fortunes   of  Netscs 
browser.  Microsoft  plans  t< 
pose  aol  Chairman  and 
Stephen  M.  Case  on  May 
reinforce  that  point. 
Microsoft's  boldest  stroke:  It  wil 
David  Colbum,  an  aol  senior  vice- 
ident,  as  a  hostile  witness.  The  com 
will  try  to  show  that  while  Colburr 
executives  from  Netscape  and  Sun 
testifying  that  Microsoft  was  har 
them,  they  were  secretly  forrning 
liance  to  take  on  the  company.  Micr 
wants  to  put  the  old  testimony  in  a 
context — as  a  strategic  move  to 
age  a  common  enemy.  That  woulc 
dermine  the  credibility  of  the  go1 
ment's  witnesses. 

Will  this  strategy  wTork?  Govern 
attorneys  shrug  it  off  as  a  desp< 
ploy  aimed  at  shifting  the  focus 
from  Microsoft's  predatory  con 
They  argue  that  despite  emerging 
nologies,  the  personal-computer  m; 
still  looks  much  as  it  did  a  year  aj; 
point  that  will  be  emphasized  di 
rebuttal  by  a  returning  witness 
economist  Franklin  M.  Fisher. 
CONSEQUENCES.  The  government 
will  rely  on  the  testimony  of  Gan 
Norris,  former  director  of  IBM's  soft 
strategy  division.  In  desktop  comp 
he  will  argue,  Microsoft  hurt 
sumers  by  quashing  breakthro 
For  example,  he  is  expected  t< 
tify  that  Microsoft  kept  IBM 
customizing  its  startup  sc 
leading  to  declining  sa 
ibm's  Lotus  S 
Suite  and  Not 
fice  proc 
WorldboAj 
cyclop^ 
and  other] 
ware  that  I 
peted  with  JI 
soft  applications! 
But  even  if  Jl 
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convinces  U.  S.  District  Judge  Thomas 
Penfield  Jackson  that  Microsoft  com- 
mitted abuses  in  the  past,  the  company's 
it's-a-new-world  argument  is  sure  to 
weigh  on  Jackson  as  he  ponders  a  rem- 
edy. Jackson  is  quite  aware  that  a  final 
decision  by  the  U.  S.  Supreme  Court 
may  not  come  until  2001,  and  the  mar- 
ketplace could  look  vastly  different  by 
then.  Microsoft's  strategy  is  to  advise 
Jackson  subtly  that  any  harsh  remedies 
he  considers  could  have  unforeseen  con- 
sequences on  the  industry. 


Case  in  point:  When  it  filed  suit,  Jus- 
tice asked  Jackson  to  immediately  order 
Microsoft  to  package  Netscape's  browser 
with  its  own  browser  in  Windows — a  re- 
quest he  declined.  No  one  foresaw  then 
that  aol — also  a  Microsoft  competitor — 
would  eventually  own  Netscape. 

Rivals  are  still  lobbying  for  radical 
remedies — from  breaking  up  Microsoft 
to  forcing  it  to  share  Windows  source 
code.  Their  chief  fear  is  that  Microsoft 
will  now  succeed  in  "leveraging"  its 
Windows  monopoly.  "If  Microsoft  is  not 


prevented  from  recreating  its  rapacic 
behavior  in  other  markets,  the  trial 
have  turned  out  to  be  fruitless,' 
Edward  J.  Black,  president  of  the  C 
puter  &  Communications  Industry  As 

But  a  draconian  remedy  seems 
likely  now.  Even  if  Jackson  chooses 
focus  solely  on  the  allegations 
brought  Microsoft  into  Justice's  s 
he'll  be  hard  pressed  to  come  up  wit 
punishment  that  fits  the  times. 

By  Susan  B.  Garland  in  Wash 
ton,  with  Mike  France  in  New  Yor 


COMMENTARY 


By  Steve  Hamm 


ONE  YEAR  LATER,  IT'S  THE  SAME  OLD  MICROSOFT 


A year  ago,  when  the  Justice 
Dept.  sued  Microsoft  Corp.  and 
accused  it  of  smothering  compe- 
tition, the  company  fired  back  that 
the  software  industry  was  as 
vibrant  as  ever — and  in  no  need  of 
government  policing. 

Microsoft  has  even  more  of  that 
ammo  today.  America  Online  Inc.'s 
acquisition  of  Netscape 
Communications  Corp. 
gives  it  a  huge  lead  in 
the  Web-portal  busi- 
ness. Linux,  a  freebie 
operating  system,  is 
rapidly  gaining  popu- 
larity. And  Windows 
2000,  an  update  for 
corporations,  is  two 
years  late — providing 
openings  for  Sun  Mi- 
crosystems Inc.  and 
Novell  Inc.  "You  look 
at  what's  happened 
over  the  past  12 
months  and  wonder  if 
this  case  is  even  rele- 
vant anymore,"  says  a 
Microsoft  spokesman. 
HIGH  GLOSS.  That's  good  spin.  But  it 
conveniently  glosses  over  the  essen- 
tial fact:  Microsoft  still  dominates  the 
biggest  chunks  of  the  PC-software 
business — and  that's  where  the  gov- 
ernment's case  is  focused.  The  com- 
pany has  an  87%  share  of  PC  operat- 
ing systems  and  more  than  90%  of 
the  market  for  productivity  applica- 
tions such  as  word  processors  and 
spreadsheets.  While  some  big  PC 
makers  have  started  shipping  Linux 
as  an  alternative  to  Windows,  Mi- 
crosoft still  enjoys  a  virtual  lock  on 
the  market.  That's  why  PC  prices 


have  dropped  by  nearly  50%  in  the 
past  two  years  while  the  price  for 
Windows  has  held  firm. 

At  the  same  time,  Microsoft  is 
gaining  in  the  Web-browser  market. 
It  now  has  43.8%  of  the  U.  S.  market 
to  Netscape's  41.5%— vs.  38.9%  to 
Netscape's  50.5%  at  the  end  of  1997, 
according  to  market  researcher  In- 


ANNIVERSARY:  Attorney  General  Reno  announces  the  charges 


ternational  Data  Corp.  Most  ob- 
servers say  Microsoft's  gains  come 
from  building  the  browser  into  Win- 
dows 98  and  restrictive  distribution 
deals  Microsoft  wrote  with  Internet 
service  providers — actions  that  got  it 
into  trouble  in  the  first  place. 

James  L.  Barksdale,  former  CEO  of 
Netscape,  says  he  agreed  to  merge 
with  AOL  to  save  his  company  and 
that  his  deal  and  other  changes  in  the 
industry  have  no  bearing  on  misdeeds 
for  which  Microsoft  should  still  pay.  "I 
don't  have  to  die  for  them  to  be 
guilty  of  attempted  murder,"  he  says. 

Microsoft  doesn't  seem  to  have 


mellowed  much  since  the  trial  began. 
On  May  10,  the  company  invested 
$600  million  in  Nextel  Communica- 
tions Inc.  in  exchange  for  links  from 
Nextel's  wireless  data  customers  to 
version  of  Microsoft's  MSN  Web  por- 
tal. Nextel  had  a  deal  with 
Netscape's  Netcenter  portal— but 
dropped  out  when  Microsoft  bought 
in.  The  Nextel  deal 
came  just  one  week 
after  Microsoft  agree< 
to  invest  $5  billion  of 
its  $22  billion  cash 
hoard  in  AT&T,  partly 
to  convince  at&t  to 
use  its  software  in  TV 
set-top  boxes.  "In  the 
new  markets,  they're 
buying  extra  seats  at 
the  table,"  notes 
James  Balderston,  di- 
rector of  Zona  Re- 
search Inc. 

As  if  Microsoft 
needed  an  extra  seat 
anywhere.  With  its 
WebTV  Networks  Inc. 
unit,  it's  the  early  leader  in  providir 
Internet  via  TV.  Its  Windows  CE  op- 
erating system  for  handheld  comput 
ing  devices  is  catching  up  with 
3Com's  Palm  Pilot,  IDC  expects  Win 
ce  to  take  the  lead  in  2000,  with  a 
34.6%  market  share  vs.  Palm's  28.5^ 
It  all  adds  up  to  a  more  formida- 
ble Microsoft — ready  to  take  full  ad 
vantage  of  its  cash  and  PC-software 
clout  to  gain  a  foothold  in  promisinj 
new  markets.  The  government's  cas 
is  as  relevant  today  as  ever. 

Hamm  covers  tfie  software  indus 
try  from  New  York. 
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RIGAN  AMERICANS 
IT  THE  INVESTING  BUG 

w  study  finds  a  surge  of  interest  in  the  stock  market 

LO  o'clock  on  a  Sunday 
bring   in   April,  and 
le  125  black  women  are 
into  an  exhibition  hall 
■  Airport  Marriott  in 
\.ngeles.  They  listen 
'  as  Mellody  Hobson,  a 
vice-president  at  Ariel 
1  Management  Inc.,  the 
t  black-owned  mutual- 
company,  preaches  the 
of  investing  in  stocks 
jnds.  Among  the  nug- 
she  dispenses  to  the 
lees  at  the  African 
ican  Women  on  Tour 
ence  on  black  women's 
:  $1,000  invested  in 
cap   stocks   in  1926 
have  grown  to  more 
|>5  million  today.  The 
s  reaction?  "Euphoria," 
lobson.  "You  could  see 
;hts  going  on." 
years,  many  African 
cans  who  earn  enough 
9  and  invest  have  been 
nvested  in  stocks.  Rel- 
,o  white  investors  with  ~ 
.rable  incomes,  they  are  much 
likely  to  opt  for  savings  accounts 
nutual  funds,  says  a  new  study 
released  May  14  by  Ariel  and 
is  Schwab  &  Co.  Black  women 
le  most  underinvested.  African 
cans  also  save  less.  In  households 
tg  more  than  $50,000  a  year, 
n  Americans  save  $313  a  month, 
54  for  whites,  the  study  says.  And 
n  Americans  are  much  likelier  to 
it  of  the  market  in  a  downturn. 
But  that  could  be  changing.  Part- 
ause  of  the  lengthy  economic  ex- 
n  and  the  booming  market,  blacks 
arting  to  consider  more  aggres- 
pproaches  to  building  wealth.  In- 
;he  study  found  that  their  interest 
market  surpasses  that  of  their 
counterparts:  More  of  them  read, 
lasses,  and  make  resolutions  about 
ing  than  whites  do.  "The  interest 
ligh  in  the  black  community,  we 
ming  out  in  droves,"  says  Hobson. 
Ariel-Schwab  survey  also  indi- 


THE  WHARTONS: 


arly  investments  were  in  life  insurance 


cates  why  blacks  have  underinvested  in 
the  past.  One  reason  is  inexperience. 
Kenneth  J.  Wharton,  a  TV  ad  salesman 
in  Chicago,  first  turned  to  life  insurance 
as  his  chief  investment  after  his  uncle 
left  some  savings  in  an  insurance  policy. 
"I  figured  this  is  probably  the  safest 
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place  for  my  money,"  Wharton  says.  He 
started  investing  $100  per  month  in  a 
stock  mutual  fund  only  when  a  friend 
working  at  Ariel  began  educating  him. 

Another  factor:  Many  blacks  work  in 
government  jobs  with  defined-benefit 
pension  plans  rather  than  401(k)  plans 
requiring  employees  to  make  invest- 
ment choices.  Also,  there  aren't  a  lot 
of  brokerage  offices  in  predominantly 
black  neighborhoods.  The  Ariel-Schwab 
survey  shows  that  64%  of  black  nonin- 
vestors  attribute  standing  on 
the  sidelines  to  a  "lack  of 
knowledge,"  compared  with 
55%  of  whites. 
BLIND  EYE.  In  addition, 
blacks  are  underrepresented 
in  the  top  financial  firms.  Just 
2.5%  of  securities-industry 
sales  professionals  are  Afri- 
can American,  according  to 
the  Equal  Employment  Op- 
portunity Commission.  "If 
Wall  Street  had  been  mak- 
ing a  big  effort  to  reach  out 
and  get  black  money,  there 
wouldn't  be  an  argument 
about  whether  blacks  were 
investing,"  says  Tony  Cha- 
pelle,  publisher  of  Securities 
Pro,  a  newsletter  covering 
blacks  on  Wall  Street. 

The  Street  is  realizing 
what  it  has  been  missing. 
"We  see  a  tremendous  op- 
portunity," says  Schwab  Co- 
ceo  and  President  David  S. 
Pottruck.  Schwab  also  is 
working  with  black  profes- 
sional groups  such  as  100 
Black  Men.  Lincoln  Financial  Group 
Inc.,  which  targets  wealthy  investors, 
explicitly  tries  to  include  African  Amer- 
icans in  its  ads.  Says  Marketing  Vice- 
President  Gloster  Current:  "You're  open- 
ing up  the  lens  as  wide  as  you  can  in 
terms  of  reaching  potential  clients." 

Working  with  black  investors  typi- 
cally requires  a  different  approach  from 
the  hard  sell  money  managers  have 
been  taught.  Success  comes  from  build- 
ing relationships,  financial  planners  say. 
So  firms  as  big  as  American  Express 
Co.  and  Memll  Lynch  &  Co.  are  holding 
workshops  and  networking  receptions 
in  venues  such  as  black  museums. 

The  new  tactics  seem  to  be  working. 
Since  the  Am  Ex  program  started  two 
years  ago,  some  (58%  of  its  new  business 
has  come  from  black  clients.  "The  tilings 
I  do  are  just  scratching  the  surface," 
says  Wharton.  "I'm  in  the  process  of 
becoming  a  sophisticated  investor."  And 
none  too  soon. 

By  Roger  O.  Crockett  in  Chicago 


In  Business  This  Week 


ED'TED  BY  KELLEY  HOLLAND 


FIRST  WEB  AUCTIONS, 
NOW  THIS 

READY  FOR  "WE  COMMERCE?" 

That's  the  idea  behind  Mer- 
cata,  an  online  shopping  ven- 
tui*e  backed  by  billionaire  in- 
vestor Paul  Allen.  Mercata, 
due  to  be  launched  May  17,  is 
based  on  the  idea  of  giving 
volume  discounts.  The  site, 
which  will  start  with  more 
than  1,000  products,  will  add 
up  demand  for  a  given  prod- 
uct, such  as  a  Harmon/Kar- 
don  stereo,  and  then  negoti- 
ate a  group  rate:  more 
buyers,  lower  price.  To  bring 
in  enough  consumers  and  ed- 
ucate them  on  the  novel  ser- 
vice, Mercata  plans  to  un- 
leash a  multimillion-dollar  ad 
campaign  on  July  4.  Eventu- 
ally, Allen  hopes  to  tie  Mer- 
cata in  with  his  investments 


CLOSING  BELL 


NO  PAIN,  BIG  GAIN 

Immunex'  stock  was  anything  but 
arthritic  on  May  11,  when  it 
jumped  more  than  30%  to 
142/ib.  Propelling  the  shares  was 
a  study  showing  its  arthritis 
drug,  Enbrei,  actually  slows  the 
disease's  progression.  This 
widens  the  market  for  Enbrei, 
which  had  been  used  only  to  treat 
later  stage  rheumatoid  arthritis 
since  winning  FDA  approval  in 
November.  BancBoston  Robertson 
Stephens  analyst  Michael  King 
now  expects  Enbrei  sales  to  hit 
$1.48  billion  in  2001,  up  from 
$800  million.  Things  could  get 
even  better:  Research  suggests 
Enbrei  may  also  be  useful  in 
treating  congestive  heart  failure. 
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in  cable  television  and  Inter- 
net properties  such  as  the 
portal  Go2Net. 

BILL  GROSS  TO 
POINTCAST'S  RESCUE 

ENTREPRENEUR  BILL  CROSS 

has  proven  he  can  start  In- 
ternet companies.  Now  he'll 
try  to  resuscitate  one.  On 
May  11,  ailing  venture  Point- 
Cast said  it  will  be  acquired 
by  LaunchPad  Teclinologies,  a 
San  Diego  startup  funded  by 
Gross's  idealab!  incubator. 
PointCast  pioneered  "push" 
technology,  which  delivers 
customized  news  and  other 
content  to  subscribers'  pes. 
Says  Gross:  "I  want  to  com- 
bine the  loyalty  of  the  Point- 
Cast user  with  our  expertise 
in  E-commerce."  LaunchPad 
specializes  in  E-commerce 
tools,  which  will  be  incorpo- 
rated into  PointCast's  seniee. 


SERVES  EM  RIGHT 
FOR  OVERCHARGING? 

WHIRLPOOL   SAYS    IT  WILL 

appeal  a  $581  million  verdict 
leveled  May  7  against  a  for- 
mer subsidiary  by  an  Alaba- 
ma jury.  The  maker  of  home 
appliances  was  ordered  to 
pay  plaintiffs  who  claimed 
they  were  misled  about  the 
financing  terms  for  their 
$2,000  purchase  of  two  home 
satellite-TV  dishes.  They  used 
a  credit  card  issued  by 
Whirlpool's  former  subsidiary, 
Whirlpool  Financial  National 
P>ank,  to  make  the  purchase. 
Whirlpool  called  the  verdict 
a  "gross  miscarriage  of  jus- 
tice." Both  sides  expect  the 
size  of  the  award  to  come 
down.  Meanwhile,  it  should 
fuel  the  debate  over  big  jury 
awards. 


TPG  ADDS  CHIPS 
TO  ITS  TECH  DIET 

IN  ITS  BIGGEST  DEAL  TO  DATE, 

Texas  Pacific  Group  on  May 
11  agreed  to  lead  a  $1.6  bil- 


HEAD  LINER:  DAVID  WETHERELL 


NETTING  SOME  WINNERS 


Score  a  triple  play  for 
David  Wetherell,  ceo  of  In 
ternet  holding  company 
CMGI.  On  May  12,  USA 
Networks  chief  Bar- 
ry Diller  with- 
drew his  bid  for 
Lycos  in  the 
face  of  opposi- 
tion from  cmgi, 
the  leading 
shareholder,  and 
other  Lycos  in- 
vestors. The  same 
day,  Wetherell  said  Gate- 
way 2000  will  invest  $200 
million  in  cmgi,  joining  In- 
tel, Microsoft,  and  Sumito- 
mo as  strategic  investors 
hoping  to  profit  from  cmgi's 
Net  keiretsu  model.  At  the 
same  time,  Gateway  rival 
Dell  Computer  took  a  4.9% 
stake  in  cmgi's  Navisite,  a 
Web-site  hosting  company. 


 1 

Wetherell  says  the  dealf 
show  cmgi  is  getting  re- 
spect for  the  services  it 
provides  through  its  Nel 
companies — and  no! 
just  for  its  explol 
sive  stock  showfl 
ing.  Since  Jam! 
ary,  cmgi 
shares  have 
risen  328%  on 
the  promise  of 
IPOs  for  its  portfc 
lio  companies. 
"Every  PC  manufacturer  i 
concerned  with  how  to  op 
timize  their  PCs  for  the  Ir 
temet,"  he  says. 

What's  next?  cmgi  insic 
ers  say  Wetherell  hasn't 
ruled  out  a  bid  for  the  80 
of  Lycos  that  cmgi  doesh 
own,  now  that  Diller  is  oi 
of  the  picture. 

By  Paul  Jud 


lion  management  buyout  of 
Motorola's  semiconductor 
components  group.  This  is  the 
sixth  technology  or  telecom 
acquisition  for  tpg,  an  invest- 
ment group  led  by  David 
Bonderman  of  Fort  Worth. 
Past  TPG  investments  include 
retailer  J.  Crew,  Oxford 
Health  Plans,  and  Continental 
Airlines.  A  TPG  spokesman 
says  the  Motorola  unit,  with 
sales  of  $1.5  billion  last  year, 
"is  not  a  sexy  business,  but  it 
has  great  cash  flow."  The  deal 
frees  Motorola  to  focus  on 
faster-growing  semiconductor 
businesses. 


A  MERGE 

IN  THE  RACETRACK 

IF    SHAREHOLDERS  AND 

regulators  give  the  green 
flag,  two  top  names  in  auto 
racing — International  Speed- 
way and  Penske  Motor- 
sports — will  merge,  creating 
the  largest  motor  sports  com- 
pany in  the  U.  S.  ISC,  which 


owns  such  racetracks  as 
Daytona  International  Sp 
way  and  Watkins  Glen  In 
national,  agreed  May  1 
buy  Penske.  isc  Chain 
and  ceo  William  France 
run  the  merged  comp. 
Penske  Motorsports  foui 
Roger  Penske  will  h 
around  the  pits  as  vice-cl 
man.  The  onetime  chai 
onship  racer  and  owne 
some  of  the  top  Indy 
nascar  teams  in  histor 
also  Penske  Motorsports 
shareholder. 

ETCETERA... 


■  Shares  of  TheStreet 
tripled  in  their  first  da 
trading,  rising  to  60. 

■  Cisco  Systems  beat 
Street's  forecasts  for  its  t 
quarter  earnings. 

■  ConAgra  will  shed  1 
jobs  and  shut  some  sto 
depots  and  processing  pi; 

■  ibm  will  build  chips  for 
tendo's  next  home  video-£fD 
console,  in  a  $1  billion  de. 
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e?ve  Completely  Rethought 


REIGHT  T 


SPORTATIO 


It's  amazing  what  can 


AVE 


happen  when  you  open 


the  door  to  new  possibilities.  You  view  sourcing,  manufacturing  and  distribution  as  a  continuum.  And  you 
treat  transportation  expenditures  as  an  investment  which  pays  dividends  in  customer  satisfaction  and  mar- 
ket share.  That's  the  kind  of  thinking 
that  has  shaped  CNF  Transportation: 
a  $5  billion  group  of  market-leading 
companies,  united  by  a  shared  commit- 
ment to  quality  service  and  innovative 
solutions.  With  33,000  people,  25,000 
pieces  of  equipment,  nearly  100  jet 
freighters  and  worldwide  coverage,  we 


certainly  have  the  resources  to  meet 
your  needs.  More  to  the  point,  though, 
we  have  ideas  to  help  strengthen  your 
supply  chain.  And  in  today's  world,  it's 
ideas  that  really  carry  weight. 
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TRANSPORTATION 


Where  ideas  carry  weight 


ry  Worldwide    ♦    Con-Way  Transportation  Services    ♦    Menlo  Logistics  http://www.cnf. 


If  only 

shareholders 
gave 

mulligans. 


Sometimes 
you  only  get  one 
shot.  But  with  our  85,000 
people  worldwide  who  share 
your  view  of  value,  you  can 
always  stay  on  top  of  your 
game.  Together,  we  can  think 
and  do  more.  Tee  up. 
www.ey.com 


CONSULTING     TAX  ASSURANCE 


El  Ernst  &  Young 


From  thought  to  finish 


ashington  Outlook 


;D  BY  PAULA  DWYER 


INKING  REFORM  OR  BUST: 
INATOR  GRAMM  UPS  THE  ANTE 


Gramm  likes  to  gamble.  In  his  20  years  representing 
xas  in  the  House  and  Senate,  he  made  his  mark  with  au- 
cious  moves  on  budget  and  tax  policy.  But  now,  as  chair- 
t  the  Senate  Banking  Committee,  Gramm  may  be  making 
^gest  bet  of  his  career:  He  has  forced  a  summer  show- 
with  the  White  House  that  could  kill  the  best  chance 
ess  has  had  in  25  years  to  overhaul  1930s  laws  that 
,te  the  banking,  insurance,  and  securities  industries, 
issue  are  two  long-running  political  fights,  over  lending 
r  communities  and  who  should  have 
tory  power  over  unfettered  banks — 
reasury  Dept.  or  the  Federal  Re- 
As  the  Senate  debated  Gramm's  bill, 
ent  Clinton,  who  opposes  efforts  to 
n  the  Community  Reinvestment  Act 
and  supports  the  Treasury  over  the 
igain  threatened  a  veto.  Even  First 
Hillary  Rodham  Clinton  joined  in, 
ng  senators  to  back  Treasury.  But 
n  prevailed  by  pushing  the  measure 
;h  the  gop  Senate  on  a  largely  party- 
>te  on  May  6. 

DNTEST."  Before  Gramm  and  Clinton 
heir  next  face-off,  the  House  has  to  ~ 
:e  a  bill.  That  could  be  a  problem.  Last  year,  the  House 
adership  knocked  heads  to  force  competing  industries 
immittees  to  compromise.  Now,  Gramm's  tough  tactics 
mcouraged  lobbyists  to  grab  for  a  bigger  piece  of  the 
ley  are  urging  the  House  Banking  and  Commerce  pan- 
reopen  deals  reached  in  1998. 

Commerce  Committee,  for  example,  is  likely  to  heed  a 
'  Securities  &  Exchange  Commission  Chairman  Arthur 

Jr.  to  strip  from  banks  the  money-management  powers 
r  trust  departments.  Levitt  says  banks  "could  hide  an  en- 
curities  firm  inside  then-  tinst  departments" — and  outside 
c's  reach.  State  insurance  regulators,  for  their  part,  are 
tig  to  beef  up  then-  powers  to  oversee  the  sale  of  insur- 


CAPITAL  WRAPUP 


GRAMM:  Will  he  or  Clinton  blink? 


ance  by  banks.  Bankers  wain  that  such  moves  could  jeopardize 
support  for  the  overall  bill.  "It  wouldn't  take  much  to  lose  us," 
says  American  Bankers  Assn.  lobbyist  Edward  L.  Tingling. 

The  House  gop  leadership  isn't  helping.  "The  members 
are  dying  for  someone  to  settle  these  inside-baseball  fights  be- 
fore they  have  to  vote,"  frets  an  insurance  lobbyist.  But  new 
Speaker  J.  Dennis  Hastert  (R-Ill.)  has  yet  to  hatch  a  strategy. 

The  Commerce  panel  is  likely  to  side  with  Gramm  in  re- 
jecting an  expanded  oversight  role  for  the  Treasuiy,  preserving 
the  Fed's  powers.  "Members  will  have  to 
choose  between  [Fed  Chairman]  Alan 
Greenspan  and  [the  Treasury  Secretary] — 
and  that's  no  contest,"  says  Independent 
Insurance  Agents  lobbyist  Robert  A.  Rus- 
buldt.  Treasury  Secretary  Robert  E.  Rubin's 
July  departure  could  further  weaken  Clin- 
ton's hand.  If  both  the  House  and  Senate 
bills  favor  the  Fed,  as  it  now  looks,  Clinton 
will  have  little  leverage  on  this  issue. 

The  bill's  fate,  then,  could  depend  on 
whether  Clinton  or  Gramm  blinks  first  on 
the  CRA.  While  Gramm  earlier  said  he 
would  accept  a  bill  that  didn't  mention  the 
~  CRA,  he  now  says  some  CRA  limits  "will 
have  to  be  in  the  final  agreement."  A  number  of  Democrats 
are  quietly  egging  him  on.  Hill  staffers  >a\,  in  hope*  that  cka 
limits  are  so  onerous  that  Clinton  can't  compromise.  They  fig- 
ure Gramm  will  back  down  rather  than  give  up  on  reform. 

Gramm  swears  he  won't.  "I  want  a  bill,  but  I  won't  take  a 
bill  that's  bad  for  America,"  he  says.  Clinton,  too,  vows  to 
play  hardball.  Bankers  and  Wall  Streeters,  who  have  poured 
millions  into  campaign  coffers  in  a  vain  quest  for  reform, 
figure  both  sides  are  bluffing — that  Clinton  and  Gramm  won't 
pass  up  the  chance  to  put  their  names  on  a  sweeping  financial 
overhaul.  But  financiers  face  some  tense  times  as  they  wait 
for  one  of  these  notorious  gamblers  to  fold  his  hand. 

By  Mike  McNamee 


TO  ALLOW  E-FUND-RAISING    IF  YOU  CAN  T  BEAT  EM . . . 


a  move  that  is  certain  to  boost 
rnet  fund-raising,  the  Federal 
tion  Commission  on  May  20  is 
scted  to  rule  that  campaign  dona- 
|  made  by  credit  or  debit  card 
ify  for  federal  matching  funds, 
mse  of  fraud  concerns,  the  fec 
prohibits  candidates  from  receiv- 
natching  funds  on  any  credit-card 
ribution.  The  reversal,  requested 
)emoeratic  Presidential  hopeful 
Bradley,  is  endorsed  by  fec  Gen- 
Counsel  Lawrence  M.  Noble. 


►  A  popular  tax  credit  for  corporate 
research  is  due  to  expire  at  the  end  of 
June,  and  congressional  backers  are 
scrambling  for  a  way  to  extend  it.  The 
latest  plan:  Attach  the  R&D  tax  credit 
to  a  minimum-wage  hike,  which  is 
likely  to  pass  Congress  this  year. 
While  Republican  leaders  don't  favor 
the  Administration-backed  hike  from 
$5.15  to  $6.15  an  hour,  they  won't  try 
to  stop  it.  Instead,  the  gop  may  load 
the  bill  up  with  a  minipackage  of  tax 
breaks,  including  the  research  credit. 


TOP  GUNS  FOR  ELECTRIC  DEREG 

►  Big  electricity  users  are  pulling  out 
the  stops  to  get  deregulation  passed. 
They've  already  signed  up  ex-Repre- 
sentative Bill  Paxon  (R-N.  Y.)  to  head 
Americans  for  Affordable  Electricity, 
a  front  group  for  industrial  con- 
sumers. Now,  almost-Speaker  Bob 
Livingston  (R-La.)  is  taking  up  the 
banner  for  a  companion  coalition, 
Restructuring  Opportunities  for 
America,  roa  is  funded  in  part  by 
StateSource  LLC,  a  Tulsa  group  that 
lobbied  for  deregulation  in  Oklahoma. 
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AFTER  THE  RAGE 

Damage  to  U.S.  ties  may  last  for  years 


As  remains  of  three  Chinese  jour- 
nalists killed  in  Belgrade  arrived 
in  Beijing,  signs  abound  that  ef- 
forts to  contain  the  damage  to 
U.  S.-China  relations  are  under  way. 
Flags  at  the  battered  U.  S.  Embassy 
were  flying  at  half  mast  to  honor  those 
killed  in  the  accidental  bombing  of  Chi- 
na's embassy.  Angry  mobs  dispersed 
as  the  official  TV  finally  screened  Pres- 
ident Bill  Clinton's  apologies.  Washing- 
ton and  Beijing  will  discuss  soon 
whether  there  is  any  way  to  salvage 
China's  bid  to  enter  the  World  Trade 
Organization  this  year. 

But  anyone  who  thinks  the  deep 
schism  that  has  opened  up  between  Chi- 
na and  the  U.  S.  can  be  quickly  bridged 
with  some  deft  diplomacy  is  mistaken. 
Beyond  the  differences  between  the  two 
governments  over  fundamental  issues 
such  as  security  and  human  rights,  the 
grassroots  rage  vented  on  the  streets  of 
Beijing  over  several  days  was  real.  And 
it  threatens  to  color  bilateral  relations 
for  years  to  come. 

From  blue-collar  workers  to  college 
students  and  well-traveled  profession- 
als, a  population  that  sometimes  idol- 
ized America  has  grown  disillusioned 
over  Washington's  treatment  of  their 


country.  The  bombing  "shows  how  futile 
it  is  to  try  to  please  the  Americans," 
says  Beijing  University  international  re- 
lations professor  Jia  Qingguo,  who  holds 
a  doctorate  from  Cornell  University. 
There  is  no  reason  to  expect  the  mood 
to  dissipate  now  that  Beijing  has  turned 
off  its  propaganda  barrage. 
long  SIEGE.  Passions  in  Washington  are 
running  high,  too.  American  sympathy 
for  China  after  the  embassy  bombing- 
vanished  over  Beijing's  handling  of  the 
incident.  Beijing  leaders  told  their  pub- 
lic that  the  bombing  was  intentional, 
they  endorsed  the  mass  protests,  and 
they  did  nothing  to  prevent  crowds 
from  trashing  the  U.  S.  consulate  in 
Chengdu  or  laying  siege  to  the  U.  S. 
embassy  in  Beijing.  If  this  was  merely  a 
ploy  to  wring  major  concessions  from 
the  U.  S.  in  the  wto  talks,  it  could  mis- 
fire badly. 

Already,  criticism  of  China  was  in- 
tense in  Washington  over  issues  ranging 
from  human  rights  to  espionage.  Even 
as  the  Clinton  Administration  scram- 
bles to  control  the  damage  from  the 
bombing.  Republicans  on  Capitol  Hill 
plan  to  turn  up  the  volume  when  the 
committee  chaired  by  Representative 
Christopher  Cox  (R-Calif.)  finally  re- 


CHANGING  COURSE  WILL  BE  TOUG  * 


leases  its  report  on  Chinese  spying, 
stalling  to  look  as  if  the  embassy  be 
ing  will  go  down  as  "one  of  the  big 
setbacks  to  bilateral  relations  of 
past  decade,"  says  Johns  Hopkins 
versity  sinologist  David  M.  Lamp 
a  veteran  of  U.  S.-China  affairs 
the  days  of  ping-pong  diplomacy, 
will  be  in  the  league  of  Tianan 


Why  U.S.- 
China 
Relations 
Are  on  the 
Rocks 
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TAIWAN 


Beijing  makes 
major  concessions 
to  get  into  the  World 
Trade  Organization. 
But  Washington 
holds  out  for 
more. 


Outraged  by  the  bomb- 
ing of  its  Belgrade 
embassy,  China  lashes 
out  at  "illegal"  NATO 
operations.  The  U.S. 
says  Serbian  atrocities 
justify  its  intervention. 


Allegations  that  the 
Chinese  stole  military 
secrets  are  causing  a 
furor  in  Congress. 
Beijing  says  the 
charges  are  trumped 
up. 


Washington  may 
include  Taiwan  in  a 
missile-defense 
system.  Beijing  view 
this  as  a  threat  to 
China's  sovereignty 
over  Taiwan. 
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aged  the  demonstrators  and  now  may  find  it  hard  to  stem  the  tide  of  nationalist  resentment 


•e  and  the  Taiwan  Strait  crisis  [of 

Dwing  popular  discontent  in  Bei- 
toses  risks  that  are  just  as  serious 
hina's  leaders  as  they  are  for  the 
Because  the  Communist  Party's 
ganda  machine  was  operating  full 
over  NATO's  attack  on  Serbia,  there 
10  way  to  deal  with  the  embassy 
dy  with  anything  but  strident  na- 
ism.  The  trouble  is,  it  may  be  hard 
rn  it  off  completely.  That  leaves 
lent  Jiang  Zemin  and  Premier  Zhu 
ji  exposed.  Both  have  staked  their 
ations  on  improving  ties  to  the 
and  opening  the  economy.  If  they 
3en  as  soft  in  the  face  of  Western 
ng,  hard-liners  will  attack  them, 
uture  of  China's  economic  reforms 
hang  in  the  balance. 


Some  analysts  fear  that  the  schism 
may  now  undo  what  little  rapproche- 
ment there  is.  Despite  two  successful 
summits  in  1997  and  1998,  Clinton  and 
Jiang  didn't  resolve  disagreements  over 
such  issues  as  Taiwan  and  human  rights. 
China's  angry  denunciations  of  NATO's 
military  intervention  in  Serbia  show 
U.  S.  efforts  at  "constructive  engage- 
ment" don't  guarantee  that  Washington 
and  Beijing  will  be  able  to  bridge  major 
differences  over  global  security  issues. 
The  U.  S.,  for  example,  regards  its  at- 
tempt to  forcibly  halt  the  bloodbath  in 
Kosovo  as  the  act  of  a  responsible  su- 
perpower. To  China,  NATO's  bombing  of 
Belgrade  is  a  gross  interference  in  the 
internal  affairs  of  a  sovereign  nation. 

To  be  sure,  both  China  and  the  U.  S. 
have  too  much  at  stake  to  allow  a  com- 


plete diplomatic  collapse.  As  the  impact 
of  the  Asia  crisis  is  being  felt  and  in- 
dustries across  China  lay  off  workers, 
America  remains  a  vital  source  of  in- 
vestment and  technology  and  the  most 
important  market  for  everything  from 
toys  to  electric  appliances.  "No  matter 
how  bad  political  relations  become,  it  is 
impossible  that  the  economic  relationship 
would  break  down,"  says  Chinese  econ- 
omist and  winter  He  Qinglian. 

The  fate  of  China's  wro  bid  will  test 
the  true  depth  of  the  diplomatic  rift. 
The  White  House  is  considering 
whether  to  send  U.  S.  trade  negotiator 
Robert  Cassidy  to  Beijing  within  a  few 
weeks.  But  there  are  signs  that  Chi- 
na's position  has  hardened  since  Zhu 
failed  to  cut  a  trade  deal  with  Clinton  in 
April.  At  the  same  time,  the  Clinton 
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^Administration  can't  settle 
for  a  weaker  deal  as  Presi- 
dential elections  approach 
next  year.  "It's  hard  to  imag- 
ine a  scenario  where  we  can 
put  tilings  back  together"  for 
a  deal  this  fall,  says  a  U.  S. 
negotiator.  That  will  be  a  big 
setback  for  American  busi- 
nesses ranging  from  com- 
mercial banks  to  telecom 
providers. 

BAD  TIMING.  The  big  prob- 
lem is  that  the  momentum 
Zhu  generated  at  home  to- 
ward striking  a  deal  has 
stalled.  Industries  with  the 
most  to  lose  from  greater 
foreign  competition,  such  as 
telecom,  automobiles,  and  chemicals, 
have  mobilized  in  opposition  to  the  con- 
cessions Zhu  offered.  Consider  the 
change  of  heart  at  Shenzhen-based 
Zhongxing  Telecom,  which  makes  digital 
switches  in  competition  with  U.  S., 
French,  German,  and  Japanese  compa- 
nies in  China.  Zhongxing  benefits  from 
high  duties  on  imports  and  other  gov- 
ernment protections.  These  barriers 
would  fall  if  China  entered  the  WTO.  Be- 
fore the  bombing,  Zhongxing  executives 
said  they  welcomed  competition.  But 
now  company  official  Yan  Gaoming  says: 
"We  should  definitely  not  open  our  en- 
tire market  to  foreign  companies." 

Political  timing  also  is  working 
against  a  speedy  resolution  of  trade  dif- 
ferences. U.  S.  negotiators  had  hoped 


to  wrap  up  the  details  with  Beijing  be- 
fore June  3,  the  day  Clinton  said  he 
would  decide  whether  to  renew  China's 
most-favored-nation  trading  status.  Sen- 
ate Majority  leader  Trent  Lott  assured 
U.  S.  business  leaders  in  a  private  meet- 
ing in  April  that  the  Republicans  would 
approve  a  deal  in  time  for  the  WTO's 
ministerial  meeting  in  November.  Now, 
a  wto  deal  this  fall  will  be  tough.  With 
U.  S.  elections  in  2000,  there's  a  risk 
that  the  issue  will  be  shelved  for  years. 

Republican  firebrands  are  seizing  on 
China's  response  to  the  bombing  to 
keep  anti-China  feeling  hot.  Charges 
OOP  lawmaker  Cox:  "The  organization 
of  anti-American  demonstrations  has 
laid  bare  the  manipulative  nature  of 
the  Communist  government."  Cox  fig- 


ures Beijing  is  using  1 
protest  "to  gain  leverage 
negotiations." 

On  that  count,  the  Rep 
licans  are  underestimating 
depth  of  emotions  among 
Chinese.  Tensions  have  bi 
building  for  years.  Many  ( 
nese  blamed  the  U.  S.  C 
gress  for  scuttling  Beijir 
bid  to  host  the  2000  Olymp 
An  even  bigger  blow  to  C 
nese  patriotism  was  Clintc 
reversal  of  long-held  pol 
by  allowing  Taiwanese  Pn 
dent  Lee  Teng-hui  to  visit 
U.S.  in  1995.  When  Ch 
held  threatening  military  l 
neuvers  before  a  Taiwan 
presidential  election,  the  U.  S.  sent  , 
ci-aft  carriers  to  the  Taiwan  Strait.  W 
Washington  and  Tokyo  discussed  a  r 
sile  pact  to  protect  Asia,  many  Chin 
viewed  the  move  as  an  attempt  to  c 
tain  their  rising  power. 

The  final  straw  was  Belgrade.  Wi 
really  enraged  Beijing  was  that  N 
brushed  aside  its  objections  to  boi 
ing  the  Serbian  capital  even  though  ( 
na  is  one  of  five  permanent  memo 
of  the  U.  N.  Security  Council.  The  (I 
nese  media  reported  only  the  suffeij 
of  Serbs  while  ignoring  the  atroci 
against  ethnic  Albanians.  The  err 
bombs  that  landed  on  China's  emba| 
touched  off  a  powder  keg. 

Why  did  Beijing  decide  to  exploit 
tragedy  by  claiming  the  attack  was 


JANUARY,  1992 


Deng  Xiaopmg's  tour  of 
southern  China  triggers 
U.S.  investment  boom  on 
the  mainland. 


wan  Straits.  U.S.  sends  in 
carrier  group. 

SPRING,  1997 


nals  support  for  Beijing'; 
Taiwan  policy. 

DECEMBER,  1998 


JULY,  1992 


Presidential  candidate 
Clinton  lambastes  "the 
tyrants  of  Beijing." 

SEPTEMBER,  1993 

China  loses  bid  to  host 
2000  Olympics:  Blames 
U.S.  Congress. 


JUNE,  1995 


China  feels  betrayed  when 
Taiwan  President  Lee 
Teng-hui  visits  the  U.S. 


MARCH,  1996 


Military  tensions:  China 
test-fires  missiles  in  Tai- 


Chinagate:  Allegations 
surface  of  Chinese  contri- 
butions to  Clinton's  cam- 
paign coffers. 

OCTOBER,  1997 

President  Jiang  Zemin's 
successful  trip  to 
the  U.S.  The  U.S.  lifts 
Tiananmen-related 
sanctions  and  establishes 
links  with  Chinese 
military. 

APRIL,  1998 

The  "Beijing  Spring";  dis- 
sidents are  released  and 
greater  freedoms  allowed. 

JUNE,  1998 

Clinton  visits  China,  sig- 


Beijing  cracks  down  on 
dissent  again. 

JANUARY,  1999 


New  allegations  of  Chi 
nese  theft  of  U.S.  milita 
secrets. 

APRIL,  1999 


Premier  Zhu  Rongji  fails 
to  secure  a  deal  on  WTC 
membership  for  China 
during  U.S.  visit. 

MAY,  1999 

U.S.  bombs  Chinese 
embassy  in  Belgrade. 
Anti-U.S.  protests  sweej 
China.  Beijing  breaks  of 
military  contact. 
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.liberate?  One  reason  is  that  leaders  may 
]have  wanted  to  distract  students  from 
(focusing  on  the  upcoming  10th  anniver- 
sary of  Tiananmen.  But  in  a  way,  Bei- 
ijing's  hand  also  was  forced  by  its  one- 
sided coverage  of  the  nato  bombings  of 
;  Serbia.  And  after  hearing  so  much  about 
i  America's  superior  military  technology 
sand  its  ability  to  drop  bombs  with  pin- 
point accuracy,  analysts  say,  many  ordi- 
mary  Chinese  would  not  have  believed 
■  that  the  embassy  attack  was  an  error. 
I  Had  the  leadership  quietly  accepted 
the  U.  S.  explanation,  it  would  have 


seemed  cowardly.  Says  a  senior  Clinton 
Administration  official:  "Protesters  will' 
say  the  reformers  are  simply  kowtowing 
to  bullying  by  the  West,  continuing  the 
humiliation  of  ( "hina."  Beijing  was  better 
off  co-opting  the  protesters  than  sup- 
pressing them — even  if  the  price  was 
deteriorating  relations  with  Washington. 

At  this  point,  Western  apologies  and 
quick  explanations  just  may  not  be 
enough.  "You  blame  it  on  some  old 
maps,"  says  an  unconvinced  Su  Ge,  as- 
sistant president  at  the  Foreign  Affairs 
College  in  Beijing.  Adds  China  Insti- 


tute of  Contemporary  International  I 
lations  scholar  Yan  Xuetong,  who  ha 
PhD  from  the  University  of  Califor 
at  Berkeley:  "Chinese  are  being  kill 
and  the  killer  just  says  sorry  with 
indifferent  face." 

This  is  a  rage  that  will  not  fade  e 
ly.  Clearing  the  last  demonstrators 
the  streets  will  be  just  the  first  step 
mending  a  badly  damaged  relationsl 

By  Bruce  Einhorn,  with  Amy  Lou 
Kazmin,  in  Hong  Kong;  Dexter  Rob 
in  Beijing;  Amy  Borrus  in  Washi 
ton;  and  Pete  Engardio  in  New  Yori 
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By  Stan  Crock  and  Paul  Magnusson 

IT'S  TIME  TO  TAKE  THE  BLINDERS  OFF 


A 


s  they  ponder  their  next  move 
in  the  wake  of  the  Beijing 
^protests,  U.  S.  policymakers 
should  forget  all  the  hype  generated 
over  the  years  about  a  special  rela- 
tionship with  China.  Instead,  they 
should  recognize  relations  with  Chi- 
na for  what  they  are:  an  uneasy  mix 
of  distrust  and  cooperation.  Peaceful 
coexistence  is  all  we  can  expect. 

For  the  past  10  years,  it  has  not 
been  much  of  a  partner- 
ship, anyway.  China  and 
the  U.  S.  have  lurched 
from  extreme  lows — as 
after  the  June,  1989, 
Tiananmen  Square  mas- 
sacre— to  the  euphoria 
of  Presidential  summits. 
"We  have  a  hard  time 
staying  on  a  middle 
course,"  says  Douglas 
H.  Paal,  president  of 
the  Asia  Pacific  Policy 
Center.  And  fundamen- 
tal Sino- American  rela- 
tions are  not  going  to 
stabilize  quickly.  The 
two  countries  have  con- 
flicting views  of  post- 
cold  war  rules  of  behavior  and  wide- 
ly different  ideas  about  the  lessons 
of  history. 

In  the  past,  Americans  viewed  for- 
eign countries  as  either  friend  or  foe. 
But  such  simple  categories  don't  fit 
China.  Are  menacing  moves  like  a 
missile  buildup  along  the  Taiwan 
Strait  meant  just  to  intimidate  a 
renegade  province?  Or  do  they  signal 
an  even  more  ominous  desire  to 
strong-arm  weaker  neighbors  along 
China's  borders? 


China  willingly  relies  on  America's 
vibrant  economy  for  an  export  mar- 
ket, investment,  and  technology.  But 
it  dislikes  America  the  global  police- 
man. Kosovo  highlights  this  discom- 
fort. Mindful  of  its  own  problems 
with  Tibet  and  Taiwan,  Beijing  sees 
NATO's  intervention  as  a  dangerous 
precedent.  George  Washington  Uni- 
versity China  hand  Harry  Harding 
notes  that  a  Chinese  friend  suggest- 


BEIJING:  Peaceful  coexistence  is  all  the'U.S.  can  hope  for 

ed  Beijing  could  now  justify  bombing 
Jakarta  if  ethnic  Chinese  were  mas- 
sacred there — a  move  Washington 
would  find  intolerable. 

The  stronger  economic  ties  that 
would  result  from  admitting  China 
to  the  World  Trade  Organization 
could  provide  some  ballast  to  the  re- 
lationship. But  it's  an  open  question 
whether  Clinton  and  Chinese  Pre- 
mier Zhu  Rongji  can  quell  opposi- 
tion in  Washington  and  Beijing  to  a 
deal.  Chinese  hard-liners  don't  want 


more  free-market  rules  imposed  on 
their  economy  through  a  wto  deal. 
And  this  summer,  the  anti-China 
lobby  in  Washington  will  be  in  full 
cry  after  the  GOP  releases  the  Cox 
report  on  Chinese  espionage  in  the 
U.S. 

MORE  TO  COME.  The  two  countries 
share  strategic  interests,  from  a  sta 
ble  Persian  Gulf  to  a  peaceful  Kore 
an  Peninsula.  But  those  aren't 

enough  to  put  the  rela- 
tionship on  an  even  keel 
American  policymakers 
have  to  realize  that 
crises  tend  to  push  Bei 
jing  to  extreme  behav- 
ior— and  that  other 
episodes  of  Chinese 
overreaction  are  sure  to 
occur.  The  trick  is  for 
the  U.S.  not  to  counter 
with  radical  acts  of  its 
own. 

What's  needed  is  time 
for  a  new  realism.  En- 
gaging China  does  not 
guarantee  a  stable  rela- 
tionship, as  many  in 
Washington  had  once 
hoped.  But  it's  better  than  the  alter- 
native— a  new  cold  war  with  Asia's 
largest  and  most  unpredictable  poweii 
China  is  a  complex,  difficult  partner 
that  is  still  run  by  the  Communist 
Party.  Beijing  will  never  meet  all  of 
Washington's  expectations.  The  best 
that  Americans  can  hope  for  is  to 
manage  the  crises  coolly — and  push 
slowly  and  patiently  for  better  ties. 


Crock  and  Magnusson  cover  for 
eign  policy  and  trade  in  Washington 
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What  kind  of 
irline  wou 
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st  class? 


t's  dedi 


at  kind  of  airline  thinks  executives 
ing  overseas  need  more  personal 
?  More  nonstops?  More  flight  atten- 
?  More  award-winning  wines?  More 
ts  and  gizmos?  More  everything? 
,  the  airline  that's  outclassing  busi- 
lass.  That's  who. 

'oducing  Delta  BusinessElite.  Not 
le  best  international  business  class, 
lore  room  to  enjoy  it.  To  be  exact, 
more  legroom  than  British  Airways. 


28°  more  recline  than  American  Airlines. 
And  unlike  Lufthansa,  never  a  middle  seat. 

By  this  summer,  every  international 
flight  will  be  upgraded  with  BusinessElite 
service.  You're  bound  to  appreciate  the 
added  space  and  amenities  on  your  next 
flight  to  Europe,  Japan,  India  or  Brazil. 
What  kind  of  executive  wouldn't? 

For  reservations  visit  our  website 
at  www.bizelite.com,  or  call  your  Travel 
Agent  or  Delta  Air  Lines  at  1-800-241-4141. 


business  elite 

A  Delta  Air  Lines 


space  is  defined  as  the  sum  of  legroom  and  recline.  Legroom  based  on  measurements  taken  from  the  foremost  point  of  the  bottom  seat  cushion  to  the  back  of  the  seat  in  front  of  it  using  non-bulkhead 
a  widebody  aircraft  of  American  Airlines,  British  Airways,  Lufthansa,  Virgin  Atlantic,  Continental,  U.S.  Airways,  TWA,  KLM,  ANA,  Alitalia  and  Northwest.  OlWJ  Delta  Air  Lines,  Inc. 
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JAPAN 


A  HOSTILE  TAKEOVER- 
IN  JAPAN? 

Britain's  Cable  &  Wireless  is  battling  NTT  for  a  telecom  prize 


When  telecom  group  Cable  &  Wire- 
less PLC  first  bid  for  Internation- 
al Digital  Communications,  the 
logic  seemed  1-2-3.  Under  Graham  Wal- 
lace, its  new  chief  executive,  London- 
based  C&W  is  determined  to  expand  its 
global  operations.  Acquiring  the  Japa- 
nese earner  would  expand  its  web  and 
give  it  a  foothold  in  the  vast  Japanese 
market.  For  its  part,  IDC  is  too  small  to 
survive  among  hotly  competitive  long- 
distance carriers.  So  in  early  April,  c&w 
offered  an  estimated  .$529  million  for 
the  82%  of  idc  it  didn't  already  own. 

A  happy  ending?  Scarcely,  c&w's  idea 
of  the  perfect  match  has  quickly  turned 
into  the  closest  thing  to  a  hostile  take- 
over bid  Japan  has  ever  seen.  Nippon 
Telegraph  &  Telephone  Corp.,  Japan's 
dominant  domestic  carrier,  made  a 
counteroffer  on  Apr.  15.  For  many  for- 
eign executives,  IDC's  decision  will  be  a 
key  gauge  of  how  far  Japan's  markets, 
after  years  of  recession  and  incremental 
reform,  have  actually  opened. 

c&w  isn't  giving  up.  On  May  7,  after 


mc's  board  voted  to  accept  ntt's  bid, 
c&w  bumped  up  its  offer  to  $556  million, 
which  tops  NTT's,  and  gave  mc's  other 
shareholders  until  June  5  to  accept.  Says 
Jay  Nelson,  senior  editor  of  Success  Sto- 
ries Japan,  a  New  York  newsletter  that 
tracks  Corporate  Japan:  "It's  the  first 
crack  in  the  wall  for  foreign  companies 
to  enter  the  Japanese  telecom  market." 

At  first  glance,  idc  doesn't  look  worth 
fighting  over.  It  was  set  up  in  1987  as 
one  of  a  group  of  "new  common  earn- 
ers" to  compete  with  ntt  in  the  long- 
distance market  domestically  and  with 
KDD  internationally.  But  market  liber- 
alization and  new  foreign  competition 
hammered  call  rates,  and  the  newT  car- 
riers weakened,  idc,  which  never  went 
public  and  does  not  report  results,  is 
now  third  or  fourth  in  Japan's  interna- 
tional market — and  the  only  new  carrier 
not  yet  absorbed  by  a  larger  partner. 

Nonetheless,  acquiring  idc  is  a  sound 
strategic  move.  Although  it  is  ranked 
the  No.  3  international  carrier  behind 
AT&T  and  Deutsche  Telecom,  c&w's  glob- 


al network  is  patchy.  The  compa 
which  had  sales  last  year  of  $12.9  billi 
is  expanding  from  voice  traffic  to  d 
transmission  and  Internet  services, 
of  this  makes  idc  an  attractive  1 
Japan  is  essential  to  the  corpor 
clients  c&w  now  seeks.  Internet  use 
Japan,  only  11%  of  all  households,  is 
to  expand  rapidly.  "In  acquiring  idc, 
will  have  an  ideal  vehicle  already 
up  in  Japan,"  says  Stephen  Pettit,  c& 
executive  director  for  global  busines 

c&w  is  no  stranger  to  idc,  hav 
owned  an  18%  stake  in  idc  since 
founding,  c&w  has  tried  to  tread  c£ 
fully.  It  has  stressed  that  it  would  o: 
jobs  to  all  idc  employees.  Pettit  ass< 
that  c&w's  emphasis  on  new  prodi 
and  services  would  make  the  compan 
more  dynamic  place  to  wrork. 
TAKE  THE  CASE.  It's  not  clear  whet 
this  stance  will  persuade  idc's  boarc 
its  other  shareholders.  These  incl 
Toyota  Motor  Corp.  and  trading  con 
ny  Itochu  Corp.,  both  of  which  also  1 
18%  stakes.  If  either  sells  to  c&w, 
British  company  could  veto  board  d 
sions.  ntt  doesn't  want  that.  L 
barred  from  international  servic 
will  split  in  July  into  two  local  op< 
tions  and  a  long-distance  carrier.  Buj 
idc  would  give  the  long-distance  car 
an  instant  international  network. 

The  impulse  to  keep  IDC  Japanes 
clear  enough,  idc's  board  has  been  p 
ning  to  accept  a  bid  from  ntt  since 
year.  But  Toyota  President  Hiroshi 
da  now  says  his  company's  decision 
rest  partly  on  "international  relatio 
That  may  weigh  in  c&w's  favor:  Bri 
has  threatened  to  take  the  case  to 
World  Trade  Organization  if  ntt 
the  battle.  "There's  a  lot  of  sunligh 
this  deal,"  says  Nicholas  Benes,  pi 
dent  of  Japan  Transaction  Partners 
investment  banking  advisory. 
Japanese  shareholders  can't  simpl 
something  nice  for  their  friends." 

Analysts  in  London  give  c&w  a  5 
chance  at  this  point.  Without  IDC, 
say,  it  will  need  a  Plan  B  for  Ja 
where  there  are  no  obvious  alterna 
acquisitions.  For  idc's  board,  the 
lenge  comes  now.  It  has  to  de 
whether  to  act  in  the  interests  of  Jj 
Inc. — or  in  the  interests  of  sharehok 
It's  a  choice  between  an  outmc 
Japan  and  one  only  now  emerging. 

By  Sebastia)i  Moffett  in  Tokyo, 
Heidi  Dauiey  in  London 


"There's  a  lot  of  sunlight  on  this  deal.  The  Japanese  share 
holders  can't  simply  do  something  nice  for  their  friends" 
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We  have  our  ways.  Fly  Like  an  Eagle" 


Want  to  get 
a  message  to  a 
certain  womai 
in  France? 


Like  the  one  with  a  preference  for 
the  product  you  produce.  Or  the 
mutual  fund  you're  selling.  Or  mayb( 
she's  the  manager  of  your  plant  in 
Lyons  awaiting  sales  support. 

When  you  need  to  ship 
internationally,  we  have  the 
way  to  get  your  packages 
there.  As  directly  as  possible. 
Whether  we're  talking  Express  Mail 
International  Service™  for  saving 
time,  or  volume  services  for  saving 
money,  Global  Delivery  Services™ 
from  the  United  States  Postal 
Service  has  the  capabilities  to  help 
you  grow  global.  And  the 
experience.  Just  ask  the  ladies  in 
France.  For  more  information,  call 

1 -800-TH E-USPS,  ext.  GD2108 

UNITED  STATES 


POSTAL  SERVICi 


www.uspsglobal.con 


Unlike  other  SUV  owners,  you  don't  have  to  choose 
which  kid  doesn't  get  a  three-point  seatbelt. 


Introducing  the  most  technologically 
advanced  Land  Rover  ever. 

When      the  SUVs  that  scat  seven 
or  more  arc  tilled  to  capacity,  at  least  one 
child  is  left  less  secure  than  the  rest. 
Which  is  why  we  equipped  the  Land  Rover 
Discovery  Series  II  with  a  three-point 
seatbelt  in  each  ot  its  seven  available 
seats.  So  all  your  children  can  be  kept 
equally  in  their  place. 

And  three-point  seatbelts  are  just  some 


ot  the  13.500  new  parts  that  are  av  ailable 
on  the  new  Discovery.  There's  also 
permanent  tour-wheel  drive,  hill  descent 


DISCOVERY  SERIES  II  534,775* 

#1 


control,  electronic  traction  control, 
four-channel  all-terrain  ABS  to  name 

The  Discovery  also  comes  with  a 
tour-year.  50,000-mile  warranty*** 
starting  MSRPot  834,775.*  So  tor  mo 
information,  call  1-S00-FIXE  4 WD  oi 
us  at  www.Best4x4.LandRover.coia 

With  all  that  the  extraordinary  n> 
Land  Rover  Discovery  Series  II  otter 
you  might  say  we've  got  things  eomp 
buckled  up. 


Lternational  Outlook 


ED  BY  PATRICIA  KRANZ 


XTSIN'S  POWER  PLAY 

ENDS  TREMORS  AROUND  THE  WORLD 


)  matter  how  frail  his  health,  Russian  President  Boris  N. 
ifeltsin  never  seems  to  lose  his  appetite  for  political 
rower.  By  abruptly  firing  influential  Prime  Minister 
sny  M.  Primakov  on  May  12,  Yeltsin  once  again  signaled 
l  countrymen  and  the  world  that  he  is  in  charge.  But  he 
lso  tilted  Russia  into  another  period  of  prolonged  polit- 
ind  economic  instability — and  may  have 
d  Russia's  chance  to  regain  international 
re  by  brokering  peace  in  Kosovo, 
iw  the  stage  is  set  for  a  showdown  be- 
n  the  Kremlin  and  Russia's  parliament. 
Itate  Duma.  Primakov  was  strongly  sup- 
d  by  the  Communist-dominated  Duma, 
nany  deputies  are  angry  at  his  ouster. 
Duma  was  set  to  begin  debating  impeach- 

charges  against  Yeltsin  on  May  13,  and 

believe  Yeltsin  ousted  Primakov  in  a  bid 
stract  the  Duma.  Although  Yeltsin's  foes 
nlikely  to  succeed  in  impeaching  him,  the 
a  will  almost  surely  reject  his  new  nomi- 
pr  Prime  Minister,  Interior  Minister  Sergei 
ishin.  Under  Russia's  constitution,  if  the 
a  rejects  Stepashin  three  times,  Yeltsin 
lave  to  dissolve  the  parliament  and  hold 
elections  within  three  months, 
rprisingly,  many  of  Yeltsin's  opponents  fa- 
his  scenario.  That's  because  they  believe 
can  benefit  from  a  new  surge  in  anti- Yeltsin  sentiment  if 
ons  are  held  in  September.  So  Yeltsin  may  have  won  a 
-term  battle  against  his  political  rival,  Primakov,  but 
at  the  price  of  a  parliament  dominated  by  even  more  of 
pponents. 

;anwhile,  the  mounting  chaos  is  yet  more  bad  news  for 
ia's  tattered  economy.  Stepashin,  who  as  Interior  Minis- 
las  headed  Russia's  domestic  militia,  has  no  economic 
ground.  Political  instability  could  delay  a  new  $4.5  billion 
from  the  International  Monetary  Fund,  as  well  as  crucial 


YELTSIN:  A  ))W) 
stayice  oh  Koso 


debt  restructuring  deals  with  international  banks.  The  up-] 
heaval  is  also  spooking  investors  just  as  they  had  begun 
putting  money  back  into  Russia.  After  gaining  more  than  40%j 
this  year,  the  Russian  stock  market  fell  16.2%  the  day  Pri-j 
makov  was  fired.  "Without  political  stability,  there  is  nothing 
for  an  investor  to  look  at  in  Russia,"  says  Mark  V.  Jarvis, 
managing  director  of  Fleming-Guta  Asset  Man-j 
agement  in  Moscow. 

But  the  most  serious  casualty  of  Yeltsin's  po- 
litical shakeup  may  be  the  sensitive  search  for 
peace  in  Kosovo.  Even  as  he  ousted  Primakov, 
Yeltsin  declared  that  Russia  would  halt  its  peace 
efforts  if  xato  did  not  take  his  country's  views 
on  how  to  resolve  the  conflict  into  account. 
"Yeltsin  is  likely  to  turn  hawkish  on  Kosovo, 
knowing  that  Russian  public  opinion  supports j 
this,"  worries  one  Western  diplomat  in  Moscow.! 
CHINA  TILT.  Indeed,  on  May  11,  Yeltsin's  Balkan 
envoy  Viktor  Chernomyrdin  met  with  Chinese 
leaders  in  Beijing  and  declared  that  both  coun- 
tries wanted  nato  to  halt  bombing  before  peace 
talks  could  begin.  That  was  a  tougher  stance 
than  Russia  had  taken  a  week  earlier,  when  it 
agreed  on  a  peace  process  with  the  foreign 
ministers  of  the  Group  of  Seven  nations.  Some 
analysts  are  beginning  to  worry  that  a  new 
"  Russia-China  alliance  could  complicate  U.  S. 
and  NATO  relations  with  both  countries. 

At  the  twilight  of  his  career.  Yeltsin  seems  willing  to 
sacrifice  stability  at  home  and  abroad  to  stay  in  office.  "Pri- 
makov's sacking  spoils  Yeltsin's  image  as  a  reformer.  It  tells 
people  that  he  is  more  interested  in  personal  power  than  in 
the  good  of  the  country,"  says  Dmitri  Oreshkin.  an  analyst  for 
Moscow-based  political  consultancy  Mercatur  Agency.  That's 
worrying  not  just  for  Russians  but  for  political  leaders  from 
Washington  to  Tokyo. 

By  Margaret  Coker  in  Moscow, 
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GLOBAL  WRAPUP 


RMANY'S  NEW  BANKER 

Irnst  Welteke's  selection  as  succes- 
to  Bundesbank  President  Hans 
tmeyer  could  boost  Frankfurt  in 
war  to  supplant  London  as 
rope's  financial  capital.  Welteke, 
has  been  active  in  Frankfurt-area 
itics  since  1972  and  has  an  erao- 
lal  stake  in  promoting  the  city's 
ture.  Although  a  member  of  the 
-leaning  Social  Democratic  Party, 
has  longstanding  ties  on  the  local 
incial  scene  and  is  seen  as  a  mar- 
-friendly  moderate.  In  a  move  that 


would  boost  Frankfurt  at  London's 
expense,  count  on  Welteke  to  use  his 
seat  on  the  European  Central  Bank  to 
push  for  greater  cooperation  among 
euro-area  stock  markets.  And  expect 
Welteke  to  join  forces  with  German 
Finance  Minister  Hans  Eichel,  anoth- 
er old  local  pol,  to  try  to  make  Frank- 
furt supreme  before  Britain  adopts 
the  European  single  currency. 

MEXICAN  MEDIA  TYCOONS 

►  Two  of  Mexico's  most  powerful  fam- 
ilies are  joining  forces.  Billionaire 
Carlos  Slim  Helu,  chairman  of  Tele- 


fonos  de  Mexico,  has  come  to  the  aid 
of  Emilio  Azcarraga  Jean,  the  young 
heir  to  Grupo  Televisa,  the  world's 
largest  Spanish-language  media  com- 
pany. Azcarraga  lacked  the  cash  to 
buy  stakes  in  Televisa's  holding  com- 
pany being  sold  by  the  Aleman  family 
and  others.  Slim  stepped  in  and 
acquired  24%  for  $350  million  through 
his  Banco  Inbursa.  Slim  says  he's  sim- 
ply making  an  investment  and  that 
his  shares  will  be  voted  along  with 
Azcarraga.  Still,  the  deal  could  open 
the  w7ay  for  Slim  to  build  a  multime- 
dia empire. 
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.  Someone  has. 
We  re  Infinium,  and 

we  can  help  you 
unleash  the  potential  of 
your  organization,  so  every 
team  has  the  edge  to  turn 
customers  into  advocates. 
Visit  www.infinium.com/bw 
to  learn  more  about 
how  our  team  can  help 
your  people  do  great  work. 
Infinium:  enterprise 
software  solutions 
to  optimize  business 
performance. 
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.^Michael  Dub 
Founder  and  CEO  of  DVDIXP 


Michael  Dubelko  believed  in  the  future  of  DVDs.  And  he  believed 
n  the  potential  of  the  Web.  With  the  two  together,  he  created  DVD 
EXPRESS,  a  hugely  successful  Web  business  that  has  grown  ten-fold 
n  the  last  year,  selling  more  than  two  million  DVDs. 

The  secret  to  his  success?  Pandesic's  e-business  solution. 
3andesic  offers  everything  DVD  EXPRESS  needs  to  support  continuous 
growth:  proven  e-business  processes,  best-of-class  hardware  and 
.oftware,  and  around-the-clock  service  and  support.  Because 
Jandesic's  solution  scales  so  easily,  it  allows  DVD  EXPRESS  to  serve 
is  many  customers  as  they  can  possibly  attract. 

Thanks  to  Pandesic,  DVD  EXPRESS  has  automated  their  site's 
?ntire  order  cycle  from  order  iking,  to  shipping,  to  billing  and 


warehousing.  This  frees  up  Michael  and  his  staff  to  do  what  tly1. 
do  best — provide  customers  with  a  huge  selection  of  DVDs  at  gat 
prices  with  unbeatable  customer  service. 

Let  Pandesic  help  you  take  control  of  your  Web  business 
Visit  our  Web  site  or  call  1-888-349-3249,  ext.  500  to  receive||: 
Pandesic  E-commerce  Success  Kit. 


pandesi 


Pandesic.  How  a  business  does  e-busine 
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Fie  The  Wired 
Bunch 

Going  online  is  a  virtual  ne- 
cessity these  days  for  any 
serious  business.  Here's  how 
four  entrepreneurs  are  mak- 
ing the  transition  work 

F.24  Star  Power 

Think  that  a  well-known  exec 
won't  serve  on  the  board  of 
your  little  company?  Think 
again;  many  of  them  relish 
the  chance 


Bottom  line,  you're  in  business  to 
make  money  for  yourself.  But  tap- 
ping your  company  for  personal 
cash  can  be  tricky.  Here's  the  right 
way  to  do  it 


F.4  InBox 

New  government  program,  Jesse 
"the  marketer,"  and  more 

F.6  Trends 

Sure,  you  need  high-tech  gear- 
but  don't  go  broke  getting  it 

F.8  What's  Hot 

How  far  would  a  home  run  go  if  it 
didn't  hit  the  scoreboard  first7 

F.10  What  Works 

An  overlooked  health  plan  looks 
like  the  cure  for  rising  costs 

F.14  Digital  Manager 

Here's  a  bright  idea:  Portable  pro- 
jectors that  don't  weigh  a  ton 


F.32  My  Company 

The  difference  between  sharing 
profits  and  giving  them  away 

F.34  Under  30 

It  took  guts— real  human  organs, 
actually— to  create  this  company 


Cover  credit: 
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Body  and  Sell 

HE  DEFEATED  more  seasoned 
rivals  on  a  shoestring,  outfoxed 
the  experts,  and  brandished  his 
oversize  personality  to  whip  up  demand. 
That  made  Minnesota  Governor  Jesse 
"The  Body"  Ventura  En- 
trepreneur of  the  Year 
according  to  the  non- 
profit Minnesota  En- 
trepreneurs Inc.,  a 
Minneapolis  educa- 
tional group.  Some 
$150,000  of  his 
1626,000  cam- 
paign war  chest 
came  from  prod- 
uct sales — and  the 
Ventura  machine  keeps 
banging  out  new  high- 
margin  items,  such  as 
action  figures  (chart). 
So  if  this  governing 
thing  doesn't  work 
out .  .  . 


Your  Taxes 


WHAT  HAS  the  government  d 
you — or  to  you — lately?  A  few  tl 
The  Small  Business  Administr; 

finalized  terms  on  its  new  $500j 
Y2K  Action  Loan  program,  which 
small  companies  up  to  $750,000! 
related  costs.  Flexible  payment  tet 
include  a  one-year  moratorium  on 
repayment.  Visit  www.sba.gov 
ing/fry  2k.html. 

The  Internal  Revenue  Sen 
backed  off  its  demand  that  compai 
more  than  $50,000  in  payroll  t, 


Jesse  "The  Marketer"  Ventur; 

ACTION  FIGURES  $1,200,00 

SHIRTS  1,180,00 
BAMMERS  (BEANBAGS)  195,00 

SWEATSHIRTS  168.75 

MUGS  150,  OCT 
HATS 72,50 

BUMPER  STICKERS  2 2 , 5 0. 

KEYCHAINS  2  0,0  6 

MAGNETS  20,00 

DATA-  VENTURA  VOLUNTEER  COMMITTEE 


A  Webster's  for  the  Web 

How  do  you  measure  Web  site  traffic?  Here's  a  glossary  of  key  terms. 


S  M 


CLICK-THROUGH:  Entry  to  a 
site  from  a  banner  ad  or 
another  site's  link. 
IMPRESSION:  A  single  view- 
ing of  an  advertisement. 
PAGE  VIEW:  The  opening  of 
a  single  page.  One  visit  can 
yield  many  page  views. 
HIT:  A  file  downloaded  when 
a  page  is  opened.  Most 
pages  contain  many  files- 
one  for  each  graphic,  for 
example— so  one  page  view 
counts  as  multiple  hits. 
VISITOR:  Visit  would  be  more 
apt.  A  "visitor"  represents 


. 

one  session  on  a  site  by 
one  Web  surfer.  If  the 
same  person  returns 
later,  it  counts  as  an- 
other "visitor." 
UNIQUE  VISITOR:  An  indi- 
vidual who  may  visit  a 
site  on  one  or  more  oc- 
casions in  a  given  peri- 
od. If  someone  comes  to 
a  site  six  times  in  a  day, 
that  counts  as  six  visi- 
tors, one  unique  visitor. 
Closest  to  the  real- 
world  "customer"  or 
"reader." 


SO  THEY  S 

"I  assumed  that  dangl 
bucks  in  front  of  em 
would  lead  them  to 
harder  and  smarter... 


Columnist  Kevin  Kelly  on  empli 
tives  that  don't  work  (page  F.32I 
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How  Big  of  Then 

Bank  megamergers  are  a  mecjw 
small-business  owners,  accorffl 
survey  by  Tampa  market  rese.tt1 
Global.  Nearly  a  third  of  businB 
ers  whose  banks  had  merged  ak" 
were  less  satisfied  with  the  ne;i> 
institution  (table].  Still,  merg(3 
all  bad  news:  Rival  banks  tr\:o 
talize  on  dissatisfaction  by  off<W 
ter  rates  at  more  flexible  ters, 
lysts  say.  So  just  after  a  mejjj 
good  time  to  shop  around. 
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lly  starting  on  July  1.  Now 
:  with  over  $200,000  m 
are  affected. 
Capital  Internation- 
ies  Group  (305 
has  become  the 
nment- backed 
iness  invest- 
pany  target- 
mic-owned 
Most  of  its 
n  kitty  will 
sed  in  the 
n  U.  S.  and 

3. 

nen's  Busi- 
er program 

inewbc.org)  is  scheduled  to  get 
n  diis  year  under  an  act  signed 
:nt  Clinton  in  April.  That's  up 
lillion  last  year  and  $1.5  million 
urrendy,  60  centers  offer  advice 
nee  to  women  entrepreneurs  in 
states. 

l  doing  business  with  any  of 
12,500  most  dangerous  work- 
torse,  are  you  one  of  them?  See 
list  at  www.osha-slc.gov/ 
2.html.  The  Occupational  Safety 
administration  names  companies 


iving  away  the  store? 

'age  equity  stake  of  a 
company  CEO  fell 
%in  1998,  from 
;8%in  1993 

NE  IOTA 


on't  Bank  On  It 

|r  banks  merge,  small-biz 
Find  plenty  to  gripe  about: 

)P  IN  CUSTOMER  SERVICE 
PERSONALIZED  SERVICE 


)P  IN  QUALITY 

K  OF  COURTEOUS  ATTITUDES 
RE  ERRORS 

LOCAL  DECISION  MAKING 
IER 

PSI  GLOBAL  SURVEY  OF  900  BUSINESSES 


with  eight  or  more  workdays  lost  to  in- 
juries per  100  workers.  The  average  is  3.3, 
so  one  serious  incident  can  make  a  20- 
person  office  look  pretty  bad.  Free,  state- 
run  programs  can  help  improve  safety — 
with  no  risk  of  fines  for  violations.  To  find 
one,  call  your  local  OSHA  office. 


Youth  Movements 

THERE'S  A  TIME  to  reap  and  a  time  to 
sow.  Right  now,  the  data  say  there's  less 
sowing  going  on.  The  number  of  startups 
continues  to  fall  (chart).  But  young  com- 
panies are  doing  well:  85%  of  ceos  at 
451  outfits  surveyed  by  Pricewaterhouse- 
Coopers  report  conditions  are  favorable. 
On  average,  revenues  rose  22%  last  year, 
with  25%  increases  expected  in  1999. 
Four  out  of  five  are  planning  new  hires  to 
boost  their  workforces  an  average  of  16%. 


While  Start 
Ups  Decline 


Young  Companies 
Invest  More 


DATA  NATIONAL  FEDERATION  OF  INDEPENDENT  BUSINESS 

Rather  dian  biilking  up  with  new  facilities 
or  buyouts,  these  companies  plan  to  firm 
and  tone  operations — spending  on  tech- 
nology, marketing,  and  product  develop- 
ment. Even  among  the  less  sexy  small 
companies  in  a  National  Federation  of  In- 
dependent Business  survey,  the  number 
planning  capital  spending  in  1999  is  at  an 
all-time  high. 
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News  and  advice  from  our 
small-business  Web  site 

Good  Housekeeping 

What  do  consumers  want  from  your 
site?  Privacy  protection.  Boston 
Consulting  Group's  online  poll  of 
15,000  Internet  users  last  year 
found  that  nearly  two-thirds  will 
abandon  sites  if  there's  no  policy 
for  safeguarding  personal  data.  So 
how  can  you  reassure  them?  Non- 
profits such  as  the  Better  Business 
Bureau  offer  privacy  seals  in  re- 
turn for  fees  of  $150  to  $5,000  an- 
nually. You  can  also  vouch  for  your- 
self by  posting  a  privacy  statement. 
Several  sites  offer  templates  to 
help  you  craft  them.  Stick  to  it, 
though,  because  the  statement  has 
legal  weight. 

Data  Indemnity 

Your  property  is  insured  against 
fire  and  theft,  but  how  about  your 
data?  Most  "business  interruption" 
policies  will  cover  the  physical  de- 
struction of  your  computer,  but  not 
the  data  in  it.  Now,  a  few  insurers 
are  starting  to  offer  policies  to  cov- 
er losses  from  hackers,  acciden- 
tal data  destruction,  and  third-par- 
ty lawsuits.  Among  them:  American 
International  Group,  Lloyd's  of  Lon- 
don, Cigna,  and  Reliance.  You  can 
get  up  to  $1  million  in  coverage 
for  as  little  as  $2,500. 

Incomplete  Noncompetes 

Noncompete  agreements  are 
meant  to  keep  ex-employees  from 
poaching  clients  or  company  se- 
crets. But  many  courts  frown  on 
broadly  written  noncompetes  as  a 
restraint  of  trade,  and  judges  often 
rule  against  companies  that  selec- 
tively pursue  violators.  The  most 
effective  agreements  cover  narrow 
geographic  areas  and  time  frames. 
That's  great  news,  of  course,  if 
you're  a  would-be  entrepreneur 
who's  thinking  about  striking  out 
on  your  own.  But  if  you're  selling  a 
business,  beware:  Contracts  in 
which  a  former  owner  agrees  not 
to  compete  with  the  buyer  are  the 
most  regularly  enforced. 

f~~  j  For  the  full  stories,  click 
j      Online  Extras  at 
- — '  frontier.businessweek.com 
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On  the  Tech  Tightrope 


CURRENTS 


You  need  the  latest  gear-but  it  doesn't  have  to  break  you 


WIRING  YOUR  business  with  the  latest 
technology  could  make  you  blow  a  fuse, 
if  not  your  entire  budget.  That's  because 
costs  for  the  average  small  company  are 
projected  to  rise  for  the  next  diree  years  at 
a  double-digit  pace — more  than  15%  this 
year,  says  Access  Media  International,  a 
small-business  market  researcher  in  New 
York.  By  the  year  2001,  says  ami,  you'll  be 
paying  46%  more  for  technology  than 
you  did  last  year. 

The  culprit?  Not  computers.  The  cost 
for  desktops  suitable  for  small  companies 
are  expected  to  fall  27%  from  1998 
through  next  year,  according  to  Sherwood 

Are  You  Keeping  Up? 

ESsS-«-  


51-100 

700RLES5  21-50 

^NUMBER0^rSLHEYRW00D  RES^CH 

Research  Inc.  in  Natick,  Mass.  And  the 
newest  small-business  servers  are  debuting 
at  ever-cheaper  prices. 

But  the  range  of  tech  gear  you'll  need 
to  remain  competitive  is  growing.  You 
may  not  be  able  to  forgo  upgrades  when 
your  rivals  have  their  own  Web  site,  let 
customers  place  orders  by  E-mail,  or  pro- 
vide their  sales  force  with  remote  access. 


If  you  don't  already  have  those  capabili- 
ties, you  may  be  one  of  the  companies 
spending  far  more  than  the  national  av- 
erage in  coming  years. 

The  picture  isn't  all  bleak.  "The  good 
news  is  that  a  lot  of  the  large  vendors 
are  targeting  the  small  business  now," 
says  Joseph  Ferlazzo,  an  analyst  with  Tech- 
nology Business  Research  Inc.  in  Hamp- 
ton, N.H.  He  recommends  checking  out 
computer  resellers,  independent  vendors 
who  can  offer  competitively  priced  main- 
tenance and  Internet  services. 

Leasing,  once  the  province  of  large 
companies,  is  now  available  for  the  small- 
est businesses.  It's  attractive  because  the 
cash  outlay  is  smaller  and,  as  with  pur- 
chases, software  is  usually  part  of  the 
deal.  Also  important  is  that  once  the  lease 
is  up,  it's  fairly  simple  to  trade  in  the 
gear  and  upgrade  to  the  latest  technology. 
That's  crucial  for  cutting-edge  users  who 
deal  in  the  Web  and  graphics. 

For  others,  buying  some  basic  equip- 
ment makes  more  sense.  If  the  goal  is  to 
create  a  Web  site  to  flag  your  existence, 
you  probably  don't  need  your  own  serv- 
er, the  latest  programming  gimmicks,  or 
24-hour,  7-day-a-week  service.  "In  some 
businesses,  there's  a  need  to  actually  ac- 
celerate the  technology  spending,"  says 
David  Thor  of  Sherwood  Research.  "For 
others,  the  investment  should  really  be 
negligible."  Plug  that  into  your  budget, 
and  you  may  find  your  tech  costs  are 
comfortably  behind  the  curve. 

-EDWARD  R.  SILVERMAN 


r 


Get  help  cutting  your  tech  costs  by 
clicking  Online  Extras  at 
frontier.businessweek.com 


Borrowing  Binge 

The  best  time  to  borrow  is  before  you  really  need  the 
money.  That  old  saw  may  be  what's  sparking  the  rush  to 
expand  credit  lines  in  the  past  year  by  the  nation's 
fastest-growing  small  companies  (chart).  True,  companies' 
cash  flows  are  strong  right  now,  but  chief  executives 
are  likely  looking  for  a  bigger  cushion  to  meet  expenses, 
in  case  of  an  economic  slowdown.  Plus,  debt  got  much 
cheaper  at  yearend.  The  Federal  Reserve  cut  interest 
rates  three  times  starting  in  September,  while  banks 
narrowed  their  lending  spreads  to  drum  up  business. 


Drizzly  Day  Fund 


10 


SMALL  COMPANY 
PEOs  ARE  BOOSTING 
THEIR  CREDIT  I  INK, 
^  PERCENTAGE  OE  REVENUE 


DATA 


PRICEWATE 
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An  Expensive  Freebie 

It's  one  of  the  hottest  promoti 
gimmicks:  offering  free  share  \ 
privately  held  startups— sucHa 
the  travel  service  Travelzoo-t 
anyone  who  visits  a  company's  ft 
page.  At  least  a  dozen  compae 
have  tried  it,  and  users  can't  sfc 
to  get  enough:  700,000  of  til 
registered  for  Travelzoo's  offer 


Want  to  try  it?  Maybe  you'd  b€:t 
think  again.  Now  that  the  Seep 
ties  &  Exchange  Commission  £ 
ruled  the  privately  traded  freee 
fall  under  traditional  securities  tv\ 
you'd  first  have  to  register  yu 
stock  offering  or  apply  for  an|t 
emption.  That's  a  real  headaie 
Registrations  can  cost  up  I 
$200,000. 

Vanishing  Voices 

For  107  years,  Success  maga 
has  preached  the  American  Dr 
to  its  small-business  readers. 

now  it's  living  the  entreprener'1 
worst  nightmare.  The  monliy 
440,000-subscriber  publication* 
cently  filed  for  Chapter  11  b;J< 
ruptcy,  citing  more  than  $10  il 
lion  in  outside  debts. 

What  was  its  problem?  A  rrv 
away  from  its  stock-in-trade  aai 
rational  stories,  to  broajb 
"lifestyle"  pieces,  says  a  spol-s 
woman.  Owner  Peter  Morri:: 
Chicago  real  estate  develour 
promises  a  September  relaunc. 

Another  small-business  publa 
tion,  the  U.S.  Chamber  of  Co 
merce's  Nation's  Business,  alsoic 
the  ax  last  month,  after  77  yeai  ii 
print.  The  Chamber  said  th;  i 
wanted  to  concentrate  on  its  W.h 
ington  lobbying  and— what  elsS 
the  Web. 
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Who  will  control  your  retirement 
assets  when  you're  gone? 


PRUDENTIAL 
•  1 
5-POINT 

RETIREMENT 

REVIEW 

Learn  how  estate 
planning  can  fit 
into  your  overall 
retirement  strategy. 
Call  to  schedule 
your  free  5-Point 
Retirement  Review. 

1.  Assess  your 
goals  and 
find  the  right 
investment  mix. 

2.  Maximize  your 
tax-advantaged 
investing 
opportunities. 

3.  Consolidate  your 
retirement 
assets. 

4.  Protect  your 
estate. 

5.  Make  your 
wealth  last. 


1 1 

1 


i  1 
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Prudential's  estate  planning  services 
can  help  you  decide  now. 

There  was  a  time  when  having  a  will  was  enough  to  protect  your  life's  work.  But  that 
time  has  passed.  Just  like  building  your  retirement  portfolio  has  become  more  com- 
plex, so  has  protecting  it.  Prudential  can  help  you  create  a  solid  estate  plan  to  make 
sure  more  of  your  retirement  assets  end  up  with  the  ones  you  love — not  the  IRS. 


Shelter  your  assets  from  estate 
taxes.  Without  an  estate  plan,  as  much  as 
55%  of  your  estate  could  get  eaten  up  by  estate 
taxes.  A  Prudential  agent  can  show  you  how  liv- 
ing trusts,  gift  strategies  and  other  tax-efficient 
options  can  help*  We'll  work  with  your  attorneys, 
accountants  and  financial  consultants  to  create 
an  estate  plan  tailored  to  your  needs. 

Find  out  how  life  insurance  can 
serve  a  vital  role  in  your  estate 
plan.  Many  people  don't  realize  how  life 
insurance  can  provide  ready  funds  for  paying 
estate  taxes,  or  help  in  the  equitable  distribu- 
tion of  assets  among  your  heirs.  At  Prudential, 
we  can  help  you  understand  your  options  and 
choose  a  policy  that's  right  for  you. 


Count  on  the  strength  of  The 
Rock.®  For  more  than  a  century,  Prudential 
has  been  helping  people  protect  assets 
they've  worked  hard  to  build.  Your  Prudential 
professional  has  the  knowledge  to  help  make 
the  estate  planning  process  easier. 

Call  today  to  get  our  free 
brochure  The  New  Retirement 
Starts  Here.  We'll  also  help  you  find 
a  Prudential  professional  near  you. 

1-800-THE-ROCK 

ext.  3479 

vsnvw.prudential.com 


Prudential 


teithei  Prudential  not  its  agents  render  tax  or  legal  advice.  Please  consult  with  yout  accountant,  tax  advisor  and/or  attorney  for  advice  concerning  your  particular  circumstances.  Like  most  insurance  policies, 
'tudential  policies  contain  exclusions,  limitations,  reductions  of  benefits  and  teims  for  keeping  them  in  force.  Your  Prudential  agent  can  provide  you  with  costs  and  complete  details.  The  Prudential  Insurance 
[ompany  of  America,  751  Broad  St.,  Newark,  NJ  07102.      MRA-1 999-A036257 
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The  Sultan  of  Stats 


INSTANT 


Squadron's  SporTVision  has  taken  some  of  the 
guesswork  out  of  America's  favorite  pastime 


THE  QUESTION  SOUNDS  like  the  starting 
gun  for  a  sports-bar  debate:  How  fast 
does  Mark  McGwire  swing  the  bat? 

Bill  Squadron  actually  knows  the  pre- 
cise answer — 99  rtiph — thanks  to  Bat  Track, 
a  ballpark  radar  system  developed  by  his 
year-old  startup,  SporTVision  Systems  llc, 
and  licensed  to  espn  this  season  for  as  much 
as  $20,000  per  game.  Using  five  small 
radar  guns  strategically  placed  in  die  stands 
behind  and  around  home  plate,  Bat  Track 
will  compute  the  speed  of  each  swing  al- 
most instandy  and  immediately  feed  that 
information  to  espn's  broadcast  center. 


from 


IN  A  LEAGUE  OF  HIS  OWN:  Squadron's  radar  system 
may  change  the  way  fans  debate  sports 


Who  cares?  Apparently  plenty  of  fans 
do,  and  espn  expects  a  warm  reception. 
"You  don't  often  see  something  new 
on  baseball  productions,"  says  Jed 
Drake,  espn's  vice-president  of  remote 
production. 

SporTVision  got  on  the  scoreboard  last 
fall  with  1st  and  10,  an  electronic  yellow 
line  that  marks  first  downs  on  espn's  foot- 
ball telecasts,  allowing  even  casual  fans  to 
grasp  where  the  offensive  team  is  headed. 
Now,  the  company  wants  to  expand  its 
franchise.  The  goal,  says  the  43 -year-old 
Squadron,  president  and  CEO,  is  to  create 


"products  for  all  the  major  sports 
auto  racing  to  golf  to  soccer. 

Based  in  New  York,  with  engineering 
offices    in    Mountain    View,  Calif., 
SporTVision  is  now  raising  $8  million 
in  venture  financing,  hoping  to  double 
its  staff  of  1 7.  The  company  generated 
more  than  $  1  million  in  revenue  last  year,  I 
Squadron  says,  and  expects  up  to  $10 
million  this  year.    If  all  goes  well,  he'll 
break  even  in  2000,  and  ultimately  he 
hopes  to  go  public. 

SporTVision  doesn't  win  'em  all.  Turn- 
er Sports  dropped  a  device  that  measured 
the  vertical  leaps  basketball 
players  made  this  season,  saying 
they  couldn't  justify  the  added 
production  cost.  And  now 
there's  competition,  most  no- 
tably from  Princeton  Video  Im- 
age Inc.,  a  Lawrenceville  (N.J.) 
company  that  produces  elec- 
tronic billboards  and  is  devel- 
oping a  line  of  sports  wares. 

Still,  it  may  be  tough  to  beat 
Squadron's  major-league  con- 
nections. A  lawyer  by  training, 
he's  the  former  New  York  City 
commissioner  of  telecommuni- 
cations and  energy.  Like  his  two 
equal  partners,  he's  a  former 
honcho  at  Rupert  Murdoch's 
News  Corp.,  the  owner  of  Fox 
Television  Network.  Among  his 
backers  is  a  company  owned  by 
Disney  heir  Roy  E.  Disney;  New 
York  Mets  President  Fred  Wilpon; 
and  Fox,  which  traded  rights  to 
patents  for  a  minority  stake. 
SporTVision' s  biggest  hit 
could  come  in  its  next  at-bat:  the  first 
accurate  gauge  of  how  far  home  run  balls 
would  travel  if  they  didn't  smack  some- 
thing first.  Factoring  in  velocity,  trajec- 
tory, spin,  and  altitude,  as  well  as  wind 
speed  and  direction,  the  computerized 
system  would  transmit  the  stats  within 
30  seconds.  If  it  premieres  as  scheduled, 
sometime  after  July's  All-Star  Game,  the 
device  could  end  one  of  the  longest-run- 
ning sports  debates  ever:  Who  can  hit 
the  ball  the  farthest?  But  that  raises  an- 
other question:  What  will  fans  argue 
about  then?  -ALAN  BREZNICK 


Time  to  Hire  Seniors? 

Good  help  is  hard  to  find, 
there's  a  shortage  of  workers, 
solution  might  be  to  hire  ol 
workers— but  there's  a  prejuc 
against  Gray  Labor. 
The  Issue:  Employers  fear  o 
workers 
costly,  slow 
adapt,  and 
qualified.  Com 
nies  also  fear 
ing  sued  if  they 
miss  older  worke 
The  Reality:  Fear 
litigation  are  overblo 
The  1967  Age  Discrimi 
tion  in  Employment  Act  covs 
workers  over  37  but  exempts  cci- 
panies  with  fewer  than  20  empif- 
ees-about  90%  of  all  small  big- 
nesses. Meanwhile,  claims  to  n 
Equal  Employment  Opportuily 
Commission  have  fallen  since  1v 
and  60%  are  deemed  groundlei 
Case  in  Point:  Mindy  Belcrfe 
founder  of  Laser  Reporting  in  FH 
fax  County,  Va.,  worried  that  sm 
iors  might  not  be  able  to  carry  ■ 
equipment  needed  to  do  their  jdn 
recording  legal  proceedings.  ■ 
up    with    tardy,  gum-snappjg 
youths,  she  gave  the  grayheadjp 
try.  Now,  all  nine  of  her  court  § 
porters  are  over  50.  "Their  wl 
ethic  is  priceless,  and  they  krll 
how  to  deal  with  difficult  sit 
tions,"  she  says. 

RESOURCES 

Web  site:  Basic  legal  facts  fr 
the  eeoc  [202  663-4900)  at  w\ 
eeoc.gov/small/index.html. 
Book:  Managing  Older  Worki 
Overcoming  Myths  and  Stereoty 
by  Gordon  F.  Shea.  This  67-p 
paperback  covers  incentives,  tra 
ing,  assessment,  and  work  p 
cies,  with  worksheets  and  te 
yourself  quizzes.  ($11  from  Cri 
Publications  Inc.;  650  323-61001 
Organization:  American  Assoq- 
tion  for  of  Retired  Persons  (i| 
424-3410)  publishes  Working  Agta 
free  bimonthly  newsletter,  i\4 
Preparing  for  an  Aging  Workfors, 
a  20-page  booklet  for  employer 
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Who  can 
help  you 
manage 
the  details 
of  your 
dream? 

You  have  goals  for  your 
business  and  for  yourself 
But  when  you  have  a 
dream,  it  helps  to  have 
someone  minding  the 
details. 

Talk  to  your  American 
Express  financial  advisor 
We  can  address  a  range 
of  personal  and  business 
issues  such  as  cash  flow 
tax  planning,  retirement 
planning,  plus  benefits  1 
you  and  your  employees 
With  the  expertise  and 
insight  you  need  to  mak 
smarter  decisions.  So 
you  can  take  control  of 
your  future. 

Do  more  for  your  busin< 
and  for  yourself.  Call 
1-800-GET-ADVICE  and 
own  your  world. 

www.americanexpress.com/advisors 


AMERICAN  | 
IEXRRE5S 


Financial 
Advisors 


FRONTIER     v/HAT  WORKS 


Healthy  Choice 


As  insurance  costs  grow  more  painful,  medical 
savings  accounts  may  offer  some  relief 


HEUTH-IXSUKWCE  premiums  could 
jump  11%  for  small  companies  this 
year,  so  it's  no  wonder  that  medical 
savings  accounts — an  overlooked  alter- 
native to  traditional  coverage — are  start- 
ing to  take  off.  First  approved  m  1997, 
diese  hybrid  accounts  have  languished 
despite  much  fanfare  by 
small-business  advocates. 
Of  750,000  accounts  au- 
thorized by  Congress,  only 
50,000  had  been  set  up  by 
last  December.  Why?  "msas 
have  been  unattractive  not 
to  the  buyer,  but  to  the 
seller,"  says  Emmett  B. 
Keeler  of  Rand  Corp.  Bro- 
kers are  put  off  by  the  pal- 
try commissions  low  pre- 
miums yield. 

But  if  you  can  find  a 
vendor,  msas  are  worth 
checking  out.  They  consist 
of  two  parts:  a  tax-free  sav- 
ings account,  similar  to  a 
401  (k),  that  you  can  tap 
for  routine  medical  ex- 
penses and  a  high-de- 
ductible, low-cost  insurance 
policy  that  covers  cata- 
strophic illness.  True,  that  makes  an  msa 
complicated,  partiy  because  it  requires 
an  insurer  and  a  separate  investment 
plan  administrator.  Also,  the  accounts 
must  be  funded  entirely  by  either  the 
employer  or  employee  in  any  given 
year.  But  with  high-deductible  policies 
costing  20%  to  60%  less  than  other 


health  plans,  companies  are  starring  to 
sign  up. 

Insurer  interest  is  growing,  too. 
Xearly  50  carriers  now  offer  \iSA-linked 
policies,  and  about  a  dozen  banks  and 
financial  firms,  such  as  Merrill  Lynch  & 
Co.,  administer  them,  msa  money  can 


be  invested  in  savings  accounts,  mutu- 
al funds,  stocks,  or  bonds,  and  accu- 
mulate tax-deferred  if  not  used. 

Stria  legal  guidelines  mean  die  terms 
of  msas  don't  differ  much.  Deductibles 
must  fall  between  S  1,550  and  S2.300 
for  individuals  and  S3, 050  and  S4.600 
for  families.  After  that,  most  plans  cov- 


er 100%.  But  premiums  and  admin 
trarion  fees  vary  considerably,  so  j 
several  quotes.  At  the  low  end,  St. 
Bank  of  Howards  Grove  in  Wiscons 
charges  just  S 1 2  to  open  an  msa  and 
SI  monthly  fee.  Wells  Fargo  charg 
S35  and  S2. 

If  you're  interested  in  msas,  start 
checking  out  the  few  specialists.  ViSav 
Resources  (MSAver.com,  888  367-6727 
an  Overland  Park  (Kan.)  administrate 
can  also  give  quotes  for 
surers  throughout  the  U 
Plan  3  Inc.  (plan3.coi 
301  951-0077),  an  md 
pendent  insurance  brok 
in  Bethesda,  Md.,  wor 
handle  administration  b 
offers  advice  on  selecting 
vendor  who  does.  Or  fir 
a  qualified  broker  near  yc 
by  clicking  on  the  Web 
of  the  National  Associatic 
of  Alternative  Benefit  Coi 
sultan ts,  a  trade  group 
specialists  in  msas  and  sel 
funding  plans  (ww\ 
room  100.  com/msa) . 

If  you  want  simplicit 
several  insurers — such 
Milwaukee's  Fortis  Heal 
and  Golden  Rule  Insuran 
Co.  of  Indianapolis- 
arrange  for  administrauo 
too.  But  you'll  have  to  take  what  th< 
give  you.  That  might  not  be  the  woi 
medicine,  considering  health-care  cos 
—JOSHUA  KENDAI 

fWant  to  know  more  about  MSA 
click  on  Online  Extras  at 
frontier.businessweek.com 


Smart  Answers 

Can  you  give  me  some  dos  and 
don'ts  for  a  first  meeting  with  a 
prospective  client?  — S.S.,  Chicago 

Think  of  that  first  meeting  like  you 
would  a  first  date:  a  one-time  opportu- 
nity to  make  an  impression  and  lay  the 
groundwork  for  what  could  be  a  long 
and  meaningful  relationship.  And  yes, 
appearances  count.  Donna  Panko,  prin- 
cipal of  Image  Works  Wonders  Inc.  in 
Orland  Park,  III.,  recalls  two  young  real 
estate  developers,  sporting  tattoos,  ear- 


rings, and  backward  baseball  caps,  who 
didn't  exactly  inspire  the  confidence  of 
the  middle-aged  condo  directors 
they  were  pitching. 

It's   usually   best  to  vis" 
clients  on  their  own  turf,  with- 
out a  huge  entourage.  Skip  the 
noisy  and  distracting  restau- 
rants. Request  an  hour,  but 
consider  yourself  lucky  if  you 
get  more  than  15  minutes. 
"Keep  it  simple  and  concise: 
Here's  what   I   can  do. 
here's  what  I've  done  for 


others,'"  says  Lee  Bright,  president 
Bright  Marketing  International  in  Lor 
Beach,  Calif.  "If  they  want  specifii 
on  prices  and  contracts,  be  ready 
give  them.  Otherwise.  a£ 
if  you  can  schedule  a  fo 
f  /y/*)  low-up  meeting  whei 
you  present  yoi 
proposal." 
—KAREN  E.  KLEI 

Have  a  question  ?  Ser 
an  E-mail  to  frontierf 
businessweek.com 
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bandwidth. 


service, 


savings. 


do  matter  how  big  you  are.) 


speed  Internet 


./Long  Distance 


Now  small  and  mid-sized  businesses  can  have  the  same  communications  power,  preferential  treatment 
and  cost  savings  as  the  very  largest  companies.  With  Teligent.  From  our  small  antenna  on  the  roof  of  youi 
office  building,  Teligent's  SmartWave™  technology  gives  you  many  of  the  advantages  of  a  fiber-optic 
connection.  This  means  any  size  company  can  now  have  Internet  access  up  to  100  times  faster  than  a 
dial-up  connection.  Enough  power  for  full-motion  videoconferencing.  And  high-quality  local  and  long  distance 
phone  service.  Plus,  our  online  billing  system,  e^maginef  offers  you  an  unparalleled  ability  to  view  anc 
analyze  your  bill,  right  on  the  Web.  All  this  is  yours  for  one  flat  monthly  charge  that's 
up  to  30%  less  than  you're  currently  paying.  Contact  us.  We  promise  to  treat  you     -p.  «r 


like  our  very  biggest  customer.  For  more  information,  visit  www.teligent.com. 


©1999  Teligent,  Inc. 


The  Smart  Way  To  Communicate 


Let's  talk  beautiful  color. 
Got  a  few  seconds? 


Introducing  the  BJC-6000  Color  Bubble  Jet  printer. 

A  few  seconds  is  all  you  need.  After  all,  print  speeds  up  to  8  ppm  in  black  and  5  ppm  in  color  make  it 
one  of  the  fastest  printers  in  its  class.  And  with  1440  x  720  dpi  as  well  as  our  exclusive  Drop  Modulation 
Technology,  the  color  is  certainly  something  to  talk  about.  Plus,  our  exclusive  Canon  Think  Tank 
System  features  money-saving  individual  ink  tanks.  The  BJC-6000.  For  about  $249,'  it's  simply  the 
smart  choice.  Visit  our  Web  site  at  www.ccsi. canon. com/6000  or  call  1-800-OK-CANON  for  details. 


Print  this  document  in  just: 

10  Seconds 


Print  this  document  in  just: 

16  Seconds 


Print  this  document  in  just: 

29  Seconds 


Key  Features 

Fast  print  speeds  up  to  8  ppm  black  &  5  ppm  color 
'  Rich,  laser-quality  black  printing 
•  1440  x  720  dpi  color  &  black  printing 


thin^ltCUlk  Save  money  wi*h  Canon's 
system"         Individual  Ink  Tanks. 

:'s  an  innovation  designed  to  save  money  and  eliminate  ink 
'aste.  The  Canon  Think  Tank  System  has  separate  tanks  for 
ach  ink  color,  allowing  you  to  replace  only  the  colors  that 
un  out.  And  optical  ink  sensors  automatically  monitor  ink 
;vels,  giving  you  an  on-screen  warning  when  a  color  is  low. 


Canon 


ted  street  price.  Dealer  prices  may  vary  ©1999  Canon  Computer  Systems,  Inc  Canon  and  BJC  are  registered  trademarks  and  Bubble  let  Drop  Modulation  Technology  and  Canon  Think  Tank  System  are  trademarks  ot  Canon  Inc  In  Canada,  call  1-800-263-3 121 


frontier    DIGITAL  MANAGER 


Doing  a  Great  Show 


Presentations  using  multimedia  and  graphics  are 
now  within  reach  of  even  small  companies 


IF  YOU'RE  READY  to  tike  vour  show 
on  the  road,  don't  just  take  a  laptop. 
Computer-driven  displav  projectors  are 
now  priced  (and  sized")  sensibly 
enough  so  uhat  even  the  smallest  com- 
pany can  add  graphics  and  multimedia 
to  its  presentations. 

These  devices,  first  sold  in  the  early 
'90s.  take  video  from  a  computer — 
laptop  or  desktop — and.  like  a  slide 
projector,  project  it  onto  a  big  screen. 
\Yidi  software  such  as  Microsoft  Power- 
Point you  can  do  a  presentation  without 
rumbling  or  downtime.  reorganize 
the  whole  thing  on  the  fly  if  audience 
attention  flags.  "People  are  so  used  to 
being  entertained."'  says  Jeffrey  Capon- 
igro.  president  of  Caponigro  Public  Re- 
lations Inc..  a  10-employee  Southfield 
(Mich.)  company.  '"They  want  you  to 
get  right  to  the  point."  His  Sanyo  PLC- 
8800  hquid-crystal  display  (iXDj  projec- 
tor keeps  the  show  moving,  he  says, 
while  die  high-tech  look  of  the  setup 
projects  the  image  he  wants. 

That's  now  a  practical  combination 
because,  like  laptops.  LCDS  are  shed- 
ding weight  rapidly.  When  Caponi- 
gro bought  the  13 -pound  Sanyo  for 
510.000  in  late  1997.  it  was  among 
the  lightest  and  lowest-cost  available. 
Less  than  two  years  later,  you  get  bet- 


ter qualify  from,  say,  a 
Lightware  Scout  cost- 
ing    S2.°°5  and 
weighing  5  pounds. 

For    most    small  j 
busmesses.  a  portable 
in  the  sub- 1 0  pound 
class  should  do  for 
both  road  and  oi- 
fke.  A  unit  with 
a  lial  gen  lamo.  trie 
cheapest  option,  is 
fine    for  infrequent 
users,  though  they  bum 
out  without  warning  after  a 
few  months — not  what  you 
want  for  a  fumble-free  pitch.  Plus, 
they're  dimmer  than  newer  lamps 
based  on  the  more  expensive  metal 
halide  technology. 

Heavy  users  should  consider  pro- 
jectors with  either  ultra-high  perform- 
ance vh?"i  lamps  or  ultra-high  effi- 
ciency (UHt)  lamps.  These  offer 
consistent  intensity  and  last  much 
longer  man  halogen  or  srandarc  metal 
halide  lamps.  Manufacturers  make 
much  of  brightness  ratings,  but  the 
tact  is  the  human  eye  can  discern  only 
very  large  differences  in  lumens,  the 
standard  measure  of  brightness.  Still, 
in  a  lit  room.  You'll  want  at  least  700 


lumens.  .Allow  for  the  largest  rooi 
vou're  likely  to  be  in,  as  projecto 
differ  widely  in  their  range. 

Don't  worn-  about  the  types  of  di 
play  technologies  nnlres  you  plan 
cialized  presentations  like  complex 
gineering  plans,  just  make  sure  voi 
projector  operates  at  the  same  or  higl 
er  resolution  as  your  computer. 

Can't  decide  which  suits  you  bes 
Then  sit  tight.  Brighter,  lighter,  an 
cheaper  devices  are  projected  to  arri\ 
in  the  very  near  future. 

—KEITH  KiRKPATRiu 


Projection  Collection 

Here's  a  sampling  of  lightweight  projectors  that  display  images  from  a  computer. 


MSRP 

LAMP 

IN  LUMES; 

BRIGHTNESS 
.  =  £ 

MAX 

PROJECTION 

:^<isE  '•'-r-E  —  : 

s :  -  s 

-a_::-en 

3 :  : 

9.0 

: 

UGHTWARE  scout 

£995 

METAL  HALIDE 

500 

5.0 

25.0 

Unit  s  light  weight  makes  this  a  good  choke 
:--:~e-c:  "ese-te-s 

IN  FOCUS  LP425 

5  -  - 

METAL  HALIDE 

700 

6.8 

16.4 

The  700-tumen  output  makes  this  projector 
:-e  :'  :-e  "  attest  .  ;~tv.e  —  :  -csels 

SONY  VPL-XC50U 

7.490 

UHP 

600 

CL2 

23.0 

The  ultra-high  performance  (UHP)  lamp 
maintains  brightness  throughout  its  life 

SHARP  N0TEV1SI0N  5 

=  -5 

UHP 

600 

10.0 

59.2 

r-:  ec:  ;-  :  s:=-:£        .  ;-:  .•.£  ;-:  =  e  :e= 
for  large-room  presentations  on  the  road 

EPSON  PCWERUTE  7S0OC 

9.999 

UHE 

.; : : 

9.4 

50.0 

Its  ultra-high  efficiency  (UHE)  lamp  wil 
survive  nearly  five  years  of  frequent  use 
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Get  one,  you've  got  them  all. 


Five  utilities  in  one  comprehensive  suite. 

Why  buy  your  PC  utilities  piecemeal  when  you  can 
get  five  award-winning  programs  for  Windows  95 
and  Windows  98  in  one  integrated  suite?  Norton 
SystemWorks"  2.0  from  Symantec™  brings  you  the 
latest  complete  versions  of  Norton  Utilities,"  Norton 
Antivirus,™  Norton  CleanSweep,"  Norton  CrashGuard!' 
and  Norton  Web  Services,"  all  on  one  disk. 

Enjoy  full  integration  among  all 
Norton  SystemWorks  programs. 

Best  of  all,  Norton  Integration  Technology  ensures 
that  all  SystemWorks  programs  will  work  with  each 
other,  with  no  conflicts  and  no  incompatibilities. 
We've  put  1  5  years  of  experience  into  this 
automated,  comprehensive  suite  of  utilities  - 
and  it  shows. 


One  installation.  One  manual.  No  hassles. 

Unlike  other  utility  suites,  Norton  SystemWorks 
gives  you  one-click  installation  for  all  five  programs, 
with  no  duplication  of  program  components  to  hog 
your  computer's  memory.  You  get  one  manual  and 
one  technical  support  number  to  cover  your  needs 
for  all  five  programs. 

Get  a  FREE  Bonus  Pack,  too! 

When  you  purchase  Norton  SystemWorks,  you  also 
get  a  free  software  Bonus  Pack  to  help  you  keep  it 
together  now  and  into  the  millennium.  This  includes 
Norton  Secret  Stuff.'  WinFax"'  Basic  Edition, 
Symantec  Visual  Page,'  Norton  2000 "  BIOS  Test 
and  Fix,  and  Zip-It.  We  thought  of  everything  to 
keep  your  computer  humming  along. 


What  are  you  waiting  for?  Get  the  smartest  way  to  keep  your  computer  working  for 
one  great  low  price.  Visit  your  local  reseller  and  ask  for  Norton  SystemWorks  today! 


SYMANTEC 


antec,  the  Symantec  logo.  Norton  Antivirus,  Norton  CrashGuard.  Norton  Utilities,  Norton  CleanSweep,  and  WinFax  are  registered  U  S  trademarks  of  Symantec  Corporation  and  its 
iidiaries  Norton  SystemWorks.  Norton  Web  Services.  Norton  2000.  Norton  Secret  Stuff,  Symantec  Visual  Page,  and  Zip-It  are  trademarks  of  Symantec  Corporation  and  its  subsidiaries 
'osoft  and  Windows  are  reaistered  trademarks  of  Microsoft  Cornoration  in  the  United  States  and  other  countries.  Other  brands  and  oroducts  are  trademarks  of  their  respective  holder/ r-! 


small  business  association  dues:  $450  (450  miles) 
payroll  &C  accounting  software:  $760  (760  miles) 

office  supplies:  $150  (150  miles) 

remembering  who  you  work  for: 


When  you  get  a  MasterCard  BusinessCard1  with  MasterCard  Business  Bonuses,"" 
you'll  earn  one  mile  for  every  dollar  you  spend.  Good  on  any  airline.  No  blackouts. 
For  details  and  participating  banks,  call  1-800-788-1365. 


there  are  some  things  money  can't  buy. 
for  everything  else  there's  MasterCard.' 


MasterCard, 
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piecrust — no  Java  coding  or  fancy  graphics — but  it's 
doubled  the  company's  sales. 

The  Web,  at  its  best,  can  help  you  reduce  your 
cost  of  doing  business.  Secure  transactions  can  re- 
place expensive  toll-free  phone  orders,  as  Selina 
Yoon  discovered  on  her  Asia  for  Kids  site,  by  getting 
die-hard  catalog  fans  to  complete  their  orders  online. 
On  the  other  hand,  Northland  Marine  found  that 
making  Web  customers  call  a  live  person  to  com- 
plete a  purchase  reduced  returns  and  saved  money. 

The  Web  can  be  a  way  to  serve  your  customer 
better.  If  your  clients  are  high-tech  companies,  as  in 
the  case  of  Meetings  Plus,  they'll  find  it  more  con- 
venient and  natural  to  handle  transactions  over  the 
Net.  And  having  a  well-functioning  Web  site  en- 
hances your  image  as  a  tech-sawy  company. 

Achieving  the  best  balance  between  offline  and 
online  activities  is  often  key.  Maryland  art  dealer  and 
consultant  Taba  Dale  has  shifted  more  of  her  golf 
art  sales  to  the  Web  because  it  saves  her  time, 
money,  and  headaches.  But  litde  Northland  knows 
it  must  maintain  its  brick-and-mortar  store  as  an  in- 
surance policy,  fearing  its  Internet  sales  could  be 
eclipsed  by  larger  competitors. 


Tips  from  the  Trenches 

What  makes  a  commercial  Web  site  successful: 


KEEP  IT  SIMPLE.  Complex  graphics  and  interact* 
menus  can  distract  more  than  they  help  by  slowiifc 
download  times.  Focus  on  providing  compellir* 
information. 

 m 

PUT  CUSTOMERS  FIRST.  Try  to  answer  every 
mail  within  24  hours.  List  complete  contact  infql 
mation,  including  phone  numbers. 


MAKE  IT  WEB-FRIENDLY.  Use  short,  easy-to-u 
derstand  sentences  and  easy-to-follow  links.  Lea 
your  jargon  in  the  office. 


SPREAD  THE  WORD.  Publicize  your  Web  addres 
offline  as  well  as  on  the  Net,  by  putting  it  everywhel 
you  do  business:  in  ads,  on  business  cards,  prom 
tional  merchandise,  and  receipts  and  invoices. 


Sporting  Goods  in  the  North  Woods 


NORTHLAND  MARINE 

FOUNDED:  1977     URL:  northlandmarine.com 
BUSINESS:  Sells  boat  motors,  outdoor  gear,  and  apparel 
TOTAL  SALES:  $600,000  (fiscal  year  ending  October,  19981 


For  20  years,  Laura  and  Mike 
Boers  cheerfully  sold  boots,  boat 
motors,  and  such  to  tourists  in 
Three  Lakes,  Wis.  Their  rustic  little 
sporting  goods  store,  Northland  come— but  draining.  Last  January, 
Marine,  gave  them  a  pleasant  their  busiest  month  so  far,  their 
lifestyle,  growing  at  a  steady  but     five  full-time  employees  worked 


modest  5%  a  year.  Then,  in 
1997,  Laura's  father,  a  re- 
tired printer,  shook  things 
up  a  bit.  He  suggested  a 
Web  site.  "Won't  cost  you  a 
thing,"  said  Roy  Sobolik, 
now  77.  "I'll  do  all  the 
work." 

The  result  was  a  simple, 
unassuming  Web  site,  care- 
fully coded  with  key  words 
to  draw  the  most  traffic 
from  the  major  search  en- 
gines. No  Shockwave  ani- 
mations here  or  expensive 
banner  ads  to  bring  in  visi- 
tors. But  it  didn't  seem  to 
matter.  Before  they  knew  it, 
they  were  getting  orders 
from  Alabama  to  South 
Africa  to  Greenland.  Thanks 
to  loyal  customers  such  as 
Emmanuel  Wright,  who 
bought  40  pairs  of  Sorel 
boots  online  for  his  Antarc- 
tica-bound exploration  unit 
of  the  U.S.  Coast  Guard  in 
Alabama,  Northland's  sales 
doubled  to  $600,000  last  fiscal 
year,  and  the  Boers's  project  sales 
of  $1  million  this  year. 

That  new  business   is  wel- 


12-hour-plus  days  to  fill  order! 

While  many  companies  aspiif 
to  secure  E-commerce  transaj 
tions  on  their  sites,  Northland  n 
mains  old-fashioned,  directing  cu| 
tomers  to  complete  the  sale  withs 
toll-free  call.  Laura  has  learne 
that  she  gets  fewer  returns  froli 
her  online  customers  if  her  phortf 
staff  can  help  them  choose  tl 
right  motor  or  shoe  size. 

Now,  Laura's  biggest  proble 
is  keeping  the  store  businefl 
healthy  while  building  online  sale 
She  worries  that  a  big  competit 
could  trounce  her  on  the  Web. 
don't  want  to  lose  what  we  ha")j 
worked  so  hard  for  here  in  Thral 
Lakes.  My  safety  valve  is  our  loclj 
customers,  who  know  who  an 
where  we  are." 

So  she  balances  her  invento 
to  meet  the  disparate  demands 
both  groups  of  customers— plen! 
of  Ryka  water  shoes  for  the  W< 
but  swimwear  for  the  store.  I 

Laura  has  set  aside  $6,800  fi 
two  new  computers  this  year,  aril 
they've  recently  added  a  toll-frci 
phone  line.  Still,  little  Northlar 
has  one  leg  up  on  the  big  gm 
when  it  comes  to  costs.  The  wol 
done  by  her  Webmaster/dad  is  er 
tirely  free— and  priceless. 

-VICTORIA  HOUSTO 
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sry thing  You  Need 

t  your  Web  site  ought  to  include: 


Basics: 


mail  link  for  customer  contact 


one  numbers,  postal  address 


tailed  product  descriptions 


rchasing  information 


Extras: 


cure  transactions 


mailable  gift  certificates 


search  function  to  explore  your  site 


Maintaining  balance  requires  planning.  You  can 
wind  up  with  the  luxurious  problem  of  too  much 
new  business  from  a  Web  site,  straining  resources. 
You  may  need  to  retrain  staff,  or  hire  new  em- 
ployees, as  Meetings  Plus  did. 

Spending  carefully,  without  going  overboard, 
works  for  most  of  these  entrepreneurs.  They've 
ratcheted  up  gradually 
to  test  the  market.  But 
when  it's  time  to  make 
a  major  investment,  as 
in  the  case  of  Asia  for 
Kids  and  taba  Inc.'s 
Scottsdale  Collection  On- 
line, they  don't  flinch. 

And  you  shouldn't  as- 
sume the  Web  will  solve 

all  your  problems  or  substitute  for  sound  business 
judgment.  "It  is  not  some  sort  of  get-rich-quick 
scheme,"  says  Mark  Weaver,  professor  of  entrepre- 
neurship  at  die  University  of  Alabama.  "You  have  to 
be  even  more  perfectionist,  more  meticulous,  and 
more  prepared  to  adjust  to  the  changing  rules  of 
business  online." 


Cataloger's  Next  Realm 


bother  with  the  Web  when 
lave  a  thriving  $1  million  cat- 
business  and  a  niche  mar- 
ractically  all  to  yourself? 
lina  Yoon,  president  of  Master 
munications  Inc.  and  creator 
le  Asia  for  Kids  Web  site, 
t  have  asked  herself  that 
:ion.  But  the  former  Procter  & 
i)le  Co.  marketing  executive 
1  better. 

's  one  of  the  distribution 
nels  that  cannot  be  ignored," 
Yoon.  As  she  tried  to  expand 
Cincinnati-based  mail-order 
jany— which  sells  books, 
s,  posters,  and  dolls  celebrat- 
sian  culture— she  took  a  good 
at  her  market  of  high  income, 
>uter-savvy  customers,  mostly 
i-American  families,  adoptive 
its,  and  educators, 
ice  1996,  Yoon's  online  com- 
lent  has  evolved  gradually, 
a  simple  informational  site 
nenca  Online  to  its  fourth  in- 
stion  into  a  fully  functional  E- 
nerce  business.  "It's  been  a 
ey,"  says  Yoon.  Her  newly  up- 
;d  site,  now  in  beta  testing,  is 
sr  to  navigate  and  shop  on 
her  previous  site, 
on's  Web  adventures  have  in- 
:d  missteps,  such  as  hiring  a 
than-competent  Web  consul- 


tant, and  anguishing  over 
which  technology  to  pur- 
chase. The  move  to  the 
Web  has  also  put  new  de- 
mands on  her  staff.  "You 
have  to  respond  to  all  the 
E-mails  and  process  all  the 
orders,"  says  Yoon,  explain- 
ing that  online,  people  de- 
mand quicker  responses. 

Still,  even  as  Yoon  gears 
up  to  spend  $100,000  this 
year  for  a  three-person  Web 
consulting  team  and  one 
full-time  Web  employee  who 
is  updating  their  database, 
she  doesn't  dare  neglect  her 
catalog  business. 

Web  sales  represent  less 
than  1%  of  her  total.  And, 
she  realizes,  many  of  her 
customers  still  like  reading 
a  print  catalog. 

But  Yoon  wants  to  induce 
more  of  these  catalog  cus- 
tomers to  complete  their 
transactions  online  to  re- 
duce telephone  expenses. 
On  her  last  catalog  mailing 
Web  address  was  prominently  dis- 
played, resulting  in  a  flood  of  new 
orders  over  the  Web.  The  Asia  for 
Kids  Web  site  is  also  a  great  lab- 
oratory for  trying  out  new  prod- 
ucts that  were  too  late  or  too 


MASTER  COMMUNICATIONS 

founded:  1994     web  SITE:  asiaforkids.com 
business:  sells  books,  toys  and  tapes  about  Asian  cultures. 

TOTAL  SALES:  $1  million 


her 


risky  to  make  it  into  the  64-page 
print  catalog. 

Her  advice  to  other  companies 
moving  online?  Figure  everything 
will  take  you  twice  as  long  and  cost 
twice  as  much  as  you  expected. 

-JAMES  OTT 


?4,  1999 
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Of  Art  Golf,  and  the  Web 


For  10  days  in  1997,  Taba  Dale,  a 
corporate  art  consultant  and  golf- 
art  dealer,  stood  in  a  tent  with  19 
other  merchandisers  at  the  U.S. 
Open  in  Bethesda,  Md.  In  just  10 
days,  she  sold  $200,000  worth  of 
golf-themed  art. 

"My  gross  receipts  weren't  too 
shabby,"  says  Dale,  who  has  se- 
lected art  for  the  office  suites  and 
conference  rooms  of  such  corpo- 
rations as  ibm,  Merrill  Lynch,  and 
mci  WorldCom.  "But  it  was  ex- 
hausting. It's  easier  to  sell  on  the 
Web."  Not  to  mention  less  time- 
consuming  and  costly. 

When  she  sells  online  at  scotts- 
dalecollection.com,  the  art  is 
shipped  directly  to  the  customer. 
Prices  go  from  $30  for  a  poster  to 
$3,000  or  more  for  an  original  oil 
painting.  Dale,  who  started  her  con- 
sulting firm  taba  Inc.  in  1979, 
launched  the  Scottsdale  Collection  of 
golf  art  in  1994,  simultaneously 
building  her  business  online  and  off. 


While  her  online 
revenues  still  just 
account  for  25%  of 
total  golf-art  sales 
and  less  than  10% 
of  taba's  $800,000 
in  revenues  last 
year,  she's  expect- 
ing them  to  hit 
50%  this  year.  If 
this  pace  keeps  up, 
her  Web  business 
could  eclipse  con- 
sulting revenues. 

This  year,  Dale 
plans    to  invest 
$50,000  to  $100,000  in  her  Web 
site  to  make  online  transactions 
easier  and  expand  her  gallery  to 
include  other  sports. 

To  gain  the  control  she  feels 
she  needs  at  this  stage,  Dale  de- 
cided to  stop  outsourcing  her  Web- 
site maintenance  and  design.  "I 
wasn't  willing  to  acquire  all  that 
knowledge,"  she  says.  "So  I  ac- 


TABA  INC. 

FOUNDED:  1979  URL:  scottsdalecollection.com 
business:  Golf  art  and  art  consulting 

TOTAL  SALES:  $800,000 


quired  a  partner."  She  and  Geots 
McLennan,  a  53-year-old  comp^ 
er  whiz  she  met  at  a  party,  J 
pect  to  relaunch  their  Web  galhy 
this  summer. 

Scottsdale  might  not  beco* 
the  amazon.com  of  the  sports-1 
world  just  yet,  but  Dale  is  hopijj 
to  land  in  the  green. 

—  CAROLE  ASHKINA: 


Novelty  Becomes  Necessity 


>  — 


MEETINGS  PLUS 

founded:  1986    URL:  meetingsplus.com 
business:  Conference  planning 
total  sales:  $3  million 


In  1998,  Meetings  Plus,  a  12-year- 
old  conference-planning  firm  in 
the  San  Francisco  Bay  area,  fig- 
ured they  had  to  be  as  Web-savvy 
as  their  high-tech  clients  in  Silicon 


Valley.  So,  they  started  offering  on- 
line conference  registrations  on 
what  had  been  an  underused  com- 
pany Web  site. 

Little  did  they  know  this  decision 
would  transform  the  way  they  did 
business.  Jeffrey  Pease,  36,  a  self- 
described  "tech  nerd  with  an  mba" 
and  the  company's  director  of  in- 
formation services,  figured  at  most 
just  five  of  the  biggest  conferences 
they  do  every  year  would  choose 
Web-based  services. 

How  wrong  he  was.  Five  signed 
on  within  a  few  months.  By  the 
end  of  1998,  16  had  demanded 
online  registration.  And  of  course, 
many  clients  had  special  requests: 
One  wanted  to  exempt  employees 
from  credit-card  payment,  another 
to  knock  off  $50  for  groups  of  five 
or  more.  So  great  was  the  de- 
mand, Meetings  Plus  founder  Car- 
olyn West  had  to  hire  a  consultant 
and  add  two  more  staffers  to  man- 
age the  workload.  And  they've  re- 
trained other  employees  to  work 
on  the  Web. 

Now,  Pease  estimates  that  80% 
of  the  12,000  conference-goers  his 
company  processes  this  year  will 


sign  up  on  the  Web.  It  cost  ab(t 
$20,000  to  set  up  the  systel 
$10,000  for  the  home  page,  ai 
an  additional  $1,100  a  month  r 
hosting  and  high-speed  T1  linesr 

But  it's  well  worth  it.  Bn 
Meetings  Plus  and  its  clients  lei 
working  on  the  Web,  becauset 
has  proven  faster,  easier,  ai 
cheaper.  For  example,  it's  elirl 
nated  the  problems  of  time-zopp 
differences.  Registrants  for  />- 
todesk's  Bangkok  conference,  1 
instance,  could  sign  up  withct 
staying  up  all  night— and  with  Its 
chance  of  having  their  names  ml 
spelled.  Future  plans  incluSi 
putting  up  maps  to  allocate  spa? 
on  a  trade-show  floor,  as  well ; 
posting  speakers'  bios,  toil 
menus,  and  other  information. 

"We  had  to  do  it  to  gain  a  com- 
petitive edge.  Now,  we'd  have  i 
do  it  to  be  competitive  at  all,"  acs 
Pease. 

-EDITH  UPDIKE  WH 
A.T.  PALM* 


j 


For  more  wired  entrepre- 
neurs,  click  Online  Extras 
frontier.businessweek.coi 
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If  you  can  't  lighten  your  schedule,  lighten  your  load. 

The  amazing  Fujitsu  LifeBook  B  Series.  It's  a  2.652  pound  mini-notebook  that  thinks  it's  a 
full-sized  notebook.  It  fits  in  tight  spaces.  And  at  $I599',  it  even  fits  into  your  budget.  It's  about 
time.  Now  you  can  focus  on  more  important  things,  like  your  business.  Which  is  no  small  feat. 


fool* 


Fujitsu 

FUJITSU  PC  CORPORATION 


1-877- FPCDIRECT    www.i  yj&sw-pc  .C*<«/bdtr 

Fujitsu  and  the  Fujitsu  logo  are  registered  trademarks  and  LrfeBook  is  a  trademark  of  Fujitsu  Limited.  Intel,  the  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  and  MMX  is  a 
trademark  of  Intel  Corporation.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporaoon.  All  other  trademarks  menooned  herein  are  the  property  of  their  respective 
owners  ©1999  Fujitsu  PC  Corporation  All  rights  reserved.    1  Starting  estimated  street  price  on  B  Series  LifeBook  Subject  to  change  ;Weight  is  approximate  and  may  vary. 


Think  you 
company! 
too  smal 
to  dral 
big-narrl 
talent! 
your  board 
Think  agai 


by  Echo  Montgomery  Garrett  BY  MOST  STANDARDS,  Reflective  TechnolS 
gies  Inc.  had  already  achieved  a  lot.  In  1997,  the  two-year-old  startup  w| 
already  selling  $3  million  worth  of  a  patented  reflective  material  that  cou| 
make  cycling  and  running  gear  glow  brightly  in  the  beam  of  a  car's  heaf 
lights.  But  revenue  had  leveled  off,  and  its  young  founders  couldn't  seem  I 
persuade  the  mass-market  apparel  makers  to  adopt  their  expensive  coatirl 


To  do  it,  ceo  Adam  Rizika,  his  brother  Robert,  and 
their  friend  Scott  Brazina  needed  an  industry  star  to 
join  their  six-member  board  of  directors.  The  trio, 
all  graduates  of  die  Massachusetts  Institute  of  Tech- 
nology's Sloan  School  of  Management,  knew  that 
adding  seasoned  industry  players,  especially  a  busi- 
ness celebrity  or  two,  can  add  a  dash  of  credibility 
to  an  unknown  startup  and  help  attract  investors. 
Their  target:  Bruce  D.  Troutman,  a  top  marketing 
and  technology  strate- 
gist at  W.  L.  Gore  & 
Associates  Inc.  and  one 
of  the  brains  behind 
the  billion-dollar  suc- 
cess story  of  the  wa- 
terproof textile  coating 
known  as  Gore -Tex.  All 
right,  so  you  wouldn't 
stand  in  line  for  this 
51 -year-old  exec's  au- 
tograph. But  to  Adam 
Rizika,  Troutman  was 
a  sage  and  a  hero  who 
knew  all  about  persuading  sportswear  manufactur- 
ers to  add  an  invisible  chemical  coating  that  was 
durable,  washable,  and  compliant  with  industry- 
standards.  "Anything  I  wanted  to  talk  about,  Bruce 
had  lived  it,"  Rizika  says. 

The  courtship  started  in  1997,  when  Rizika  first 
cornered  the  busy  executive  at  an  outdoor  retailers' 


When  I  find  a  worthy 
startup,  I  roll  up  my 
sleeves  and  dive  in" 

—  CHRISTINE  COMAFORD 

Managing  director  and  founder, 
Artemis  Ventures;  advisory 
board  member,  PeopleMover 
and  SmartAge;  director,  Eletter 


trade  show  in  Salt  Lake  City  and  started  pointB 
out  the  similarities  in  their  businesses.  Troutml 
was  immediately  smitten.  "I  loved  that  this  prodl 
serves  as  a  protective  device  when  you  wear  it , "  H 
says.  A  few  mondrs  later,  Rizika  met  widi  Troutrrl 
for  a  full  day  at  Gore's  Newark  (Del.)  headquartl 
Bob  Rizika  and  Brazina  followed  up  with  GoiB 
marketing  and  technical  staff.  Over  lunch,  BrazB 
brought  up  a  problem  they  were  having — al 
Troutman  finished  his  sentence  for  him.  It  looM 
like  a  good  match. 

Still,  Troutman  didn't  agree  to  join  the  boM 
until  he  saw  Reflective  present  its  business  pi 
before  an  mit  Enterprise  Forum  session  last  yeaiB 
networking  event  where  entrepreneurs  get  advje' 
from  a  panel  of  business  experts.  Troutman  was  df 
of  the  panelists  critiquing  the  plan — and  it  vs 
hardly  an  accident.  Rizika  had  used  his  school  c<|( 
nections  to  make  sure  Troutman  got  an  invjl 
While  in  Cambridge,  Troutman  spent  a  day  at  19 
flective,  and  once  again,  Rizika  sweet-talked  him.jf 
was  flattered  both  personally  and  professional 
that  they  wanted  me  for  a  mentor,"  says  Tro'l 
man.  On  top  of  that,  he  adds,  "I'd  grown  to  admp 
them  as  peers."  He  signed  on  as  a  board  meml 
last  September. 

Reflective  is  not  the  only  one  on  the  prowl  :■ 
big  names  to  add  to  their  boards.  Such  panels  a 
already  common  at  many  small  private  compani, 
c\vn  I  Ik  nigh  ihey  aren't  It  gall)   required  to  tlJ 
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Building  a  Board 

You've  made  a  huge  leap  in  thinking  about  your  company:  You're  going 
to  let  outsiders  help  oversee  the  growth  of  your  pride  and  joy.  That  de- 
cision is  actually  the  hardest  part  of  setting  up  an  independent,  objec- 
tive board  of  advisers  or  directors.  The  rest  of  the  job  isn't  easy,  however. 
Creating  a  board  involves  considerable  research  and  planning  and  a  clear 
understanding  of  what  the  company  needs.  It  can  take  two  to  three  years 
from  conception  to  full  implementation.  You  can  either  hammer  to- 
gether a  board  yourself  or  seek  help  from  a  governance  consultant. 

Here  are  the  key  steps  to  getting  effective  directors  seated  in  your 
boardroom. 


\\     Art  °r  »ed 


2  SET  BOARD 
STRUCTURE 
You  and/or  your  new 
boardmustdec.de 
whether  the  CEO 

nance  Torfhrel'com- 
EKffn  rnSn,  audit 

compensation.  Most 
3-company  boards 

convene  quarterly. . 


DETERMINE 
BOARD  SIZE 
States  usually  require 
at  least  three  direc- 
tors on  a  board.  Most 
small-company  boards 
that  include  outsiders 
have  five  to  seven  mem- 
bers. Board  size  depends 
in  part  on  the  desired  ra- 
tio of  insiders  to  outsiders. 
For  those  companies  think- 
ing of  going  public  at  some 

Eoint,  nasoaq  requires  at 
»ast  two  outside  directors. 


IkRECRUYT 
THE  DIRECTORS  \ 

ward  member  should 
dentlty  and  Interview  po- 
&  directors.  Mso,  ask.  your 
ney  and  accountant  tor 
ies.  Among  others,  seeV. 
cesstul  business  owners 
h  character,  strategic  vision, 
»pect  tor  shareholders,  sensl- 
Ity  to  tamlly  business  Issues, 
p-.  The  National  Association  ot 
orporate  Directors  reterence 
.ystem,  the  Directors  Registry, 
can  Identity  corporate  directors  1 
who  have  shown  Interest  In  sit-  ^ 
ting  on  smalt-company  boards. 


5.  DETERMINE 
MEETING  AGENDA 
The  chairperson  sends  out  the 
aaenda  for  each  meeting  in 
advance.  In  general,  meetings 
should  consist  of  reports  from 
management,  a  review  of 
financial  statements,  an  assess 
ment  of  performance  versus 
objectives,  and  discussion  of 
sEcant  problems  and  issues 
pertinent  to  the  company  s 
strategy  and  performance. 


^SfiSwbud9>t 

<n  sai.eSr45  000to 
anot^nfordirec- 

insurance. 
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one.  These  entrepreneurs  value  the  big-picture  per- 
spective they  get  from  experienced  directors  or  a 
less  formal  board  of  advisers  and  find  that  big 
players  with  contact  and  clont  can  bring  in  new 
business  and  open  doors  nationwide.  "I  recom- 
mend diat  any  emerging  company  reach  high  when 
thinking  about  board  members,"  says  Roger  M. 
Kenny,  managing  partner  of  Boardroom  Consul- 
tants, a  New  York  firm  that  helps  widi  die  selection 
process.  It's  not  as  hard  as  it  sounds,  adds  Kenny: 
"Board  members  love  seeing  the  immediate  impact 
they  can  have  on  a  small,  hot-growdi  company."  For 
example,  since  Troutman  joined  Reflective's  board, 
he  has  helped  the  $4.5  million  company  focus  its 
market  more  tightly.  He  has  also  steered  it  away 
from  costly  mistakes,  such  as  starting  its  own  ap- 
parel line,  which,  he  warned,  would  pit  Reflective 
against  its  own  customers. 


Being  on  an  entrepreneurs 
board  gives  you  a  good  vid 
of  other  industries  and  expi 
sure  to  a  diversity  of  peopli 

-LINDA  E.  RUTKOWSKI 

Vice-president  for  marketing,  Royal  Crov, 
Bottling  Co.  of  Chicago;  director,  My  Owi 
Meals  Inc./J&M  Co.,  Deerfield,  III. 


Other  benefits  are  easier  to  quantify.  Clay  Weg 
31,  the  founder  and  chief  executive  officer  of  Jus 
Biz.com — an  Austin  (Tex.)  company  that  sells  off 
products  over  the  Internet — learned  in  Decemb 
1998,  that  two  venture  capitalists  had  rejected  h 
simply  because  he  didn't  have  a  board.  So,  ea 
this  year,  Weger  went  out  and  recruited  a  fell< 
church  member  and  a  noted  turnaround  specialist 
Patsy  F.  Parker,  5 1 ,  the  former  chief  operating  oi 
cer  of  Southwestern  Bell  Mobile  Systems  Inc.- 
serve  with  him  on  a  three-member  board.  Tl 
did  the  trick.  In  April,  investors  handed  Weger  a 
Just  4Biz.com  $2  million. 

How  do  these  entrepreneurs  find  big  nam< 
For  starters,  they  elevate  networking  to  a  fine 
using  every  connection  they  have.  They  clea 
articulate  their  company's  needs  to  their  won 
be  adviser.  They  seek  out  people  with  comm 
philosophies  and  interests.  Perhaps  most  imp< 
tant,  they  just  keep  plugging  away. 

Indeed,  diis  is  no  time  to  be  shy.  Take  Daniel  I 
betzky,  30,  president  and  founder  of  Peace Woi 
Holdings  LLC  in  New  York,  which  sells  food  pre 
ucts  made  cooperatively  by  groups  like  Israelis 
Palestinians  that  are  normally  embroiled  in  cc 
flict.  For  his  11 -member  advisory  board,  he  as 
proached  the  biggest  names  he  could  think  of 
even  former  Secretary  of  State  Henry  S.  Kissing 
who  was  die  only  person  to  turn  him  down.  "I  1 
lieve  it's  only  because  I  was  never  able  to  spe 
with  him  personally,"  he  says,  without  a  touch 
modesty.  Lubetzky  cold-called  Ben  Cohen, 
founder  of  Ben  &  Jerry's  Homemade  Inc.,  becat 
of  Cohen's  well-publicized  commitment  to  soc 
causes  and  his  experience  in  food  distribution.  I 
though  Cohen  gets  dozens  of  requests  a  week  to  i 
vise  small  companies  and  only  considers  one 
two  a  mondi,  he  was  intrigued  enough  to  meet  I 
betzky  in  New  York.  Impressed,  he  signed  on.  % 
was  interested  in  the  mission:  using  the  power  ft 
business  to  build  bonds  of  friendship  between  ew 
emies,"  he  says.  His  main  complaint?  Lubetzky  gs 
distracted  by  all  the  opportunities  that  come  ll 
way.  "My  role  as  a  board  member  is  to  get  him^ 
focus,"  says  Cohen. 

If  appeals  to  altruism  don't  work,  you  nut 
waken  an  older  executive's  enuepreneurial  spirit.  Ja 
dith  E.  Starkey,  president  of  Atlanta-based  Chai,- 
berlin  Edmonds  &  Associates  Inc.,  a  1 28-employ<, 
$12  million  consulting  firm  that  helps  hospits 
obtain  Medicaid  and  Medicare  dollars  for  uni 
sured  patients,  makes  a  point  of  cornering  recent  )rj 
tirees  from  high-powered  jobs.  She  has  managed  I 


I AGE  ADVICE:  Bruce  Troutman  (center),  one  of  the  brains  behind  Gore-Tex, 
as  lent  his  expertise  to  the  gang  at  Reflective  Technologies— Robert  and 
dam  Rizika,  Stuart  Krentcil  (tophlnnald  Glazer  and  Scott  Brazina  (bottom) 
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I'm  intrigued  with 
concepts  that  are 
using  the  power  of 
business  to  address 
social  problems/' 

—  BEN  COHEN 

Co-founder,  Ben  &  Jerry's 
Homemade  Inc.;  advisory  board 
member,  Peaceworks  Holding 


recruit  both  Thomas  J.  Roeck  Jr.,  retired  chief  fi- 
nancial officer  of  Delta  Air  Lines  Inc.,  and,  most  re- 
cently, Gordon  M.  Sherman,  who  retired  in  January 
as  the  Regional  Commissioner  for  Social  Security  in 
Atlanta. 

Roeck,  who  usually  confines  his  board  activities 
to  nonprofits,  did  his  due  diligence  before  signing 
on  in  February,  1998.  He  sat  in  on  three  months' 
worth  of  board  meetings  and  toured  the  offices, 
where  he  approvingly  noted  that  there  were  no 
"potted  palms  or  marble,  and  people  were  stacked 
in  cubicles."  Ultimately,  Roeck  was  won  over  by 
the  12-year-old  company's  impressive  growth 
record — 68%  a  year  and  on  track  for  $20  million 
in  sales  this  year. 

What  about  com- 
pensation? Some  board 
members  aren't  con- 
cerned about  that, 
though  it  sometimes 
helps  to  offer  a  small 
stipend  or,  in  Lubet- 
zky's  case,  travel  reim- 
bursement. At  other 
companies,  equity  or 
profit  sharing  are 
thrown  in  to  sweeten 
the  pot.  When  Eliza- 
beth A.  Murphy,  now 
3  7,  decided  to  start  a 
Washington  consulting  firm,  cfm  Partners  Inc.,  m 
1996,  to  help  banks  comply  with  regulations  on 
selling  securities  and  mutual  funds,  she  couldn't 
afford  to  pay  her  directors  anything.  Instead,  she 
gave  them  5%  of  her  stock.  Entrepreneurs  who 
take  that  route  typically  fork  over  1%  to 
8%  per  person. 

Veterans  of  such  star  searches  say  you 
should  figure  out  the  kinds  of  skills 
and  people  you  need.  For  starters,  you'll 
want  someone  with  experience  or  con- 
tacts in  your  industry.  Ideally,  they  will 
be  well-known.  Be  sensitive  to  their 
time  constraints  and  assure  them  that 
they  won't  be  bogged  down  with  day- 
to-day  decisions;  you're  supposed  to 
tap  them  only  for  big-picture  advice. 

Can  you  aim  too  high?  Perhaps. 
"Sure,  I'd  love  to  have  Michael  Dell  on 
my  board,"  says  Weger,  the  Web  en- 
trepreneur, of  the  founder  of  Dell  Com- 
puter Corp.  "But  realistically,  he's  not 
going  to  have  the  time  for  me." 

Then  again,  you  never  know. 
William  Lohse  is  now  founder  and 
president  of  SmartAge  Corp.,  a  San 
Francisco-based  Web  marketing  firm 
with  56  employees.  But  as  founding 
publisher  of  pc  Computing  and  former 
president  of  Ziff-Davis  Publishing  Co., 
he  v.  is  able  to  use  his  blue-chip  busi- 
ness connections  to  attract  a  power- 
house advisory  board  and  raise  some 


I  always  get  offered  stock 
I  never  ask  for,  nor  take 
money  itself.  Heck,  I  have 
enough  of  that  already/' 

-DAN  LYNCH 

Chairman  of  Cybercash;  advisory  board 
member,  SmartAge 


$10  million  in  startup  capital.  His  advisers  inch 
Vinton  G.  Cerf,  senior  vice-president  for  Internet 
chitecture    &    Technology    at  MCi-WorldCo 
Theodore  J.  Leonsis,  group  president  of  aol  Int 
active  Properties;  and  Jim  Seymour,  editor  and  lei 
columnist  for  PC  Magazine  and  TheStreet.com.  Lole 
still  hasn't  gotten  around  to  putting  together 
compensation  package  for  them.  To  save  tin! 
members  will  convene  either  in  a  dedicated  Inter* 
chat  room  or  by  teleconferencing. 

And  speaking  of  Michael  Dell,  Lohse  did  ;fc 
him  to  join.  No,  he  didn't  accept.  He  also  goto 
Benjamin  M.  Rosen,  the  founding  investor  of  Col 
paq  Computer  Corp.  and  Lotus  Development  Cote 
and  currently  Compaq's  chairman  of  the  board  ai 
interim  ceo.  "I  got  as  far  as  having  dinner  at  h 
Rosen's  apartment  in  New  York,  but  he  ultimate 
decided  he  didn't  have  time,"  says  Lohse.  "N- 
ther  one  came  on  the  board,"  says  Lohse,  "h 
they  both  invested  in  the  company.  I'll  take  that  ib 
now."  Just  goes  to  show,  it  never  hurts  to  ask.  1 


If  you'd  like  to  learn  more  about  forming  a 
board  of  directors,  click  Online  Extras  at 
frontier.businessweek.com 


Aiming  for  the  Stars 


Dos  and  Don'ts  when  recruiting  high-profile  board  membts 
and  advisers 

DO...  DON'T... 


Go  for  big  names  in  your 
field  who  will  add  credibility 
and  expertise. 


Recruit  friends  or  fanv. 
Personal  relationships  cl 
cloud  business  advice. 


Choose  someone  entrepre- 
neurial, with  time  and  interest 
to  devote  to  your  company. 


Select  someone  who's  i- 
comfortable  with  small  com- 
pany culture. 


Look  for  someone  who  com- 
plements your  team,  offering 
skills  you  or  other  directors 
might  lack. 


Choose  your  clone  or  sonj-f 
one  with  an  inflated  ego  wj 
won't  listen  to  alternat'i 
viewpoints. 


Contact  the  National  Associ- 
ation for  Corporate  Directors 
(202  775-0509  or  www.nac- 
donlme.org),  to  find  out  about 
its  service  to  match  directors 
and  companies. 


Despair  if  you  fail  to  14] 
your  dream  adviser  on  t.1 
first  try.  Be  persistent 
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Rewards 


Need  some  personal 
cash?  Here's  the  right  way 
to  tap  your  company  


by  the 
rules  when 
want  to 
your 
pocket 


By  Lynn  Brenner  if  you  thought  it  was  M 

finding  money  to  put  into  your  business,  wait  till  you  try  tl- 
ing  some  out.  Tapping  your  company  for  personal  cash  isn'tf 
simple  as  rustling  around  the  petty  cash  drawer.  Do  it  wroB 
and  you  could  hobble  your  company's  growth.  Or  you  miB 
tick  off  your  partner,  who  no  doubt  shares  your  joy  ab« 
your  daughter's  coming  wedding  but  isn't  dirilled  about  slB 
ing  the  bill.  Worse  still,  you  may  incur  the  ire  of  the  irs.  I 
The  solution?  Lay  out  a  strategy  for  extracting  cash  06 
continuing  basis,  before  a  big  expense  such  as  a  weddingB 
college  bill  arises.  That  way,  you'll  have  time  to  take  advta 
tage  of  some  litde-known  but  legal  tactics  H> 
boosting  your  personal  wealth. 

First,  though,  you  need  to  ask  if  it's  eB 
nomically  sensible  to  take  capital  from  yin 
company.  In  many  cases,  says  Mark  Balasajsfc 
Chicago  financial  planner,  the  answer  is  $ 
"You  shouldn't  keep  more  money  in  your  biB 
ness  than  you  need  to  run  it  well,"  he  says.B 
course,  how  much  cash  a  company  needs  1 
pends  on  its  age,  industry,  and  prospects ifc 
business  drained  to  its  last  dollar  has  trouB 
qualifying  for  loans  and  insurance,  not  to  mention  attractig 
buyers,  notes  accountant  Thomas  Geraghty  of  American  E§ 
nomic  Planning  Group  Inc.  in  Watchung,  N.J.  And  a  newp 
fast-growing  company  may  not  be  able  to  spare  any  cash  if  [8 
in  a  competitive  field  or  is  a  big  consumer  of  technology,  "m 
amount  varies  from  industry  to  industry,  but  a  rule  of  dmfo 
says  you  ought  to  keep  a  dollar  of  cash  on  hand  for  evB 
dollar  of  bills  due  within  90  days. 

Once  you're  over  that  hurdle,  you  need  to  pick  the  ritfl 
mediod.  Goodness  knows,  diere  are  plenty  of  wrong  oih 
Borrowing  from  your  company,  for  instance,  is  no  bargain,  » 
cause  Federal  tax  rules  require  you  to  pay  close  to  market  inte£6 
rates.  And  if  you  thought  you  could  order  your  company^ 
"forgive"  your  loan,  forget  it:  The  windfall  can  be  taxed  as  pt-t 
sonal  income.  Such  tactics  are  hardly  necessary  when  there  (d 
plenty  of  perfecdy  legal  diings  an  entrepreneur  can  do: 

1.  Become  Your  Own  Landlord.  If  you're  renting  office  spajtf 
consider  moving  to  a  building  you  and  your  partners  o\fJ 
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leates  a  steady  stream  of  income,  and  unlike  oth- 
idlords,  you  don't  have  to  worry  about  finding 
tenants  every  few  years.  Best  of  all,  rental  pay- 
5  escape  payroll  taxes  if  they  aren't  excessive, 
vning  the  building  personally  has  two  other 
r  advantages.  First,  you  can  get  cash  for  your- 
iy  mortgaging  the  property.  Second,  property 
M  by  a  person  gets  better  tax  treatment  than  if 
wned  by  a  company.  If  you  own  it,  you  don't 
axes  on  the  appreciation  until  you  sell.  But  if 
business  is  organized  as  an  S  corporation,  a 
ure  many  entrepreneurs  favor,  the  appreciation 
taxed  the  moment  you  liquidate  the  compa- 
even  if  you  don't  sell  the  property  itself. 

ix  Business  with  Pleasure.  Technically,  your 
ess  can't  pay  for  your  personal  expenses.  In  re- 
it  happens  all  the  time,  and  you  don't  have  to 
any  moral  or  legal  lines  to  do  it. 
ce  Edward  M.  Stuart,  a  financial  adviser  at  Bu- 
>tuart  Korn  &  Cordara  Inc.  in  Chatham,  N.J. 
;n  I  have  a  business  meeting  in  Florida,  my 
comes  along,"  he  says.  He  uses  frequent-flier 
piled  up  by  business  travel,  there's  no  addi- 
1  cost  for  the  rental  car  or  hotel,  and  last 
h,  the  World  Center  Marriott  in  Orlando  let 
Duple  stay  another  night  at  the  cheap  rate  of- 
fer conventions.  "She  got  a  break  from  work, 
shopping,  lay  by  the  pool,  and  it  was  much 
enjoyable  for  me  to  have  her  along,"  he  says, 
savings:  about  $700.  You  can  even  extend  a 
ess  trip  over  a  weekend  if  it  qualifies  you  for 
uced  airfare,  and  deduct  the  additional  meals, 
ng,  and  expenses,  says  Ed  Slott,  a  CPA  in 
ville  Centre,  N.Y.  "Saving  money  is  a  valid 
ess  purpose,"  he  says. 

est  Your  Benefits.  Pile  on  the  company  fringes, 
re  deductible  to  your  business  and  nontaxable  to 
nployee — and  you're  an  employee,  too.  That  in- 
s  medical,  life,  disability,  and  long-term  care 
uice,  plus  plans  that  let  you  pay  for  uninsured 
al  and  dependent  care  expenses  in  pretax  dollars, 
le,  the  law  in  most  cases  requires  you  to  give 
ime  benefits  to  the  whole  staff,  which  drives 
e  cost — but  not  as  much  as  you  diink.  "When 
ited  more  disability  insurance,  I  found  I  could 
roup  coverage  for  myself  and  15  employees 
)er  than  an  individual  policy,"  says  Joel  S. 
;on,  president  of  his  own  New  York  City  fi- 
al-planning  firm. 

le  hitch:  If  you  own  2%  or  more  of  an  S  cor- 
ion,  you're  not  eligible  for  "employee"  bene- 
lotes  Steven  Kaye,  president  of  American  Eco- 
c  Planning  Group.  But  your  spouse  is  eligible, 
i  or  he  is  a  bona  fide  employee,  and  if  your 
>e  opts  for  family  coverage,  you'll  be  covered, 
Which  brings  up  the  next  tactic: 

d  Some  Family  Planning.  In  practice,  this 
is  funneling  money  to  your  spouse  and  chil- 
Start  by  getting  your  spouse  on  the  payroll 
nto  a  defined-contribution  pension  plan,  such 


as  a  401  (k).  A  htde-noticed  rule  change  in  1997  al- 
lows both  spouses  in  a  family-owned  company  to 
fully  participate,  potentially  doubling  your  maxi- 
mum annual  contribution  to  $60,000.  Ideally,  you 
should  leave  the  money  to  grow  tax-deferred,  but 
many  plans  allow  you  to  borrow  up  to  $50,000. 

Next,  give  your  kids  nonvoting  shares  in  your 
business.  This  provides  them  with  income  that's 
taxed  at  their  presumably  lower  rate  after  age  14  to 
invest  for  college.  And  there's  a  built-in  bonus: 
Normally,  you'd  be  liable  for  gift  taxes  on  any 
shares  you  give  a  kid  in  any  one  year  that  are 
worth  more  than  $10,000.  But  as  a  minority  inter- 
est in  a  closely  held  business,  the  shares  can  be  dis- 
counted by  45%.  That  allows  you  to  give  each 
child  almost  $20,000  of  stock  annually,  which 
should  throw  off  a  nice  stream  of  income  if  your 
business  is  thriving.  You  can  even  hire  the  kids. 
Their  earned  income  is  always  taxed  at  their  rate — 
and  as  wage  earners,  they  can  open  Roth  individual 
retirement  accounts,  which  grow  untaxed. 

5.  Sell  Out,  But  Stay  Put.  Selling  is  the  ultimate  way 
to  get  money  out  of  your  business.  "You'll  pay  only 
20^  on  die  dollar  in  capital-gains  tax,"  says  Alan  Wein- 
er,  senior  tax  parmer  of  Holtz  Rubenstein  &  Co.  in 
Melville,  N.Y.  The  obvious  downside  here  is  diat  you 
wouldn't  control  the  company  anymore.  But  you  can 
get  around  drat  by  creating  an  employee  stock  own- 
ership plan  to  buy  part  of  your  company  in  cold 
cash.  Just  make  sure  you  sell  at  least  a  30%  stake, 
says  Jerry  L.  Lerman,  a  managing  director  at  American 
Express  Tax  Services  Group  in  New  York.  That  way,  the 
money  you  receive  can  be  tax-deferred  if  you  reinvest 
it  within  1 2  mondis  into  securities  of  publicly  traded 
U.S.  operating  companies,  such  as  blue-chip  stocks. 
You  won't  owe  taxes  until  you  sell  the  stocks. 

But  why  sell?  You  can  convert  the  shares  to  cash 
by  borrowing  against  them,  notes  Lerman.  And  if 
you  die  owning  the  shares,  your  heirs  pay  no  cap- 
ital-gains tax,  thanks  to  inheritance  law.  It's  a  classic 
case  of  having  your  money  and  spending  it,  too. 


Learn  more  ways  to  extract  cash  from  your 
company  by  clicking  Online  Extras  at 
frontier.businessweek.com 


A  Wealth  of  Choices 

There's  more  than  one  way  to  get  money  out  of  your  business. 
The  trick  is  to  avoid  an  IRS  audit.  Among  them: 

BONUSES:  Set  up  written  criteria  for  awarding  a  bonus.  Make  sure 
the  sum  isn't  unreasonably  large  to  avoid  a  tax  penalty. 

LOANS:  You  can  borrow  from  your  company,  so  long  as  you're 
charged  market  rates  and  terms.  Otherwise,  you  could  be  taxed. 

FRINGE  BENEFITS:  Allowable  goodies  include  company-paid 
medical,  dental,  disability,  legal,  and  group  life  coverage,  dependent 
care  and  education  assistance,  and  company  cars. 

DATA:  FR0NTIER.BUSINESSWEEK.COM. 


4,  1999 


BUSINESS  WEEK  FRONTIER 


FRONTIER 


MY  COMPANY 


the  Teai 


Incentives  didn't  work  until  we  tied 
them  to  what  employees  control.  Then 
the  results  were  spectacular 

BY  KEVIN  KELLY 


THREE  YEARS  AGO,  I  decided  to  fire 
up  our  employees  by  creating  a  big 
new  incentive:  profit  sharing.  Like 
many  employers,  I  assumed  that  dan- 
gling a  few  bucks  in  front  of  em- 
ployees would  lead  them  to  work 
harder  and  smarter.  Using  charts  and 
graphs,  I  showed  them  how  they 
could  boost  their  bonuses  by  slash- 
ing waste,  absenteeism,  and  down- 
time. Then  I  sat  back  and  waited  for 
the  results. 

Guess    what?    They  didn't 
come.  Waste  and  downtime  did- 
n't budge.  And  absenteeism  ac- 
tually got  worse.  Natu- 
rally,   I    found  the 
outcome  baffling, 
and  for  a  while  I 
soured  on  incentive 
plans  altogether.  But 
recently  our  compa- 
ny introduced  some 
incentives  that  have 
proved  successful. 
The    difference,  it 
seems,    is   that  we 
have  linked  the  incen- 
tives to  outcomes  em 
ployees  control  directly. 
We  have  also  helped  em- 
ployees along  by  providing 
training  that  shows  them  how 
to  hit  the  program's  targets. 

Looking  back  now,  I  can 
clearly  see  why  our  profit- 
sharing  plan  was  doomed. 
The  program  created  a  bonus 
pool  based  on  annual  operat- 
ing profit.  For  instance,  if  the 
company's  operating  profit 
was  $500,000,  6%  was  set 
aside  for  employees.  The 
pool  was  then  divided  among 
staffers  based  on  seniority. 
But  hitching  the  bonus  to 
operating  profit  made  it  too 
remote.  After  all,  operating 
profit  is  affected  by  many 
factors  over  which  em 
ployees  have  no  control, 


such  as  sales,  depreciation,  and  office 
expenses.  And  paying  it  out  annually, 
as  opposed  to  quarterly,  made  it  re- 
moter still. 

So  in  the  end,  no  one  really  paid 
attention.  Worse  yet,  since  the  pro- 
gram essentially  promised  employees 
a  share  of  our  operating  income,  peo- 
ple ended  up  getting  money  whether 
or  not  they  had  done  anything  to  de- 
serve it.  We  have  applied  the  lessons 
learned  from  this  mess  in  our  more 
recent  incentive  efforts.  Take  our 
safely  program.  During  1999, 
~t°*s  we're  trying  to  cut  the  yearly 
number  of  minor  injuries  in 
our  factory  in  half,  to  12, 
/-~—  .  ,iinl  prevent  losi  nine 
accidents  completely, 
by  offering  a  safety 
incentive.  If  we 
'  have  only  three  mi- 
nor injuries  a  quar- 
ter, and  no  lost-time 
accidents,  we  raffle 
51,000,  provide  employ- 
ees with  company 
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shirts  and  jackets,  and  buy  lunch  ut 
everyone.  If  we  make  it  through  I 
year  with  no  lost-time  accidents  ad 
only  12  injuries,  we  finish  by  rafflig 
a  total  of  $10,000  to  three  winn(| 
and  throwing  a  party. 

So  far,  the  results  are  breathtaki;. 
During  the  first  five  months,  we  h» 
had  only  one  minor  injury.  Why  e 
success?  I  believe  it's  because  safetjis 
something  employees  can  contife 
Suddenly,  people  are  being  careil 
how  they  lift  boxes,  and  they  areB 
operating  machines  without  saf-y 
guards.  Peer  pressure  helps — no  ee 
wants  to  be  the  person  who  derfi 
the  raffle.  The  company  has  as 
pitched  in  by  providing  biweekly 
ty  classes  to  teach  people  howo 
avoid  injuries. 

Our  year-old  monthly  qualy 
award  has  also  proved  a  success.  Ew 
month,  managers  pick  the  best  pr|jf 
job  (we  print  plastic  bags)  from  sa§ 
pies  submitted  by  our  printing-prs 
employees.  The  criteria  for  the  aw.S 
are  clearly  defined,  and  the  payourn 
$100  for  the  operator  and  $50  1 
his  helper — is  enough  to  get  their  I 
tendon.  We  have  used  the  programo 
teach  operators  what  good  quail 
looks  like.  They  have  clearly  respoi.- 
ed:  Customer  returns  because  of  pc* 
print  quality  are  down  75%  this  y$ 
over  last. 

Unfortunately,  diough,  if  you  crel 
an  ineffective  incentive,  it's  hi 
to  retract  without  raisif 
employee  ire.  So  for  n<fi 
we're  stuck  widi  a  profit-shjf 
ing  plan  that  doesn't  achi<§ 
much  beyond  putting  m<| 
money     in  employed 
pockets.  Obviously,  tlftf 
makes  it  very  popul'. 
And  it  makes  for  a  gcd 
cautionary    tale  ev(/ 
tune  1  drink  about  crel* 
ing  a  new  incentive.  \ 

Kelly  is  an  officer  f 
Emerald  Package 
in  Union  City,  Cay 

Have  you  tried 
incentives7  E-ma 
us  at  frontier 
(abusinessweek.cti 
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We  have  a  plan  that 


CAN  HELP  CLEAR 


THE 


ADMINISTRATIVE  BURDEN 


OF  YOUR  COMPANY'S  401  (k) 


RIGHT  OFF  YOUR  DESK. 


IT'S  called  the  401(k)  Century  Plan! 


One  of  the  main  objectives  of  every  com- 
pany wishing  to  establish  a  401  (k)  plan,  or 
improve  upon  its  existing  one,  is  to  add  to 
the  employ- 
ees' benefits 
without 
adding  to 

the  administrative  workload.  The  T.  Rowe 
Price  401  (k)  Century  Plan  was  designed  to 
do  just  that  —  cost-effectively. 

This  comprehensive  plan  not  only  provides 
access  to  one  of  the  nation's  most  respected 
families  of  100%  no-load  mutual  funds,  it 
also  relieves  you  of  most  of  the  administra- 
tive and  recordkeeping  tasks  other  plan 
providers  may  expect  you  to  perform. 

To  begin  with,  the  401  (k)  Century  Plan  is 
easy  to  set  up.  And  because  we  provide  one 
dedicated  plan  manager  to  service  your 
company  's  administrative  needs,  you'll 
always  know  whom  to  call  for  quick  and 
accurate  answers. 


We  also  provide  your  employees  with  effec- 
tive communications  materials  and  toll-free 
access  to  plan  specialists,  so  the  time  you 

spend  hav- 
ing to  deal 
with  the 
plan  is 

reduced  even  more  —  which  leaves  you  more 
time  to  run  your  business. 

To  learn  more  about  the  T.  Rowe  Price 
401  (k)  Century  Plan  and  how  it  can 
benefit  your  company 
and  your  employees,  call 
today  to  request  your 
free  information  kit. 

1-800-831-1  424 


Invest  With  Confidence 

T.RoweRice 


€1 ; 

'Ik 


For  more  information,  including  fees  and  expenses,  request  a  prospectus.  Read  it  carefully  before  investing.  T.  Rowe  Price  Investment  Services, 
Inc.,  Distributor.  CENCM8451 
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Gulam  Jaffer  finds  fast 
PA   profits  in  rush  orders 

-  If  Gulam  Jaffer,  23,  had  followed  a 
straight  and  narrow  path,  he'd  be  halfway 
through  dental  school  by  now.  But  in  the 
four-plus  years  that  he's  been  delivering 
rush  shipments  of  everything  from  com- 
puter parts  to  human  organs,  he's  made 
plenty  of  right  turns.  Starting  solo  as  a 
subcontractor  for  United  Parcel  Service 
of  America,  he  built  up  a  delivery  service 
to  eight  drivers— grossing  about  $70,000  a 
year  while  earning  a  BS  in  biology.  Forced 
by  a  family  crisis  to  postpone  dental 
school— and  what  he  saw  as  a  secure  fu- 
ture—the wiry,  intense  son  of  Tanzanian 
immigrants  focused  instead  on  Yourway 
Transport  Inc.,  which  he  began  in  Sep- 
tember, 1997.  Based  in  Allentown,  Pa., 
Jaffer's  hometown,  Yourway  now  has  60 
drivers  and  took  in  $1.8  million  last  year. 
Yourway  operates  in  a  small  but  profitable 
niche  of  the  business:  specialized  services, 
such  as  same-day  rush  shipments  of  livers 
and  lungs  tc  hospitals,  or  odd-hour  pick- 
ups of  film  reels  at  movie  theaters  when 
UPS  and  DHL  Corp.  are  closed.  Such  clients 
care  less  about  price  than  punctuality.  Us- 
ing contacts  from  his  college  driving  days, 
Jaffer,  who  sleeps  with  a  phone  at  his  ear, 
picked  up  overflew  from  major  carriers. 
Now  Yourway  is  expanding  into  hazardous 
materials  and  storage  services. 

This  year,  Jaffer  says,  sales  could  dou- 
ble. But  school  starts  in  September,  and 
the  University  of  Pittsburgh  is  calling.  "I 
worked  my  butt  off  to  get  into  school," 
he  thinks  aloud.  "And  the  business  here 
could  be  gone  tomorrow."  But  he's  al- 
ready got  some  of  dentistry's  perks:  a 
Mercedes,  and  soon  a  huge  new  home  for 
his  family.  Leaving  it  all  now  could  be 
harder  ihan  pulling  teeth. 

—  EDiTH  UPDIKE 


Your  business  is  on  the  brink  of 
Y2K  uncertainty.  The  biggest  danger? 
Lost  data,  lost  productivity,  lost  profits. 

Now's  the  time  to  set  up  a  Y2K  safety  net 
by  taking  the  following  steps. 


w  Plan  to  back  up  all  data,  including 
system  software.  „  Make  sure  your  backup 
system  is  Y2K-compliant  (or  it  may  fail). 
2  Ask  your  HP  representative  (or  other 
systems  reseller)  for  information  and 
assistance.       Contact  HP,  a  leader 
in  DAT,  DLT,  and  Travan  tape  backup 
solutions.  Call  1-800-826-4111,  ext  4117, 
or  visit  www.hp.com/year2000.  HP  can 
direct  you  to  tools  that  may  help  you 
assess  your  Y2K  readiness.       And,  if  you 
need  to  upgrade  or  replace  a  backup 
solution,  HP  can  help  you  with  that,  too. 


Y2K  is  inevitable.  Lost  data  is  not.  The  time 
to  back  up  is  now! 


HEWLETT 
EM  PACKARD 
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The  lobster  that  made  it  all  the  way  from 
Portland,  Maine,  to  Easy  Street. 


A  young  boy  in  Ames,  Iowa,  runs  out  to  the  mailbox. 
He  yanks  down  the  flap  and  peers  in.  A  package  greets 
his  eyes.  It's  moving  slightly.  It's  smelly.  It  has  Caution: 
Live  Animals  written  all  over  it.  He  winces.  He  takes  a 
breath.  Then  he  runs  the  box  inside,  yelling  at  the  top 
of  his  lungs,  "Dinner  is  here!" 

This  is  just  the  sort  of  scene  that's  happening 
around  the  country,  thanks  to  the  online  business 
The  LobsterNet.com. 

To  New  Englanders  Lance  Cleveland  and  Phil  Rose, 
lobsters  were  stew  meat.  But  they  knew  that  to  some, 
their  product  was  a  delicacy.  To  people  in  Tucson. 
Or  Hollywood.  Or  West  Amarillo. 

But  when  they  set  up  their  Web  site,  nobody  had 
heard  of  The  LobsterNet.com  so  the  inventory  started 

to,  well,  smell.  To 
prevent  further 
spoilage,  they 
resorted  to  eating 
lobster  dinners 
every  night.  (It 
sounds  better 
than  it  was.) 

Triumphantly,  six  months  and  about  eight  gallons  of 
bisque  later,  their  first  order  finally  came. 


At  MSN  LinkExchange,  there's  nothing 
fishy  about  finding  more  online  customers. 

To  find  new  customers,  they  turned  to  the  marketing  solutics 
at  MSN  LinkExchange.  As  the  champion  of  small  businesses 
MSN  LinkExchange  is  making  it  easier  for  online  businesses  lit 
The  LobsterNet.com  to  turn  ideas  into  profits.  And  that's  exac 
what  Lance  and  Phil  started  to  do. 

They  used  ClickTrade.  a  service  where  other  online  business 
who  send  customers  to  The  LobsterNet.com  get  a  commissior 
Pretty  soon  click-thru 's  to  The  LobsterNet.com  started  coming  fn 
sites  they  never  would  have  thought  of.  One  order  came  from 
wedding  chapel  site.  Another  from  a  Florida  golf  supply  site.  A  g 
response  from  the  home  dating  network.  (Nothing  says  lovin'  likja 
live  lobster.)  Then  they  used  Submit  It!  to  easily  register  "lobst." 
with  dozens  of  search  engines.  So  whenever  someone  types  lob;;r 
whether  it's  "I'm  looking  for  lobster,"  "I  need  a  picture  of  a  lobst  " 
or  "My  rash  looks  like  a  lobster,"  their  name  pops  up.  They  were  t 
Dare  we  say.  boiling. 

Lobster  etouffee  is  nice,  but  a 
healthy  portion  of  profit  is  better. 

Lately,  the  guys  from  Maine  boast  50,000  online  visitors  -it 
nearly  200  lobster  orders  -  every  month.  For  the  first  time  in  a  ii| 
time.  Lance  and  Phil  are  knee-deep  in  something  other  than  seawd. 

If  you  want  to  find  new  customers,  increase  sales,  and  buil 
awareness  all  on  a  shoestring  budget,  go  to  www.linkexchange.ca. 


71 


Exchange 


Create  your  own  small  business  success  story. 
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^elopments  to  Watch 


.  GROSS 


SUBTLE  ART  OF 
UN  ORIGAMI 

!NS — LIFE'S  HUMBLE 

lg  blocks — have 
Bering  skills  that 
scientists  dumb- 
.  Within  seconds 
lg  assembled  in  a 
lese  long  chains  of 
acids  twist  and 
to  complex  but 
3-D  shapes.  It's 
mystery  how  each 
a  arrives  at  its 
il  form  out  of  bil- 
if  possibilities.  But 
ists  are  making 
s  in  designing 
3  proteins,  some  of 
might  be  useful  as 

he  May  11  issue  of 
•oceedings  of  the 
lal  Academy  of 
es,  researchers  at 
niversity  of  Penn- 
ia  and  the  Fox 
Cancer  Center  in 
elphia  report  they 
lesigned  a  particu- 
ntriguing  protein, 
most  bioengineers 
backward  from  ex- 
molecules,  combin- 
lino  acids  in  se- 
es that  nature  has 
y  tested,  a  team 
biochemists  Scott 
and  William  F.  De- 
of  Penn  and  Hein- 
,oder  at  Fox  Chase 
with  a  desired 
and  designed  an 
-acid  sequence  that 
fold  into  it.  The 
now  plans  to  fur- 
ustomize  Alpha-3D 
it  it  will  bind  with 
proteins  on  the 
:e  of  human  cells, 
■  to  halt  the  pro- 
of a  disease  or  to 
ce  a  beneficial  cell 
on.  DeGrado  says 
>roteins  such  as  Al- 
D,  by  design,  may 
>re  rugged  than  nat- 
iroteins,  and  thus 
er  to  produce.  □ 


A  WIRELESS 

WIDE 

WEB? 


THANKS  TO  NOVEL  WIRELESS 

data  technology,  Internet  Ser- 
vice Providers  can  offer-  high- 
speed Internet  access  straight 
to  customers'  homes  or-  busi- 
nesses, without 
relying  on  phone 
or  cable  compa- 
nies for  the  elu- 
sive "last  mile." 

Since  mid- 
April,  privately 
held  Rooftop 
Communications 
Corp.  in  Moun- 
tain View,  Calif.,  fcrr-'ft 
has  been  selling  so-called  In- 
ter-net radios  that  deliver  one 
megabit  per  second  of  wire- 
less bandwidth.  About  the 
size  of  an  external  modem, 
the  radio  connects  to  a  12- 
inch-long  roof  antenna.  As 
soon  as  the  device  is 
switched  on,  it  searches  the 
surrounding  area  and  com- 
municates with  other  similar- 
devices.  Each  radio  is  simul- 
taneously a  receiver,  a  trans- 
mitter, and  a  router  that  can 
forward  traffic  to  other  ra- 
dios or  to  the  isp's  Internet 
backbone. 


Other  companies,  such  as 
WinStar-  Communications  Inc. 
and  Teligent  Inc.,  offer  high- 
speed wireless  data  services. 
But  they  follow  an  expensive 
cellular  model,  in  which  each 
radio  maintains  line-of-sight 
contact  with  a  base  station. 
In  contrast,  Rooftop's  operat- 
ing system  lets  the  ISP  start 


from  a  tiny  base  and  add  an- 
tennas only  as  needed.  "It's 
a  self-configuring  network 
that  scales  beautifully,"  says 
Robert  W.  Lucky,  vice-presi- 
dent of  applied  research  at 
Telcordia  Technologies  (for- 
merly Bellcore)  in  Morris- 
town,  N.J.  "You  don't  need 
central  control.  You  don't 
need  a  common  carrier." 
Rooftop  charges  $2,000  for  ra- 
dios with  a  six-mile  range. 
But  since  the  devices  operate 
in  the  unlicensed  2.4-gigahertz 
band,  isps  save  on  costly 
spectrum  licenses. 


INNOVATIONS 


■  Use  of  night-lights  during 
infancy  is  strongly  associat- 
ed with  the  occurrence  of 
nearsightedness  later  in  child- 
hood, according  to  a  report 
in  the  May  13  issue  of  Na- 
ture. Scientists  have  previ- 
ously noted  that  the  duration 
of  exposure  to  light  affects 
eye  growth  in  chicks.  Now, 
for  the  first  time,  researchers 
at  the  Scheie  Eye  Institute 
at  the  University  of  Pennsyl- 
vania School  of  Medicine  and 
the  Children's  Hospital  of 
Philadelphia  have  associated 
night-lights  with  myopia  in 
children. 

■  Can  the  body's  own  cells 
warn  of  suicidal  tendencies? 
A  scientist  at  the  University 
of  Mississippi  Medical  Center- 


thinks  the  answer  may  be 
yes.  Studying  the  brain  cells 
of  people  whose  severe  de- 
pression apparently  drove 
them  to  suicide,  she  found 
two  types  of  cells  that  ap- 
peared abnormal,  compared 
with  the  brain  cells  of  peo- 
ple who  did  not  suffer 
depression. 

■  Jennifer  H.  Elisseeff,  a 
graduate  student  in  the  Har- 
vard-MIT Division  of  Health 
Sciences  &  Technology,  has 
developed  a  promising  new 
technique  for  implanting  car- 
tilage. She  injects  laboratory 
animals  with  a  light-sensitive 
polymer  that  is  laced  with 
cartilage  cells.  When  exposed 
to  light,  the  solution  becomes 
a  "living  glue,"  adhering 
tightly  to  cartilage  that  is  al- 
ready in  place. 


HOW  JOHNNY 
GOULD  LEARN 
CALCULUS 


IN  ARITHMETIC,  AMERICAN 
elementary  school  students 
hold  their-  own  against  their 
peers  in  other  countries.  But 
by  junior  high,  they  start  to 
lag  in  inter-national  rankings. 
Use  of  calculators  could  play 
a  role,  making  it  too  easy  for 
students  to  produce  correct 
answers  without  grasping  the 
concepts. 

Calculators  can  also  be 
part  of  the  cure,  according  to 
Casio  Inc.  in  Dover  N.J.,  a 
unit  of  the  Japanese  elec- 
tronics giant.  Its  new  calcu- 
lator, called  Algebra  fx  2.0, 
doubles  as  a  math  tutor-.  A 
large,  eight-line  display  and 
icon-based  menu  let  students 
call  up  and  solve  problems 
such  as  linear  and  quadratic 
equations,  as  well  as  samples 
drawn  from  geometry,  trig- 
onometry, and  calculus. 

Such  tools  may  help.  But 
curriculum  is  a  bigger-  factor- 
in  America's  growing  math 
gap  than  technology,  accord- 
ing to  Achieve  Inc.,  a  re- 
source center  on  educational 
standards  for  state  governors 
and  business  leaders  based  in 
Cambridge,  Mass.  "If  you  in- 
sist that  children  master  a 
demanding  core  of  knowledge 
at  certain  grade  levels,  there 
will  be  demand  for  better- 
tools,  whether  they're  calcu- 
lators or  textbooks,"  says 
Matthew  D.  Gandal,  director 
of  Achieves  Washington 
office.   


Science  &  Technology 


ROBOTS 


THIS  CUTE  LITTLE  PET 
IS  A  ROBOT 

And  Sony  is  betting  robotic  pets  could  soon  be  as  hot  as  video  games 


Toshi  T.  Doi,  Sony  Corp.'s  leading 
computer  engineer,  is  obsessed 
with  robots.  Not  the  legless  slaves 
that  toil  in  Japan's  car  and  VCR 
factories,  but  autonomous  creatures  that 
can  navigate  their  environment  and  re- 
spond to  changes.  Doi's  small,  third-floor 
lab  is  a  breeding  ground  for  robotic 
pups  taking  their  first  wobbly  steps, 
chasing  balls,  and  barking  for  attention. 
"We're  getting  ready  for  the  age  of  dig- 
ital creatures,"  says  Doi. 

The  age  has  already  arrived.  On 
May  11,  Sony's  Digital  Creatures  Lab- 
oratory officially  introduced  what  is  al- 
most certainly  the  world's  most  so- 
phisticated entertainment  robot.  Priced 
at  $2,000,  it's  called  AIBO,  a  Japanese 
word  for  "companion"  that's  also  short 
for  Artificial  Intelligence  Robot.  And 
yes,  aibo  is  a  robotic  dog.  This  puppy 
is  not  ready  to  bring  you  your  slip- 
pers, but  in  sheer  brain  pow- 


er, he  puts  your  basic  Furby  to  shame. 

Sony  hopes  aibo  is  just  the  first  in  a 
whole  menagerie  of  artificial  dogs,  cats, 
monkeys,  and  creatures  yet  to  be  imag- 
ined. Doi  thinks  robopets  could  become 
a  new  pillar  of  Sony's  $40  billion  con- 
sumer electronics  business.  The  pets 
will  start  out  with  modest 
capabilities  (table).  Indeed, 
aibo  is  just  smart  enough 
not  to  fall  off  the  edge  of  a 
table.  But  within  a  few 


DOI  AND  FRIEND 


Sony  is  hoping  AIBO 
is  just  the  first  of 
a  whole  menagerie 
of  robopets 


years,  such  companions  could  be 
ning  errands,  helping  with  hous 
chores,  and  assisting  the  handicap 

Long  before  such  smart  robots 
into  homes,  simple  pets  will  be  so 
up  plenty  of  affection.  The  day 
Sony's  announcement,  its  Tokyo  cal 
ter  was  flooded  with 
than  1,000  customer 
ger  to  order  artificial 
But  will  Sony  be  th 
to  set  the  standarc 
entertainment  ro 
Competition  is  alreac 
tense.  In  March,  Mat 
ta  Electric  Industrial  Co.  showed 
totype  of  a  talking  robotic  cat 
camera  sensors  for  eyes,  design 
a  companion  for  Japan's  qi 
growing  elderly  population- 
Motor  Co.  is  pushing  the  "m 
tronic"  envelope  with  hum 
robots  that  can  climb  stairs.  A 
the  U.  S.,  Massachusetts  Institi 
Technology  robotics  maven  Rodn 
Brooks  runs  a  company 


s  Robotics,  whose  machines  were 
itotypes  for  the  Rover  Sojourner 
:plored  Mars. 

Sony  has  formidable  advantages, 
ition  to  the  world's  most  recog- 
srand,  the  company  has  had  a 
works  on  robotics  since  1994. 
e  road-tested  early  prototypes  at 
tional  competitions,  collaborating 
le  likes  of  Carnegie  Mellon  Uni- 
in  Pittsburgh,  the  University  of 
ind  Japan's  Osaka  University. 
TASKS.  The  outlines  of  the  busi- 
the  future  began  to  take  shape  in 
/hen  Doi  heard  about  a  competi- 
•oject  to  develop  a  housecleaning 
'I  thought  it  was  a  terrible  idea," 
alls.  "The  level  of  technology 
reached  the  point  where  it  could 
such  complex  tasks."  Yet  the  sub- 
cinated  him,  and  for  the  next  sev- 
anths  he  brooded  over  the  prob- 
)f  the  autonomous  robot.  His 
ion,  later  that  year,  was  that  ro- 
on't  have  to  be  chore-masters, 
need  a  high  degree  of  accuracy, 
so  toys.  As  head  of  a  Sony  prod- 
?elopment  lab  in  1994,  Doi  enlist- 
sahiro  Fujita,  an  artificial-intelli- 
expert,  to  configure  a  robot  with 
;.  Fujita  initially  emulated  the  fa- 
ienghis,  a  six-legged  artificial  in- 
veloped  in  the  late  1980s  by  mit's 
3.  After  foraging  for  parts  in 
Hands,  a  hobby-goods  emporium 


SONY'S  NEW  BOTS  CAN... 

(  FOR  ATTENTION  (When  they're  hungry, 
ig  they  need  a  battery  change) 

JP,  LIE  DOWN,  SCRATCH  THEIR  FACES,  AND 
iEIR  TAILS  (Cute,  but  they're  not  Lady 
3  Tramp) 

AY  BALL  (Chase  after  bright-colored 
ills — but  can't  "see"  dark  ones) 

►  EXPRESS  EMOTION  THROUGH  CHANG- 
ING EYE  COLORS  (Green  is  for  happy, 

red  for  angry) 

►  LEARN  AS  THEY  GROW  (AIBO 
learns  not  to  bump  into 

furniture) 

BUT  THEY  STILL  CAN'T... 

►  UNDERSTAND  VERBAL 
COMMANDS  (they  respond  to 
tones  from  a  remote  control) 

►  RUN  OR  HEEL  WHILE  YOU 
WALK  (what  do  you  want  for 

$2,000?) 

►  BRING  YOU  THE  NEWSPAPER  (on 
the  other  hand,  they  don't  chew 

your  chaise  longue) 

►  RECOGNIZE  THEIR  MASTERS  (future 
)dels  should  have  voice  recognition) 

[  YOUR  FACE  (no  great  loss) 

DATA  BUSINESS  WEEK,  SONY  CORP. 


in  Tokyo,  Fujita  took  just  two  weeks 
to  crank  out  a  six-legged  crawler.  Doi 
formed  a  development  team,  and  over 
the  next  five  years  ran  through  six  sep- 
arate prototypes. 

Doi,  Fujita,  and  fellow  engineer  Koji 
Kageyama  quickly  surmised  that  robot- 
ic dogs  or  cats  would  hold  greater  ap- 
peal than  anything  resembling  a  cock- 
roach. But  the  challenges  of 
making  a  four-legged  creature 
walk  proved  far  greater  than 
any  of  them  had  imagined. 
"We  couldn't  get  the  right  bal- 
ance between  the  weight  of 
the  robot  and  the  power  of 
the  motors"  in  each  joint,  ex- 
plains Fujita.  A  third  and 
fourth  prototype  reduced  the 
robot's  weight  and  size,  but  a 
walking  robot  continued  to 
elude  them. 

None  of  this  fazed  the  indi- 
vidualistic Doi,  a  jazz  musi- 
cian who  has  recently  taken 
up  the  quena,  a  South  Amer- 
ican flute  that  he  plays  at 
meditation  gatherings.  His 
message  to  his  engineers:  Just 
hang  tough.  A  breakthrough 
came  in  1996,  when  Fujita's 
team  decided  to  use  magne- 
sium alloy  instead  of  steel  for 
the  metal  molding.  The 
weight  reduction  allowed  the 
robot  to  walk. 

Until  this  time,  Doi  and  his 
engineers  had  relied  on 
Brooks's  published  architecture 
in  designing  the  artificial  intel- 
ligence of  their  robots.  Doi, 
however,  wanted  his  robots  to 
move  beyond  Brooks.  His  core 


FUJITA'S  DILEMMA 


The  trickiest  problem  was 
getting  "the  right  balance" 
between  weight  and  power 

concept  was  a  set  of  guidelines 
called  the  "Open-R"  architecture — 
which  he  now  calls  the  "master- 
piece" of  the  entire  development 
project.  It  relies  on  reusable  chunks 
of  software  code  known  as  objects, 
which  minimize  the  need  for  pro- 
gramming individual  movements  or 
responses.  Best  of  all,  it's  "open," 
meaning  that  it's  designed  to  en- 
courage a  global  community  of  robot 
specialists  and  programmers  to  add 
capability. 

Yet  Doi  needed  a  bigger  budget. 
In  mid- 1997,  he  approached  Sony's 
top  executives  and  got  an  enthusi- 
astic response  from  President 
Nobuyuki  Idei,  who  had  already 
coined  Sony's  rallying  cry:  "Digital 
dream  kids."  Idei  was  on  the  prowl 
for  a  project  he  could  call  his  own.  Says 
Doi:  "The  entertainment  robot  was  right 
on  target."  At  the  same  time,  Doi  was 
growing  increasingly  concerned  about 
his  robot's  appearance.  He  begged 
Sony's  famed  product  designers  to  come 
up  with  the  next  Mickey  Mouse.  They 
failed  him,  but  his  friend,  cartoon  artist 
Hajime  Sorayama,  hit  the  visual  spot 
with  AIBO. 

The  last  weeks  before  the  May 
launch  date  were  chaotic.  The  develop- 
ment group,  which  had  grown  to  two 
dozen  members,  raced  to  iron  out  soft- 
ware glitches  that  were  still  plaguing 
the  seventh  prototype,  on  which  aibo  is 
based.  They  worked  overnight,  through 
weekends,  and — despite  the  protests  of 
the  personnel  office — during  part  of  the 
Golden  Week  holiday  in  early  May. 

Now,  with  aibo  officially  launched, 
Sony  wants  to  apply  the  lessons  it 
learned  from  its  hugely  successful 
PlayStation  video-game  business.  Lesson 
No.  1:  Don't  try  to  do  everything  in- 
house.  Just  as  Sony  early  on  lured  hun- 
dreds of  game  developers  to  help  with 
the  PlayStation,  Doi  is  inviting  devel- 
opers to  create  new  programs  for  aibo. 
How  about  a  doggie  that  plays  Jimi 
Hendrix  tunes?  "A  developer  could  do 
that,"  says  one  Sony  engineer,  "aibo  al- 
ready sings  songs." 

Sony  also  plans  to  leverage  the  pow- 
er of  the  Internet.  Rather  than  going 
through  its  usual  distribution  channels, 
Sony  will  market  aibo  solely  through 
its  Internet  home  page.  For  now,  it  has 
allotted  2,000  units  for  U.  S.  customers 
and  3,000  for  Japan.  A  modest  start. 
But  if  Sony  has  its  way,  the  planet  will 
soon  be  swarming  with  new  critters. 

By  Irene  M.  Kunii  in  Tokyo 
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prevent  risk  turning  into  loss.  As  one  of  the  world's  leading  insurers  our  financial  strength 
d  technical  expertise  combine  to  make  Allianz  Group  the  partner  you  can  trust  whenever 

d  wherever  you  need  us.  Allianz.  The  Power  Beside  You. 


lianz  Group.  Europe's  leading  global  insurer 
d  provider  of  financial  services. 


Allianz  (m) 


Government 


ELECTION  2000 


TUG-OF- 
GORE 

The  Vice-President  is 
caught  between  the  push 
and  pull  of  conflicting 
interest  groups 

He  may  be  a  foreign-poli- 
cy klutz.  But  when  it 
comes  to  balancing 
the  interests  of  com- 
peting  constituencies,  Bill 
Clinton  has  an  acrobatic 
grace  that's  hard  to  match. 
Just  ask  Al  Gore.  The  Veep 
often  finds  himself  clumsily 
trapped  between  warring  fac 
tions — be  it  Detroit  vs.  environ 
mentalists,  Hollywood  vs.  anti-vi- 
olence crusaders,  or  Silicon  Valley 
vs.  powerful  trial  lawyers. 

Al  Gore,  fumes  one  tech  lob- 
byist who's  angling  for  new  pro- 
tections from  Y2K-bug  lawsuits 
acts  "like  he  has  two  fi- 
ancees." Gore  counts  on 
fat  contributions  from 
trial  lawyers,  but  he's 
also  a  high-tech  boost- 


constituencies:  organized  labor  and  I 
ulist  liberals,  who  claimed  that  conj 
er  companies  were  replacing  Ame: 
workers  with  lower-paid  foreigners. 
Valley  ultimately  prevailed,  but  onl 
ter  a  long  battle  that  won  Gore 
credit  among  techies. 
KYOTO  HEAT.  Gore  also  has  difficulty 
onciling  long-held  environmental  posi 
with  the  interests  of  the  corporate 
munity  he's  wooing.  The  result:  confli 
messages  like  the  one  Gore  sent  o 
early  May  when  the  Environmental 
tection  Agency  proposed  tougher  c 
air  standards  for  auto  makers.  Evm 
the  new  rules  came  clown  hard  on  ■ 
ers  of  sport-utility  vehicles,  Gore  wol 
behind  the  scenes  to  carve  out! 
tections  for  heavily  pollutingl 
sel-powered  vehicles.  The  ifl 
softened  the  blow  to  thel 
Three's  ongoing  efforts  to  dfl 
op  a  fuel-efficient  diesel  enl 
But  his  environmental  allied 
unhappy.  "He's  put  us  in  a  tl 
position,"  says  Rebecca  Stanl 
a  lawyer  with  consumer  wfl 
dog  U.S.  Public  Interest! 
search  Group.  "He's  tryinl 
compromise,  but  it's  not  a  I 
promise  we  can  live  with  I 
In  the  push  for  the  K| 
global-warming  treaty.  I 
tried  to  split  the  differel 
between  radical  Third  VI 
demands  and  U.  S.  busj| 
concerns   about   costs  I 
cleanup  timetables.  Insji 
he  managed  to  ticjl 
both  enviros,  I 
|  view  him  as  a  I 
/   out,  and  corpoj 
chieftains,  who  tm 


er.  So  the  self-proclaimed  King  of  the 
Internet  has  been  reluctant  to  intervene 
in  the  dispute,  leading  to  disappointment 
all  around.  "Who's  he  gonna  marry?" 
asks  the  tech  lobbyist. 

That  question  is  increasingly  being 
asked  as  Gore  struggles  with  the  bag- 
gage of  being  No.  2.  His  weak  showing 
in  early  polls  suggests  that  the  Vice- 
President  may  pay  a  price  for  years  of 
Clinton-era  sleaze.  And  his  ineffectual 
efforts  to  build  bridges  between  liberal 
Democrats  and  pro-business  moderates 
is  sowing  doubts  about  his  ability  to  as- 
semble an  effective  coalition  in  2000. 


"He's  his  own  worst  nightmare,"  says 
independent  Michigan  pollster  Ed  Sar- 
polus,  who  is  poring  over  surveys  show- 
ing that  Gore  is  persona  non  grata  with 
independent  voters.  "Unless  he  can  deal 
with  damage  control,  it'll  be  very  hard 
for  him  to  win,"  says  Sarpolus. 

Gore  often  plays  to  his  wishy-washy 
image  with  swing  voters  by  laying  low 
on  tough  issues — such  as  Y2K-bug  lia- 
bility. He  got  into  similar  trouble  in  last 
year's  fight  to  expand  special  immigra- 
tion visas  for  high-tech  workers.  Gore 
was  caught  between  his  Silicon  Valley 
allies  and  two  prominent  Democratic 


his  heart  is  with  the  Greens.  Carl  1 1 
executive  director  of  the  Sierra  (| 
says  Gore  is  "timid"  when  it  com< 
confronting  corporate  polluters.  "If  Ii 
leader,  he'll  sacrifice  some  contribu  ll 
from  the  business  community,"  says  I[> 

Now,  Gore  is  in  a  new  squeez* 
the  aftermath  of  the  grisly  sci 
shootings  in  Littleton,  Colo.,  he's  vM 
pressure  to  jawbone  the  entertainiB 
industry  into  toning  down  violent  rw 
and  images.  The  campaign  may  pM 
popular  with  suburban  soccer  mtt 
But  if  Gore  pushes  too  hard,  hew 
alienate  Hollywood,  which  has  sff 
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Canon  Takes  Presentation  Technology 
From  The  Dark  Ages  To  The  Digital  Age. 


Introducing  "Digital  OHR' 


gital  OHP  Presentations:  A  Canon  Exclusive. 

e  "Digital  Overhead  Projector,"  available  only  from 
no.n,  combines  the  first  affordable  hi-res.  (1900  x1424 
eels)  Digital  Document  Camera,  with  Canon's  first  opti- 
lly-advanced  LV -series  projector. to  give  you  text  clarity 
8pt.  on  a  full  8  1/2"  x  11"  document)  without  trans- 
rencies,  plus  a  whole  lot  more. 

tented  Technology  Means  Breakthrough  Pricing. 

non's  patented  Parallel  Plate  'Variable  Refraction  Optical 
stem'  is  a  unique  technology  that  allows  one  CCD  to 
ie  you  the  quality  of  nine,  without  the  high  cost. 


Enhance  Your  PowerPoint®  Presentations. 

Within  seconds.  The  Digital  OHP  allows  you  to  access 
crisp  type  and  incredible  detail  from  documents,  charts, 
graphs,  even  3-D  objects  and  integrate  them  into  your 
PowerPoint  presentation  for  maximum  flexibility. 

the  Missing  Link  To  Videoconferencing. 

Unlike  conventional  document  cameras,  the  Digital  OHP 
optimizes  your  videoconferencing  system,  allowing  you  to 
share  full  document  text  and  detailed  images  much  like 
you  would  during  a  face-to-face  meeting. 


FOR  MORE  INFORMATION,  PLEASE  CALL  (5 16)  328-5960. 

E-mail  us  at  vcsd@cusa.canon.coni  Website:  www.usa.canon.com 
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ered  him  with  campaign  checks. 

Unlike  Clinton,  who  often  agonizes 
over  tough  decisions,  Gore  advisers  insist 
that  the  Veep  decides  his  political  course 
and  then  plows  ahead.  "When  he's  in  a 
no-win  political  situation,  he  doesn't  an- 
guish over  it  as  much  as  the  President 
[does],"  says  one  Administration  official. 
"He's  willing  to  take  some  hits  as  he 
finds  a  common-ground  position." 

Republicans  ridicule  this  self-drawn 
profile  in  courage.  Gore  "waits  for  things 
to  shake  out  and  then  comes  in  and 
claims  credit  for  the  results,"  scoffs  GOP 
consultant  Ed  Gillespie,  who  lobbies  for  a 
tech  coalition  that  includes  Microsoft,  Or- 
acle, Sun,  and  others.  In  an  attempt  to 
drive  a  wedge  between  Gore  and  his 
techie  allies.  Republicans  are  trying  to 
use  the  Y2K  flap  to  underscore  the  image 
of  a  hesitant  leader.  "For  someone  who 
claims  to  have  invented  the  Internet,  he 
has  a  lot  of  positions  in  opposition  to  it," 
says  Representative  Bob  Goodlatte  (R- 
Va.),  the  House  gop's  top  tech  advocate. 

Gore  has  also  alienated  the  info-tech 
industry  by  siding  with  law  enforcement 
and  the  Pentagon  on  the  need  to  restrict 
encryption  exports.  When  he  traveled  to 
Silicon  Valley  this  spring  for  a  campaign 
fund-raiser,  55  industry  leaders  signed 
an  ad  in  the  Son  Jose  Mercury  News 
supporting  Texas  Governor  George  W. 


By  decrying  violent 
images,  Gore  risks 
alienating  Hollywood 
fat  cats 


Bush,  the  gop's  new  high-tech  hope. 

Techie  defections  could  hurt  Gore  in 
the  2000  election.  But  Democratic  dis- 
enchantment may  be  more  dangerous, 
since  it  complicates  his  duel  in  the  pri- 
maries with  ex-New  Jersey  Senator  Bill 
Bradley.  Some  party  moderates  are  get- 
ting impatient  with  Gore's  caution. 
"What's  good  for  the  growth  of  our 
economy  should  be  paramount,"  says 
Bradley  supporter  Ted  Schlein,  general 
partner  at  venture-capital  firm  Kleiner, 
Perkins,  Caulfield  &  Byers.  "Letting 
politics  get  in  the  way  of  that  is  where 
the  Vice-President  has  problems." 

Gore  strategists  reply  that  his  cur- 
rent woes  will  evaporate  as  soon  as  he 
steps  out  of  the  shadows  and  assumes  a 
clearer  political  identity  next  year.  Giv- 
en the  pace  of  the  2000  election  race, 
that  seems  like  a  long  time  to  wait  for 
the  real  Al  Gore  to  stand  up. 

By  Richard  S.  Dunham,  with  Amy 
Borrus  and  Lorraine  Woellert,  in 
Washington 


FOOTWEAR 


A  SHOE 

OF  ONE'S  OWN 


Athletic  shoemakers 
discover  a  huge  market  in 
team-sports  shoes  designed 
just  for  women 


■  t's  halftime  on  a  spring  Sunday 
I  morning  and  the  sturdy,  sweaty 
I  women  of  the  Silicon  Valley  Aire 
I  soccer  team  jog  off  a  local  field.  I'm 
holding  Nike  Inc.'s  new  $120  Ah'  Zoom 
M9,  named  for  U.  S.  soccer  star  Mia 
Hamm  (M  for  Mia,  9  for  her  number), 
designed  expressly  for  women.  Every- 
body comes  over  to  check  it  out. 

Players  on  the  Aire  squad,  aged  high 
teens  to  mid-thirties,  rattle  off  a  litany  of 
fit  and  durability  complaints  about  the 
soccer  shoes  they  wear,  mostly  made  for 
men.  Most  agree  they  would  gladly  pay 
more  for  any  shoe  that  solved  them.  One 
player  is  convinced  the  cleat  design  on  a 
shoe  caused  her  recent  knee 
injury.  Attorney  Sara  Har 
rington  winces  at  the 
blisters  she's  feeling 
now  from  her  ill-fit- 
ting men's  Nikes. 
But  she's  curious: 
"What  makes  a 
woman's  cleat?" 

Good  question.  Not  long  ago,  a 
"woman's  shoe"  in  sports  like  soccer, 
basketball,  or  softball — if  it  was  avail- 
able at  all — typically  meant  an  inferior 
product,  a  marketing  gimmick,  the 
"pink"  version.  For  years  now,  running 
and  fitness  shoes  have  been  made  specif- 
ically to  fit  women's  feet.  But  for  team 
sports,  all  many  companies  did  was  slap 
a  women's  size  9  on  a  men's  size  7 
shoe — or  just  urge  women  to  buy  the 
men's  model.  "Women  haven't  been 
catered  to,"  acknowledges  Mike  Brown, 
U.  S.  marketing  manager  for  soccer  for 
Adidas  America  Inc. 
fit  first.  That's  now  changing. 
Women's  participation  in  a  wide  vari- 
ety of  sports  is  soaring.  More  than  13 
million  girls  and  women  now  shoot 
hoops  and  another  7  million  play  soccer. 
American  Sports  Data  Inc.  says  growth 
is  especially  hot  among  girls  ages  6  to 


V 

11  who  are  the  $14  billion  sports 
biz's  future:  Their  participation  in  e 
thing  from  roller  hockey  to  soccei 
jumped  86%  just  since  the  late 
Indeed,  since  the  mid-1990s,  wo 
have  bought  more  sneakers  then  r 
have,  according  to  npd  Group,  wh 
tracks  the  athletic  shoe  market. 

No  wonder  sneaker  makers  are 
getting  politically  correct  in  a 
hurry.  Fashions  favored  boots 
and  clunky  shoes  for  several 
years,  sending  sales  and 
profits  slumping  at  most 
of  the  major  athletic       /  ^ 
shoemakers.  To  re- 
vive,  companies  are 
stressing  perfor- 
mance      shoes  i 


again.  But  what  HAMM 

is  S«nrmen  "[Nikejdidn'tl 

want :  Obvious- 
ly our  bodies  want .my namq 
differ      from  and  likeness.  r| 

men's  bodies  in    wanted  mv  mil 

so  many  ways, 

says  Hamm,  the  27-year-old  % 
Women's  National  Team  player  <j| 
named  the  world's  best  female  S'l 
player.  "The  shoes  have  to  be  diffie 
but  [designed]  with  the  same  pe 
mance-based  approach." 

To  start  with,  they  need  to  fit  b 
Companies  finally  are  putting  reso 
into  making  sure  they  do.  Adidas  ijl 
duced  its  first  women's  soccer  shoe 
in  1995  and  now  has  five  women's 
This  spring,  it's  matching  Nike's  M9 
with  its  exotically  named,  $125  E 
ment  Predator  Maneeta  cleat  for  w(|» 
just  in  time  for  Women's  World  Cu:i 
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Pasade 
if.,  this  July, 
within  the  last 
ars,  Nike  has  de 
;hat  every  research 
will  look  half  at  men 
If  at  women.  The  fact 
I  careful  measuring  has 
'  changed  conventions: 
ars,  Nike  women's  lines 
d  a  C  width  in  the  fore 
d  a  B  width  in  the  heel, 
the  company's  high-tech 
lab,  laser  scans  of  the  bot- 
hundreds  of  male  and  female 
)wed  that  women's  feet  weren't 
rrower,  they  tapered  to  the  heel 
lore  sharply — to  as  narrow  as  AA 
y  women.  The  same  scans  also 
1  that  female  arches  are  propor- 
higher  and  longer  than  men's. 
Jike  and  elsewhere,  these  studies 
uencing  the  design  of  women-spe- 
ists,"  the  foot  molds  on  which 
:  shoes  are  assembled  in  the 
.  Small  changes  can  make  a 


big  difference: 
Motion  studies 
show  an  average  soc- 
cer player,  for  example, 
makes  1,000  changes  of  speed 
and  direction  in  a  90-minute  game. 
Heel  sliding  can  lead  to  blisters,  injury, 
and  reduced  perfoimance. 

Beyond  feet,  the  angle  of  a  woman's 
hip  to  knee  is  different  than  a  man's  and 
may  be  implicated  in  ligament  tears  and 
other  injuries  (page  64).  Another  differ- 
ence is  body  mass:  Women  with  the 
same  length  feet  as  men  are  typically 
much  lighter.  That  suggests  the  cushion- 
ing and  weight  of  men's  styles  may  be 
excessive,  even  unduly  tiring.  Not  to 
mention  ugly,  says  Sheryl  Swoopes,  for- 
mer Olympic  and  now  pro  women's  bas- 
ketball player.  "I  have  size  11  feet.  Any 
time  I  wear  a  man's  shoe  it  makes  my 
foot  look  even  bigger  than  it  is." 

In  1995,  Swoopes  was  only  Nike's  sec- 

WHAT'S  IN  A  SHOE? 

Nike's  new  Air  Zoom  M9  soccer  shoe,  at 
$120,  has  top-of-the-line  technology  and  some 
elements  specifically  designed  for  women 


COMFORT 


ond  athlete,  after  Michael  Jordan,  to  have 
a  shoe  named  for  her  when  Nike  intro- 
duced Air  Swoopes.  But  many  women 
players  weren't  impressed:  "It  was  mar- 
keting, not  design  innovation,"  says  Mis- 
sy Park,  a  former  Yale  University  bas- 
ketball player  and  president  of  the 
Emeryville  (Calif.)  mail  order  company, 
Title  9  Sports.  Five  versions  later, 
though,  Ah-  Swoopes  is  much  higher  tech. 
Now,  the  M9  project  is  taking  women's 
shoe  design  to  a  new  level.  In  late  1997, 
a  crew  of  Nike  designers  descended  on 
Hamm's  Florida  home.  They  grilled  her 
on  everything  from  her  favorite  colors 
to  her  pet  peeves.  "They  didn't  just  want 
my  name  and  likeness,"  insists  Hamm. 
"They  really  wanted  my  input." 

Hamm  remembers  recounting  to  the 
designers  a  nightmare  tour:  "We  played 
in  Brazil,  and  every  night  there  would  be 
torrential  downpours,  and  my  shoes 
would  feel  three  times  as  heavy  because 
the  kangaroo  absorbed  so  much  water." 
Indeed,  the  finest  soccer  cleats  tradi- 
tionally have  been  made  from  kangaroo 
leather.  The  buttery  soft  material  con- 
forms to  the  player's  foot,  providing  what 
players  call  "touch"  on  the  ball.  Women, 


More  cushion 
ing  helps 
prevent  stud 
pressure  and 
blistering 


TAPERED  SHAPE 


M9  is  made  on  a  form  that  is 
narrower  than  men's  models 
and  tapers  more  sharply  from 
the  ball  of  the  foot  to  the  heel 


SUPPORT 


Because  women's 
arches  are  longer 
and  higher  than 
men's,  an  insert 
provides  better 
support 


LIGHTNESS 


The  shoe  uses  syn- 
thetic material,  vs. 
kangaroo  leather  in 
traditional  soccer 
shoes,  to  prevent 
water  absorption 
and  heaviness. 


Design 


it  turns  out,  want  touch  but  also  light 
weight  and  comfort,  while  men  rank 
durability  higher,  according  to  Nike  re- 
search. Hamm  reported  an  array  of  prob- 
lems with  past  shoes.  But  mostly,  she 
wanted  lightness. 

Notes  in  hand,  the  Nike  squad  went 
back  to  headquarters  in  Beaverton,  Ore. 
The  first  sketches  involved  general  style 
and  color.  The  conservative  Hamm 
prefers  all-black  shoes;  Nike  designers 
wanted  something  more  dramatic.  The 
compromise:  The  outside  of  the  shoe  is 
black,  but  the  instep-to-toe  area  is  red, 
and  the  color  is  applied  with  a  special 
material  that  improves  ball  control. 

To  get  the  lightest  shoe  possible,  Nike 
used  its  most  advanced  polymer  plate 


where  the  cleats  attach.  Unlike  sneak- 
ers, cleated  shoes  don't  have  a  midsol'e, 
and  some  bruising  and  discomfort  players 
feel  is  from  cleat  pressure.  Designers 
used  a  flat,  light,  fiber  cushion  on  the 
bottom  of  the  liner.  Anatomical  foam  lin- 
ers are  one  of  Nike's  new  weapons  to 
improve  women's  fit  in  many  lines,  in- 
cluding a  Mia  Hamm  cross-training  shoe 
due  out  for  fall.  Nike  realized  the  liners 
were  a  hit  when  female  shoe  testers  liked 
the  early  designs  so  much  they  filched 
the  liners  before  returning  the  samples. 

For  the  M9's  upper,  Nike  again  fol- 
lowed Hamm's  orders,  leading  to  a  rad- 
ical departure  for  high-end  shoes:  using  a 
synthetic  material  called  "kng  100"  that 
is  soft  and  strong  but  doesn't  absorb 


1 

HN 

water  or  stretch.  It  was  an  image  I 
given  kangaroo's  elite  cachet.  But  Hi 
blessed  it,  and  tests  among  college  1 
ers  gave  it  a  thumb's-up. 

The  M9  is  made  in  Italy,  althouj 
$65  "take-down"  version  of  the  shl 
same  styling  but  less  expensive! 
tures — is  made  in  Asia.  To  start! 
snazzier  M9s  will  mainly  be  found  inl 
cialty  soccer  shops.  As  companies  I 
more  credibility  with  women  athll 
these  design  innovations  will  trickle  J 
over  time,  gradually  improving  everl 
mid-priced  cleats  worn  by  women  I 
my  Aire  squad  friends  and  so  manyj 
er  Mia  wannabes. 

By  Joan  O'C.  Hainiltd 
Beavertorm 


WOMEN'S  ACHILLES'  HEEL:  THE  KNEE 


LaToya  Turner  was  executing  a 
simple  backdoor  move  under  the 
hoop  in  an  April  high  school 
all-star  basketball  game.  It  was 
nothing  the  6-foot,  4-inch  Turner, 
the  nation's  most  sought-after 
female  high  school  recruit,  hadn't 
done  hundreds  of  times  before. 
But  landing  on  her  left  foot,  she 
felt  agonizing  pain.  Turner  had 
torn  her  anterior  cruciate  liga- 
ment (acl),  and  a  national  TV 
audience  saw  an  example  of  one 
of  the  most  vexing  problems  in 
women's  sports  today.  Even  as 
their  skills  have  dramatically 
improved,  women  athletes  are 
suffering  acl  tears  at  a 
rate  as  much  as  four 
times  that  of  their 
male  counterparts 
in  the  same  sports. 

Of  all  the  differ- 
ences emerging  from 
gender-based  sports  research,  acl 
tear  rates  are  one  of  the  most  dra- 
matic— and  mysterious.  Men  suffer 
them,  too,  in  sports  from  ice  hockey 
to  football.  "Your  image  of  this  in- 
jury is  a  big  guy  crashing  the  line  in 
football,"  sighs  Michael  Dillingham, 
the  Stanford  University  orthopedic 
surgeon  who  also  is  the  team  physi- 
cian of  the  San  Francisco  49ers.  In 
women,  he  notes,  contact  is  rarely  in- 
volved. They  just  plant  a  foot  to  stop 
or  cut,  and  the  knee  gives  way. 

Research  is  increasing.  Meanwhile, 
there's  a  long  list  of  possibilities  for 
why  women's  knees  are  so  vulnerable. 
Some  experts  say  women's  ligaments 


are  just  too  small  to  withstand  certain 
forces  men's  can  handle.  Some  believe 
even  top  women  athletes  haven't 
sufficiently  developed  certain 
muscle  groups  that  could  pre- 
vent the  tears.  Monthly 
hormone  fluctuations  in 
women  seem  to  affect 
ligament  strength. 


may  transfer  energy  up  to  the  knet 
and  cause  ligament  injuries." 

The  shoe  companies  are  clearly 
uncomfortable  talking  about  the  in- 
juries, since  the  causes  are  still  un- 
determined. In  general,  they  say 
they're  trying  to  increase  stability  i 
all  shoes  and  urge  players  wearing 
cleated  shoes  to  use  as  short  a  deal 
as  possible  to  avoid  knee- 


KNEECAP 

j«  V- — 

/   1     \  f  \ 

\ 

m    ANTERIOR  CRUCIATE 

TURNER: 

Experts 
disagree 
on  wh  y 
women 's 
knees  are 
so  fragile 


Different  leg  and  knee  angles  and 
pressures  created  by  women's  wider 
hips  may  be  involved. 

Then  there's  the  shoe  theory:  For- 
mer Olympic  speed  skater  Eric  A. 
Heiden  is  now  an  orthopedic  surgeon 
in  Sacramento  who  is  repairing  acls 
in  top  women  athletes.  He  says  that 
in  addition  to  anatomical  differences, 
"there's  one  philosophy  [that]  the  de- 
sign of  shoes  has  become  so  grippy  it 


LIGAMENT 


wrenching  "sticks"  in  tux 
/  Eventually,  says  Reebok 
International  Ltd.'s  manag- 
ing director  of  advanced  re-  j 
search,  Spencer  White,  technology 
involving  a  microchip  could  someday 
"sense  the  situation  and  adjust"  the 
behavior  of  the  shoe  in  potentially  II 
dangerous  poses. 

At  least  acl  is  no  longer  career- 
ending.  Doctors  graft  the  patient's 
own  bone  or  tendon,  or  use  donor 
tissue,  to  do  the  repair,  which  Stan 
ford's  Dillingham  says  can  heal 
stronger  than  the  original  ligament. 
More  than  a  decade  ago,  Diliingharr 
repaired  acl  tears  in  both  knees  of 
college  soccer  standout  Brandi  Chat 
tain.  She  healed  completely  and  is 
now  a  U.  S.  Women's  National  Tean 
star.  But  preventing  this  injury 
means  better  understanding  its  cam 
es.  And  that  still  seems  years  away 
By  Joan  O'C.  Hamilta 
in  San  Mad 
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Internet  trading  lite,  Lofferfy  Group  Q4  '98  web'-ba 


othing  personal.  We 
just  think  waiting  tor 
lose  magic  numbers  to  hit  might 
ike  a  while.  At  E*TRADE",  we're 
sed  to  things  moving  taster.  So 
>TRADE!  of  fers  real-time  quotes, 
reaking  news,  and  up-to-the- 


minute  analysis  directly  Irom  the 
street.  Our  Smart  Alerts  notify 
you  when  your  stock  hits  set 
levels.  And  you  can  transfer  funds 
from  your  bank  account  directly 
into  your  E*TRADE'  account. 
So  you're  always  ready  to  react 


to  an  ever-changing  market.  If 
you  want  the  same  equipment  the 
brokers  use  to  stay  ahead  of  the 
market  look  us  up  at  etrade.com, 
aol  keyword  :etrade,  or  the  old- 
fashioned  way  call  1-800-ETRADE-l. 
If  not,  well,  c'mon  lucky  seven. 


It's  time  for 


E*TRADE 


Marketing 


ADVERTISING 


SING  A  SONG 
OF  SELLING 

Musicians  used  to  think  commercials  were  uncool.  No  more 


tiser  and  consumer  alike.  Plenty  of  old- 
er rock  stars,  such  as  Bruce  Spring- 
steen and  Neil  Young,  still  consider  it  a 
point  of  honor  to  keep  their  music  out  of 
ads.  And  many  of  their  baby-boomer 
fans  applaud  that  integrity.  Boomers' 
kids,  however,  have  a  different  view: 
They  don't  mind  finding  their  favorite 
musicians  in  ads.  In  fact,  they  expect 
advertising  to  be  another  well-executed 
form  of  entertainment.  "This  generation 


When  singer-songwriter  Rufus 
Wainwright  released  his  first  al- 
bum last  year,  almost  no  one  no- 
ticed. Sales  of  his  eponymous  collection 
of  languid  pop  tunes  barely  registered, 
adding  up  to  just  a  couple  hundred  CDs 
per  week.  And  radio  wouldn't  play  him. 

Then  the  25-year-old  appeared  in  a 
holiday  commercial  for  Gap  Inc.,  sitting 
at  a  grand  piano  crooning  What  Are 
Yon  Doing  New  Year's  Eve?  Suddenly, 
Wainwright  rocketed  to  prominence, 
landing  on  Late  Night  With  David  Let- 
terman  and  winning  Rolling  Stone's 
New  Artist  of  the  Year  award.  His 
record  label  began  promoting  him  as 
"the  guy  in  the  Gap  ads,"  and  sales  of 
his  album  soared  to  nearly  4,000  a  week, 
according  to  SoundScan  data.  "The  ex- 
posure was  just  enormous,"  says  Nick 
Terzo,  Wainwright's  manager.  "It  defi- 
nitely worked  for  us." 

It  worked  for  Gap,  too.  Wainwright 
helped  Gap  build  on  its  reputation  for 

Unlike  their  parents,  boomers'  kids  don't  mind 
seeing  favorite  artists  in  ads-or  discovering  new 
ones.  MTV,  radio,  commercials-it's  all  the  same 

DAVID  GARZA  FOR  BEST  BUY  (ABOVE)  AND  GAP'S  "KHAKIS  SWING"  AD 

groundbreaking  ads,  which  often  fea- 
ture offbeat  musicians  to  help  sell  an 
eclectic  image.  "The  music  contributes 
to  defining  the  brand's  personality," 
says  Gap's  Rebecca  Weill.  Wainwright, 
along  with  tunes  such  as  Louis  Prima's 
swing  hit  Jump,  Jive  V  Wail,  helped 
propel  Gap's  sales  up  by  double  digits 
last  winter. 

Once  viewed  as  the  ultimate  sellout, 
TV  commercials  have  suddenly  become  a 
magnet  for  musicians.  Savvy  marketers, 
including  Nike,  Volkswagen,  and  Best 
Buy,  are  scrambling  to  find  up-and-com- 
ing or  obscure  artists  a  way  to  project  a 
hip  image.  The  result:  a  distinctly  '90s 
version  of  the  great  ad  jingle  that  also 
allows  new  musicians  ignored  by  radio 
and  mtv  to  find  an  audience. 

It's  a  whole  new  mind-set  for  adver- 
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grew  up  being  baby-sat  by  the  TV," 
David  Watkins,  president  of  New 
based  Icon  Lifestyle  Marketing,  w 
pairs  hip-hop  artists  with  adverti 
"To  them,  TV  is  not  a  bad  thing." 

Even  better  for  advertisers, 
unheralded  artists  come  cheap.  Th< 
willing  to  license  their  music 
$100,000  to  $500,000— a  bargain 
pared  with  the  $3  million  the  Ro 
Stones  charged  Microsoft  Corp.  to 
Start  Me  Up  for  the  Windows  95  lai 
"New  artists  will  do  a  commercial 
nominal  fee  just  for  the  exposure," 
Jay  Coleman,  ceo  of  Entertainr 
Marketing  Communications  Inte 
tional,  a  pioneer  in  pairing  advert 
with  rock  'n'  rollers. 
SHOTGUN  STRATEGY.  Recognizing 
scoring  a  national  TV-ad  campaign  n 
just  be  the  fastest  route  to  the  tc 
the  charts,  record  labels  now  shop 
CDs  to  Madison  Avenue  before  thej 
released  to  the  public.  "We  have  t 
everywhere — on  the  sides  of  buses 
TV  commercials,  on  billboards,"  says 
lantic  Records  Executive  Vice-Presi 
Ron  Shapiro.  Hip-hop  newcomer 
Kim  appears  in  ads  for  Candies  si 
and  young  pop  diva  Brandy 
spokesmodel  for  Cover  Girl.  In  the 
using  a  new  musical  talent  to  pit 
product  might  have  been  taboo, 
Shapiro.  But  today,  "we  can't  affoi 
be  too  precious  with  our  marketing 

Why?  The  old  channels  for  mu 
breakthroughs  are  breaking  down.  I 
mentation  of  media  has  hit  radio  as 
as  television,  making  a  mass  audi 
harder  to  find.  That  means  that  re 
promoters  must  be  more  open-mind< 


Message   You  Didn 


RTANT  MESSAGES  CAN  END  UP  ANYWHERE.  SO  GET  SURE  PAGE55  FROM  PAGENET. 
GET  THE  MESSAGE,  NO  MATTER  WHAT.  You're  looking  at  a  message  that  didn't  make  it.  It  tried  to  fin 
t  your  pager  was  off.  Or  you  were  on  a  plane  for  hours.  Fortunately,  there's  SurePage  service  from  PageNet.  It  stores 
2s  when  you  can't  be  reached  and  delivers  them  automatically  when  you're  back  in  range.  Even  e-mails.  So  get  SurePage. 
e  you  don't  know  what  you  re  missing.  FREE  PERSONAL  TOLL-FREE  NUMBER  WITH  SUREPAGE 
I-888-80I-SURE. 


enet.com/surepage 

SurePage  features  Motorola's  PFI500  pager  which  offers 
d  message  delivery  to  ensure  you  never  miss  a  message. 


BED" 


Mj  MOTOROLA 

Pagers 


Environment 


FORGET  MTV. 

NOW  ADS  ARE  STARMAKERS 

NIKE  Recent  ads  helped  fuel  the 
careers  of  synth-rockers  The  Verve 
and  hip-hop  artist  Fatboy  Slim. 

CANDIES  Uses  young  music  stars 
such  as  hip-hop's  Lil'  Kim. 

VOLKSWAGEN  Employed  the  off- 
beat tune  Da  Da  Da  to  build  a  Gen 
X  following  for  its  Golf  model. 
Band  Trio  uses  VW  logo  stickers  on 
its  CDs  in  ongoing  cross-promotion. 

their  choice  of  platforms.  Ad  time  is 
just  as  appealing  as  radio  or  TV — maybe 
more  so.  "Radio  and  mtv  are  less  willing 
to  take  chances,"  says  Leah  Reid,  a 
marketing  executive  for  DreamWorks 
Records. 

Just  ask  the  musicians.  Tex-Mex  rock 
singer  David  Garza  spent  10  years  pro- 
moting his  offbeat  brand  of  music  but 
remained  unknown  outside  his  native 
Austin,  Tex.  Since  he  began  appealing 
in  a  commercial  for  electronics  retailer 
Best  Buy  this  spring,  Garza's  album 
sales  have  doubled — and  he  has  landed  a 
spot  on  an  mtv  tour.  Singing  in  ads, 
says  27-year-old  Garza,  is  "just  another 
way  to  trap  somebody  and  get  them  to 
pay  attention  to  you  for  25  seconds." 
Best  Buy  gets  a  chance  to  show  con- 
sumers that  it  sells  cool  music  as  well  as 
gadgets.  "Absolutely,  this  is  driving 
sales,"  says  Gary  L.  Arnold,  head  of 
merchandising  at  Best  Buy.  "The  music 
buyer  is  also  an  entertainment-software 
buyer.  So  this  has  spillover  effect." 
tricky  timing.  As  with  any  marketing 
fad,  there's  a  risk  of  burnout.  If  new 
music  becomes  too  common  in  adver- 
tising, it  could  become  a  cacophonous 
din  that  does  little  to  make  a  brand  dis- 
tinctive. And  advertisers  that  have  not 
already  jumped  on  the  new-music  band- 
wagon risk  arriving  too  late.  "If  you 
embrace  new  artists  from  the  begin- 
ning, young  consumers  will  believe  in 
you,"  says  Watkins.  "But  companies  that 
jump  in  at  the  last  minute  will  fail." 

So  what's  the  difference  between  a 
shill  and  a  hardworking  musician  looking 
for  a  break?  About  30  years.  Wain- 
wright's  parents,  70s  folk  artists  Loudon 
Wain wright  III  and  Kate  MeGarrigle, 
came  of  age  at  a  time  when  using  your 
music  to  sell  clothes  or  cars  was  un- 
thinkable, though  Wainwright's  manager 
insists  mom  and  dad  are  "supportive." 
The  sell-out  stigma  could  return,  but 
for  now,  tv  ads  have  become  today's 
top  40  radio.  And  if  the  Hit  Parade 
leads  listeners  to  a  sponsor's  door,  so 
much  the  better  for  Madison  Ave. 

By  Keith  Naughton 
in  Detroit 


ECOLOGY 


THEY'RE  HERE,  AND 
THEY'RE  TAKING  OVER 

Foreign  species  are  invading  the  U.S.-and  costing  plenty 

In  the  mid-1980s,  the  Taylor  family 
abandoned  their  1,360-acre  ranch  in 
Klamath  County,  Ore.,  because  it  was 
overrun  with  leafy  spurge,  a  deep- 
rooted  invader  from  Eurasia  that 
chokes  out  the  native  grasses 
on  which  cattle  prefer  to  graze. 
At  the  time,  the  estimated  value 
of  noninfested  land  was  around 
$125  an  acre.  The  best  the  Taylor 
family  could  get  was  $22  an  acre — 
an  83%  loss  in  value.  Sadly,  the  story  of 
the  Taylor  ranch  is  not  an  isolated  inci- 
dent. With  no  natural  predators,  leafy 
spurge  now  infests  about  2.7  million 
acres,  mostly  in  the  northern  Great 
Plains  and  southern  Canada,  at  a  cost 
to  agriculture  of  $144  million  a  year. 
Tins  is  more  than  a  scare  story  about 

ffli 


MUSSEL  BEACH  PARTY:  Asian  zebft 
mussels  clog  poiver-plant  ptmips 

ist  with  the  America  Lands  Allia 
In  a  report  to  be  published  later] 
year  in  the  journal  Bioscience,  Col 
University  ecologist  David  Pimenta 
timates  that  invasive  species  cost] 
U.  S.  more  than  $122  billion  aj 
ally.  The  list  of  troublema 
includes  noxious  weeds  ($3l 
I  lion),  harmful  insects  ($29 
lion),  and  organisms,  sue! 
the  aids  virus  and  cholera,] 
cause  human  disease  ($6.3 
lion).  Randy  G.  WestbrooksJ 
noxious-weed  coordinator  for  the  I 
Agriculture  Dept.,  figures  that  invJ 
plants  already  infest  1.2  billion  <j 
and  each  year  take  over  3  million  ii 
"If  this  keeps  up  we  will  become! 
planet  of  the  weed,"  says  Westbrol 
There  is  also  a  huge  untallied  | 
Exotic  species  destroy  the  ecosysl 


T  "1 

BEETLEMANIA:  The  Asian  longhorn  is 
decimating  trees  in  Chicago 

killer  weeds.  Leafy  spurge  is  only  one  of 
an  army  of  foreign  plant  and  animal  in- 
vaders that  are  infesting  every  region  of 
North  America.  They  are  riding  the 
wave  of  a  rapidly  swelling  global  trading 
system  that  brings  cargo — along 
with  hidden  seeds  and  bugs — 
from  the  most  exotic  corners  of 
the  earth.  Bioinvasion,  the 
spread  of  normative  species,  is 
fast  becoming  one  of  our  most 
costly  ecological  problems  as  it 
disrupts  food  and  agriculture,  de- 
stroys wetlands,  interferes  with  ship- 
ping, and  drastically  alters  natural  habi- 
tats. "Every  ship,  every  plane,  every 
truck  is  a  potential  carrier,"  warns  Faith 
T.  Campbell,  an  invasive-species  special- 


THE  URGE  TO  SPURGE:  An  herb  frl 
Eurasia  usurps  Oregon  farmlani 
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etting  injured  workers  back  sooner  is  one  way  Kemper  HealthyjRerurnsm  products 
are  lowering  costs  and  raising  morale  for  employers.  You'll  appreciate  all  our 
tard-working  disability  and  workers  compensation  programs.  That's  a  promise. 
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Environment 


that  support  native  species,  leaving 
them  nowhere  to  go.  According  to  the 
Pimentel  study,  purple  loosestrife,  a  Eu- 
ropean plant  with  brilliant  magenta  flow- 
ers, has  invaded  wetlands  in  48  states, 
crowding  out  44  native  plants.  In  Guam, 
the  brown  tree  snake  has  eradicated  9 
lizard  species  and  10  types  of  forest 
bird.  In  all,  the  Environmental  Defense 
Fund  reports  that  roughly  400  of  the 
958  species  listed  as  threatened  or  en- 
dangered by  the  U.  S.  Interior  Dept. 
are  at  risk  from  invasive  species. 
BAD  ZEBRAS.  Environmentalists  have 
worried  for  decades  about  the  ecological 
threat  that  invasive  species  represent, 
but  it  has  been  hard  to  marshal  gov- 
ernment or  public  support.  Attitudes 
are  changing,  though,  due  in  large  part 
to  an  aggressive,  bean-sized  mollusk 
that  has  taken  over  the  Great  Lakes. 
The  zebra  mussel  arrived  in  1986  in 
Lake  St.  Clair  from  Eastern  Europe, 
via  a  freighter's  ballast  water.  Today 
it's  found  in  eveiy  river  in  the  Missis- 
sippi watershed,  and  water  and  power 
plants  spend  an  estimated  $3  billion  an- 
nually trying  to  keep  it  from  clogging 
their  works.  "If  nothing  is  done,  these 
mussels  could  one  day  be  in  every  lake, 
river,  and  stream  all  the  way  to  the 
West  Coast,"  says  Charles  R.  O'Neill 
Jr.,  director  of  Sea  Grant's  aquatic  nui- 
sance species  clearinghouse. 

There  is  another  threat  arriving  over 
land:  the  dreaded  Asian  long-horned 
beetle,  which  hitched  from  China  on 


i 


wooden  pallets  and  pack- 
ing materials.  Since  it  land- 
ed three  years  ago,  this 
wood-boring  insect  has  dec- 
imated more  than  2000 
trees  in  Brooklyn,  New 
York.  A  similar  infestation 
now  plagues  Chicago.  Be- 
cause the  beetle  has  a 
huge  appetite  for  a  vari- 
ety of  trees,  the  Agricul- 
ture Dept.  warns  it  could 
cause  more  than  $41  bil- 
lion in  damages  if  it  be- 
comes widely  established. 

In  many  ways,  bioinva- 
sion  is  the  dark  side  of 
globalization.  With  more 
and  more  goods  entering 
the  country,  it's  easier  for 
pests  to  stow  away. 
Christopher  J.  Bright,  a  researcher  at 
the  Worldwatch  Institute,  says  booming 
tourism  also  opens  the  way  for  inva- 
sions. Every  day,  some  2  million  people 
cross  an  international  border  around 
the  world;  every  week,  a  million  people 
move  between  developed  and  develop- 
ing nations. 

Efforts  to  control  the  menace  have 
been  far  too  fragmented.  There  are  24 
federal  agencies  with  some  authority  to 
regulate  non-native  species,  and  it  has 
been  difficult  to  coordinate  then-  efforts. 
"The  usual  approach  has  been  an  ad 
hoc  attack  on  a  particular  problem," 
writes  environmental  analyst  M.  Lynne 


KILLER  WEEDS,  BUGS,  ANIMALS...  /„  the  U.S.,  invasive  species  cause 
more  than  $122  billion  in  damages  annually.  This  rogues'  gallery  repre- 
sents some  of  America's  least  wanted  intruders: 


ZEBRA  MUSSEL  This  mollusk 
shuts  down  electrical  utilities  by 
clogging  water-intake  pipes.  It  is 
found  in  at  least  20  states. 
Cost:  $3. 1  billion 

FIRE  ANT  In  some  areas  of  Texas, 
this  stinging  ant  prevents  residents 
from  using  their  yards.  It  is  found 
in  the  Southeast  and  California. 
Cost:  $2  billion 

ASIAN  CLAM  This  mollusk  fouls 
water  pipes  of  drinking  water  facili- 
ties and  power  plants  in  38  states. 
Cost:  $1  billion 

FORMOSAN  TERMITE  This  native 
of  East  Asia  has  gnawed  so  many 
trees  in  New  Orleans  that  some 
streets  are  bare.  Cost:  $1  billion 

FERAL  HOGS  These  wild  pigs  are 
causing  serious  damage  in  Florida, 


Hawaii,  and  California.  Cost:  $200 
million 

LEAFY  SPURGE  This  eurasian 
herb  infests  about  2.7  million 
acres,  mostly  in  southern  Canada 
and  the  Great  Plains  region.  Cost: 
$144  million 

PURPLE  LOOSESTRIFE  Though 
its  magenta-colored  flowers  are 
beautiful,  it  is  choking  wetlands  in 
48  states.  Cost:  $45  million 

EUROPEAN  GREEN  CRAB  A  new 

arrival  on  the  West  coast,  this  crab 
is  now  threatening  fisheries.  Cost: 
$44  million 

ASIAN  LONG-HORNED  BEETLE 

When  this  beetle  invaded  Brooklyn, 
N.Y.,  more  than  2,000  trees  had  to 
be  cut  down.  Cost:  $5  million 

DATA  BIOSCIENCE  STUDY 


HARD  TO  RESIST 

As  global  trade  swel 
bioinvasions  are  on  i 
rise — but  U.S.  law, 
aimed  at  affording 
intruders  the  benefi 
the  doubt,  has  prove 
unable  to  keep  out 
pests  like  deep-root 
feral  pigs  or  wetlanc 
choking  loosestrife 


Corn  in  a  recent  Conj 
sional  report. 

An  executive  orde: 
sued  Feb.  3  goes  part 
toward  rectifying  the 
ation.  It  calls  for  a  coi 
nated  federal  effort  and  the  creatic 
an  Invasive  Species  Council  that 
develop,  by  September,  2000,  a  com 
hensive  plan  to  address  the  grov 
economic  and  environmental  threat 
WHITE  LIST?  Although  the  executiv 
der  is  a  good  first  step,  ecologists 
the  laws  need  strengthening  to  sto{ 
cess  in  the  first  place.  "There's  be 
lot  of  talk  but  no  real  rolling  u 
sleeves,"  complains  Andrew  N.  Coh( 
marine  biologist  with  the  San  Fran< 
Estuary  Institute.  Under  the  cur: 
system,  an  import  is  deemed  safe  ui 
it's  on  a  list  of  organisms  known  ti 
harmful.  Often,  by  the  time  federal 
ulators  have  the  evidence  to  blackli1 
particular  species,  it's  too  late 
burden  of  proof  is  so  high  and  ourj 
sources  so  small  that  it  is  tough  to' 
things  on  the  list,"  says  WestbrookL 

Ecologists  would  prefer  a  "white-! 
law,  one  that  bans  entry  of  plants 
animals  until  they're  proven  inno 
New  Zealand  and  Australia  aire] 
have  such  laws,  but  some  U.  S.  offr 
worry  that  such  a  policy  could  aliei 
trading  partners.  Still,  there  is  a  gi 
ing  sense  that  it  may  be  worth  the 
Already  this  year,  Senators  Danie 
Akaka  of  Hawaii  and  Larry  E.  Cji 
of  Idaho  have  introduced  bills  h 
would  strengthen  Agriculture's  pot 
to  protect  native  plant  species.  And) 
terior  Secretary  Bruce  Babbitt  is  <  ; 
for  comprehensive  entry  controls  I 
reverse  the  burden  of  proof.  "We  r 
to  enact  national  legislation  and 
principle  into  practice,"  he  says. 

David  Pimentel  agrees.  "The  l| 
challenge  lies  in  preventing  further  cjj 
age,"  he  says.  "No  matter  how  you  dc 
it,  invasives  are  costing  us  signifi>jr 
money."  Just  ask  the  Taylors. 

By  Ellen  Licking  in  New  f 
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3ple 


fU  processing  has 
Tom  Golisano  rich 
*h  to  undertake  his 
)olitical  crusades 


is  1975  when  Tom  Golisano  paid 
irgent  visit  to  his  sister,  Marie 
lam.  Golisano,  then  34,  had  spent 
1  years  struggling  to  build  his 
y — a  risky  venture  in  the  decid- 
iglamorous  field  of  payroll  pro- 

His  company  needed  a  comput- 
^m  to  grow,  but  no  bank  would 
ilisano  a  big  enough  loan.  So  he 
to  Marie.  Her  husband  had  died, 

her  with  three  children  to  sup- 
id  a  $42,000  life  insurance  pay- 
'Can  I  have  that  money?"  Tom 
without  explaining  what  exactly 
tided  to  do  with  it.  In  a  leap  of 
le  lent  him  $30,000. 
iugh  it  took  Tom  four  years  to 
c  back,  Marie  now  says  that  "it 
3  best  move  I  ever  made."  Her 
il  brother  later  gave  Marie  a 
)f  Paychex  Inc.  stock,  which  has 


become  one  of  the  surest  bets  on  Wall 
Street.  Over  the  past  five  years,  Pay- 
chex shares  have  appreciated  at  an  an- 
nual clip  of  47%,  compared  with  26%  for 
the  Standard  &  Poor's  500-stock  index. 
Now  trading  at  49,  it  commands  a  Mi- 
crosoft-like multiple  of  59  times  expect- 
ed fiscal  1999  earnings  of  83?  per  share. 
This  stellar  record  earned  Paychex  the 
No.  34  spot  on  this  year's  business  week 
50,  our  annual  list  of  the  best-peifonning 
companies  in  the  s&p  index. 

Golisano's  secret?  He  picked  a 
seemingly  obscure  business  and 
built  it  into  a  gold  mine  by  pro- 
dding a  place  where  small  com- 
panies can  outsource  the  mind- 
numbing  and  bothersome  task 
of  churning  out  paychecks.  Over 
the  years,  as  irs  and  state  tax 
reporting  rules  have  become  in- 
creasingly complex,  demand  for 
payroll  services  has  soared.  In 
fiscal  1998,  Paychex'  net  income  jumped 
36%,  to  $102  million,  on  sales  of  $993 
million. 

No  one  has  benefited  from  Paychex' 
success  more  than  its  founder,  whose 
11.4%  stake  in  the  company  is  now 
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worth  over  $900  mil-  TASKMASTER: 

lion.  And  with  the  Golisano  sets 
Rochester  (N.Y. )-  rigid  perfor- 
based  company  hum-  mance  quotas 
ming  along,  the  ever- 
restless  Golisano,  58,  has  time  and  money 
to  spend  on  his  greatest  passion  outside 
of  work:  political  activism.  Over  the  past 
decade,  he  has  made  a  name  for  himself 
in  Rochester  as  a  misader  against  dmg 
abuse  and  teen  pregnancy,  and  he  helped 
found  the  Independence  Party,  the  New 
York  wing  of  the  national  Re- 
form Party  of  Ross  Perot  fame. 
He  has  also  run  for  governor  of 
the  state  twice,  burning  through 
$20  million  of  his  own  money  for 
the  privilege.  Some  Refomi  Par- 
ty insiders  even  see  him  as  a  po- 
tential Presidential  or  Vice-Pres- 
idential candidate  for  then-  party 
in  2000. 

EARLY  SETBACKS.  That's  a  long 
shot,  but  Golisano,  never  lacking  ambition 
or  ego,  says:  "Stranger  tilings  have  hap- 
pened." Ever  since  he  was  16  and  wit- 
nessed his  dad,  a  macaroni  salesman,  and 
his  mom,  a  seamstress,  sink  into  bank- 
ruptcy, Golisano  has  thought  big.  "He 


People 


was  always  looking  to  figure  out  how  he 
could  get  ahead,"  recalls  boyhood  friend 
Eugene  R.  Polisseni,  now  head  of  mar- 
keting for  Paychex. 

A  mediocre  high  school  student, 
Golisano  was  turned  down  for  entry  lev- 
el jobs  at  Eastman  Kodak  Co.  and  Xe- 
rox Corp.,  Rochester's  two  biggest  em- 
ployers. Supporting  himself  with  a  series 
of  odd  jobs,  including  working  in  a  bank 
vault,  he  went  back  to  school  and 
earned  a  business  degree  at  a  two-year 
college.  Later,  while  working  for  Elec- 
tronic Accounting  Systems  (eas),  a  re- 
gional payroll  processor  for  big  compa- 
nies, Golisano  realized  there  was  a  huge, 
untapped  market  for  small-company 
payrolls — 98%  of  all  companies  have 
fewer  than  100  workers.  But  when 
Golisano  took  a  scheme  for  serving  this 
market  to  eas,  his  superiors  scoffed. 

So  he  struck  out  on  his  own,  with  a 
one-room  office,  three  cheap  desks,  and 
one  employee,  Kathy  Angelidis,  a  re- 
cent college  grad.  The  grind  was  unre- 
lenting. "We  printed  out  W-2  forms  on 
New  Year's  Eve,"  and 
often  "put  in  100 
hours  a  week,"  recalls 
Angelidis,  who's  still 
with  Paychex,  as  man- 
ager of  data  adminis- 
tration. Unable  to  pay 
himself,  Golisano  re- 
lied on  his  wife,  Glo- 
ria, who  ran  a  non- 
profit organization,  to 
support  the  family. 
And  for  months,  he 
used  his  credit  card  to 


CITIZEN  GOLISANO 


BORN  1941,  Rochester,  N.Y. 

EDUCATION  Alfred  State 
College,  two-year  associate 
degree,  business,  1962. 

MOST  GUTSY  FINANCING 
MOVE  In  1975,  financed 
growth  at  his  payroll-process- 
ing company,  Paychex,  with 
life-insurance  money  from  his 


chex  went  public  and  all 
18  original  partners  became  millionaires. 

Since  then,  Golisano  has  put  his  man- 
agers on  a  grueling  march  for  growth. 
He  demands  that  the  company's  client 
base  increase  10%  a  year.  To  achieve 
that,  every  salesperson  is  expected  to 
make  50  calls  per  week,  8  personal  pre- 
sentations, and  at  least  3  sales.  Under- 
performers  don't  last  long.  And  with 
boot-camp-like  disci- 
pline, Golisano  insists 
employees  observe  a 
strict  dress  code  and 
adhere  to  a  "clean 
desk"  policy,  requiring 
everyone  to  leave 
their  offices  neat  as  a 
pin  at  the  end  of  each 
day.  "He's  a  neat  freak 
whose  cars  look  like 
they've  never  been 
driven,"  says  Polisseni. 
Indeed,  Golisano 


pay  Angelidis'  salary.     iate_bro_the^n:law:   prides  himself  on  run 


"NEAT   FREAK."  By 

1974,  the  payoff  was 
in  sight:  Paychex  had 
grown  to  250  clients. 
But  Golisano's  mar- 
riage was  unraveling. 
"All  the  long  hours 
created  a  lot  of  stress, 
and  it  was  very  tough 
financially,"  he  says. 
Over  the  next  five 
years,  Golisano  built 
Paychex  into  a  net- 
work of  18  partner- 
ships and  franchises 
with  a  total  of  6,000 
clients.  Among  Tom's 
business  associates:  his 
ex-wife  Gloria,  who 
insisted  on  the  New 
York  City  franchise  to 
settle  their  1977  di- 
vorce. In  1983,  after 
the  group  formed  a 
single  company,  Pay- 


OFFICE  CULTURE  Insists  that 
all  employees  clear  their 
desks  every  night  and  adhere 
to  a  strict  dress  code. 

MOST  EXPENSIVE  HOBBY 

Politics.  Ran  for  New  York 
governor  on  Independence 
ticket  in  1994  and  1998, 
spending  about  $20  million  of 
his  $900  million  net  worth. 

BIGGEST  BEEF  WITH 
POLITICAL  ESTABLISH- 
MENT "We  have  spent  hun- 
dreds of  billions  of  dollars  [on 
the  war  against  drugs],  and  I 
don't  think  anyone  can  say  it 
is  a  success." 

OTHER  HOBBIES  Tennis,  jet 
skiing. 

FAMILY  Twice  divorced,  two 
grown  children. 


ning  a  tidy — and 
tight — operation.  Even 
top  managers  aren't 
allowed  such  perks  as 
company  cars  or  coun- 
try-club memberships. 
Last  year,  Golisano 
paid  himself  $696,000; 
not  exactly  poverty 
wages  but  less  than 
10%  of  the  $10.6  mil- 
lion made  by  the  av- 
erage chief  executive 
on  the  business  week 
Executive  Compensa- 
tion Scoreboard.  Goli- 
sano declines  to  take 
stock  options  for  him- 
self, although  he  has 
awarded  plenty  of 
them  to  others  over 
the  years.  With  the 
top  250  or  so  man- 
agers now  sitting  on 
paper  profits  of  $450 


IMPOSSIBLE  DREAM?  i 

the  stump  in  '98 

million,  turnover  is 
In  recent  years,  fue 
new,  higher-margin  se 
such  as  direct-deposi 
401(k)  plans,  Payche: 
kicked  into  overdrive, 
year  was  the  se 
straight  in  which  net  ii 
grew  by  at  least  35% 
with  the  small-business 
ket  still  far  from  tappeci 
outlook  is  outstanding,' 
shareholder  Kristin  Ga 
president  of  Flood  Gamb 
sociates,  a  money-management  fit 
Now,  businessman  Golisano  is  st 
to  transform  himself  into  C 
Golisano.  He  has  used  his  wealth 
his  mark  on  everything  from  edu 
policies  to  drug  rehabilitation, 
vinced,  for  instance,  that  just  1< 
up  drug  abusers  wasn't  wo 
Golisano  helped  fund  the  creatioi 
"ding  court"  in  Rochester  to  diver 
violent  offenders  into  treatment  ii 
of  prison.  The  program  has  redue 
rate  of  repeat  offenders  to  the 
where  it  is  being  emulated  arour 
state.  And  after  struggling  to  find 
and  housing  for  his  mentally  ret 
son,  Steven,  now  34,  Golisano  ere; 
foundation  to  help  other  disabled  p 
SWING  POWER.  Still,  firing  up  Goli 
1998  bid  for  governor  wasn't  eas; 
platform  of  campaign-finance  refor 
reducing  the  state's  big  debt  drei 
8%  of  the  vote.  However,  that 
enough  to  make  Golisano  an  emi 
player  in  state  politics,  where  thirjj 
ty  endorsements  can  often  tip  thl 
ance  in  an  election.  In  the  next! 
tion,  the  Independence  Party 
have  a  considerable  influence,"  prl 
Theodore  J.  Lowi,  a  political  scil 
at  Cornell  University. 

Now,  Golisano  is  at  a  crossroad* 
must  do  some  real  soul-searching  U 
cide  if  he  really  wants  to  be  a  ■ 
cian,"  says  Michael  J.  Brag-man,  Mb 
ty  Leader  of  the  New  York  I 
Assembly.  Investors  happy  withS 
chex  aren't  cheering  him  on.  Saysi 
ble:  "I'm  glad  he  didn't  win."  OS 
believe  Golisano  has  a  future  inl 
tics.  "I  think  the  governorship  is  m 
his  grasp,"  says  former  Conne« 
Governor  Lowell  Weicker,  whojl 
elected  as  an  independent.  Anothel 
for  governor  or  just  stay  in  chargl 
hugely  successful  company?  Eitheilt 
it  sure  beats  asking  sis  for  a  hancj| 
By  William  C.  SyrM 
in  RochesterM 
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Education/Instruction 


To  determine  tne  quality  of  an 
MBA  distance  learning  program, 
get  to  Lnow  trie  instructors 
you  II  never  see. 


In  developing  the  curriculum 
of  its  MBA  program  by  distance 
learning,  Henot-Watt  University 
was  careful  to  recruit  only 
recognized  experts  chosen  for 
international  standing  in  their 
particular  fields. 

The  result  is  a  program  so 
comprehensive  and  thorough 
that,  for  the  tenth  year  in  a  row, 
The  Economist  Intelligence  Unit 
rated  the  Heriot-Watt  MBA  by 


distance  learning  as  one  of  the 
world's  best  MBA  programs, 
along  with  Stanford,  Wharton, 
Oxford  and  Cambridge. 

Study  according  to  your  own 
schedule,  pass  nine  course 
exams,  and  the  prestigious 
Henot-Watt  MBA  is  yours. 
For  a  free  prospectus  call 
1-800-622-9661,  ext.  22,  or 
e-mail  us  at  info@hwmba.net. 


The  Heriot-Watt  University  MBA 

by  distance  learning 


Education/Instruction 


AWARD  WINNING 


MBA  *  MS  Degrees 
Executive  Education 


800.441.4746 

www.isimu.edu 

Accredited  by  the 
Distance  Education  Training  Council 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate«Bachelor«Master«Doctor 

Business  (Mgmt,  HRM,  Health  Care) 
Management  of  Technology, 
Pschology.  Law 
Southern  California  University 
for  Professional  Studies 
1840  E  17th  St  BW,  Santa  Ana,  CA  92705 
800-477-2254  www.scups.edu 


Bachelor's  --  Master 
Ph.D.  Degrees 

Based  on  life  and  work  expeli 
Confidential  -  Fast  -  Stujl 
Loans,  www.arrc.org 

800-951-120: 


Rushmore  II  P.. 
University  |wl  Hi 

International  MBA  by  DistaB 
Learning.  Flexible  curriculB 
Bachelors  not  always  requiffi 
370  Anchor  Drive  Ste  250,  DakotB 
SD  57049  US.  Phone:  605-232B 
Fax:  605-232-6011  bw@distancerB 

www.distancemba.fl 


Iwfli  a  SuBa  aaEH 

The  Practitioner's  MBA  •. 
Programs.  Accredit^ 
Doctor,  Master,  Baches' 
www.monticello.ft 
Fax  913-661-94| 
800-405-793! 


Luxury  Bedding 


TEMPURPEDIC 


f-RFSSUf  F  RE  UEVIN'j 
Sm  f'IS'-i  MATT  t '  t-    S  ANT)  HLLOW 


Jfj  mDfJfimwr  urns  wjujjij^ 


Diuiopin  niK  N ASA..  Pt  kiii  rm  m  Tempi  r-Peuii  . 
Hi  signed  in  Fn  3£oi  u  Body... 


The  miracle  is  on  the  inside 


* 

You  gotta  I 


to  believ* 


Tempur  Pedic's  new  Swedish  Sleep  System  is  changing 
the  way  Americans  sleep.  Our  amazing  bed  is  (he  future 
Innei  springs  .ind  air-beds  are  the  past 

Other  mattresses  arc  fancy  on  the  outside  Ours  is  a 
"miracle" on  the  inside!  Frillionsol  viscoelastic  MEMO 
RY  (Ills  work  as  "molecular  springs"  (sec  cut  away 
phutnj  to  conform  exactly  to  your  body 

We  Promise  83%  Better  Sleep! 
I  he  thick  pad  thai  covers  othei  mattresses  protects  you 
from  the  steel  springs  inside*  but  creates  a  hammock 
effect  outsitle  thai  actually  causes  pressure  points,  Jests 
pt'Hr  Iemptir  I'cdk  cuts  tossing  and  turning  by  an 
astounding  B3%! 


SWEDISH  SCIENTISTS  GO  UNDERCOVER 
TO  CREATE  THE  WORLD'S  BEST  BED! 


Uljusl  -  to  l  it  You  and  Your  Spouse. 

Oui  exclusive  Temptir*  material  uses  mass  and  temper 
aturc  to  form  a  "body  mold"  that  selectively  adjusts  to 
your  shape  and  weight  I  his  sleep  matrix  is  sot!  yet  gives 
firm  support  Its  microporoscopic  structure  is  SEI I-  VEN 
I II ATING  foi  cool,  perspiration  tree  sleep.  No  switches, 
motors,  or  putnpN  to  go  wrong! 

Winner  ol  NASA's  Mission  Home  Award! 
Swedish  scientists  Stai  led  where  NASA's  spacecraft  seat- 
ing experiments  ended  to  perfect  this  unique  (pat  cut 
pending)  product. Then  achievement  isfe/gnews, 
We're  Getting  Rave  Reviews  on  TV. 
Also  on  radio,  in  magazines,  newspapers,  medical  pub- 


lications! Fen  instance,  i'AH-UNI.  NBt.  recently  told  all 
America  about  our  high  tech  bed  Other  news  sources, 
too,  hke  1  ou  Dobbs'  Business  Unusual  on  t  NN  Wall 
street  lournal  Associated  Press..  Discovery  Channel 
Online   ami  more  ..have featured  lempur-Pedic. 

23,000  Doctors  &  Sleep  Clinics  Say  Yes! 
Tempur-Pcdk  fans  love  the  feeling  ol  weightless 
sleep... and  the  way  our  bed  eases  aches,  pains,  hack 
problems  Over  25,000  doctors,  chiropractors,  hospitals, 
sleep  clinics,  and  rehab  facilities  recommend  our 
Swedish  Sleep  System1 


Call  now  for  Tempur-Pedic's  FREE  DEMI 
and  a  90-Day  In-Home  Tryovt  certific 

Free  Lab  Sample! 
Free  Video!  Free  Info 

CALL  TEMPUR-PEDIC  NOW 

1-800-886-64 


Fax  In  1-606' 
Visit  our  website  at  WW. 
T«mpur-Pedic,  Inc..  848C  Nandto 


'.  tcmpurpedic.  co, 
DM.  Lexinelon,  KV 
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ess  Opportunities 


siness  Loans  and  Equipment 
$1,000  to  $10  million.  No  co- 
Work  directly  with  National 
limited  earnings  potential  and 

liniite  jut 

mar  and  >  P  I 

n  packet  i^^P^"^ 

■800-336-3933  . 


FSHORE 


Dards 


Fax  on  Demand 

(800)551-9105 


-2141  Universal 


vvww.ucservlcss.com 


;r  Int'l  •  is  seeking 
ltors  for  a  high-tech 
n  Avoidance  System, 
•y  is  only  investment, 
erms  available 

4-983-5750 


EXPANSION 


d  company  is  now  setting 
ted  number  of  exclusive 
market  our  products.  This 
lsense  opportunity  to  be  in 
business  and  make  70- 
t.  Call  for  exciting  details. 


0-675-6144 


Books 


Rise  and  Fall 
e  United  States 

2nd  Edition 
sable  book  reveals  how  and 
ice  great  nation  destroyed 
eferences  the  Bible  to  find 
ilvation  and  humanity. 
>r  your  copy  today! 
-800-882-3273 


incial  Services 


00  ,.  $500,000 

;xpand  your  business 
usiness  loan  that  is 
intecd  by  the  Govt. 
usiness-capital.org 

45-6756  Ext  8006 


Publishing  Services 
Publish  Your  Book 

75-year  tradition  of  quality  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types  For 
free  Author's  Guide  write  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  1-800-695-9599 


Business  Software 


\Business  Forecasting  Made  Easy! 


Make  fast,  easy,  accurate  business 
forecasts.  Project  sales,  inventory, 
stock-market,  etc.  Knowledge  of 
statistics  not  required!  Works  inside 

MS®  Excel®.  Incredible  Value! 
Call  1  -888-552-9230/203-552-9230 
or  visit  www.ezforecaster.com/bw 


ezForecaster™ 


MAIL  ORDERS  WEB  ORDERS 
RD 


Order  entry,  credit  card  processing  shipping,  A/R,  fiJV, 
contact  management  with  inregrated  inrernei  e-mail  options, 

inventory  management,  reporting,  list  management  and 
mailing — everything  von  need  fbl  order  taking  by  phone,  mail 
even  the  World  Wide  Web  in  one  simple  easy-to-use  and 

affordable  Windows  program  Irom  Dvdacnmp. 
Call  1-800-858-3666  or  visit  www.dvdacomp.tom/bwk 

MailOrderManager 


Logo  Apparel 


rrrm 


LOGO  &  EMBROIDERY 


Denim  Shirts  as  low  as  $18.95  ea. 
Golf  Shirts  as  low  as  $12.00  ea. 
Pro-Style  Caps  as  low  as  $5.95  ea. 

-►800-610-3050^- 

www.sierramills.com 


Catalogs/Marketing 


GET  YOUR  PRODUCTS 
INTO  MILLIONS  OF  MAIL 
ORDER  CATALOGS! 

We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market  Please  call: 

Direct  To  Catalogs,  Inc. 
23  W  Walnut  St,  Hanover  PA  17331 
717-633-1850 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       Colorpro       Draft /Master 
DeskJet       Draftpro  DesignJet 
Electrostatic  Plotters  Ruggedwnter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham,  AL  35213-6269 
Phone  205/263-4747  Fax  205/263- 1 1 08 
800/638-4833  •  E-mail  sales@dasher.com 


Home  Decorating 


Own  A  Mastfrpie 


i  l! 


on-canvas  in 
stately  wood  8 
frames.  You 
friends  will 
rhink  you 
looted  the 
Louvre! 


FREE  Color  Catalopie 
1-800-2-CANVAS,  Dep.  124s 
Visit  us  at: 

www.MastersCollection.com 


Men  s  Footwear 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog  'High  quality  •  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55E  Hingham,  MA  02043 
1-800-992-wide  www.witJeshoes.com 


Aviation/Fractional  Ownership 


A  SMILE  AND  A  FROWN  SOUND  EXACTLY 
THE  SAME  OVER  A  SPEAKERPHONE 

Some  things  just  can't  be  communicated  over  fiber  optic  cable. 
And  our  Learjet  and  Challenger"  business  jets  enable  the  modern 
CEO  to  capitalize  on  the  kind  of  face  to  face  interaction  that 
moves  businesses  forward.  For  more  information  regarding  the 
many  affordable  benefits  of  being  a  Flexjet®  fractional  owner, 
call  1-800-FLEXJET. 

we  build  the  aircraft 
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Corporate  Gifts 


Adventure  Travel 


Venture  Capital 


Business  Servic; 


Logo  Tattoos!    ||  ADVENTURE  CUBA 


> 


1000  Temporary  Tattoos  with  your  Logo, 
Just  $189.00!! 

plus  $10.00  S&H  (CA  add  7.25%  sales  tax) 
Customized!  Full  Color!  2"x2" 

Calico 

3000  Alamo  Drive,  Ste  201  •  Vacaville.  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


Corporate  Gifts/Premiums 


No  time  to 
wait  for  a 
catalog? 


Order 
thousands 
of  unprintable 
business  fjift.s  online 
...  24  hum's  a  dav 


f  Financial  Professionals 

HARD  TO  BORROW? 

Use  Collateralized  Loans 
Training  Program  Available 

We  Locate  Funders 
for  Business  &  Real  Estate 

Tony  Abraham,  Esq.  -  Real  Estate 
Erie  A.  Klein,  Esq.-Atty/Fiduciary 

International  Developing 
Enterprises  Agency  (IDEA) 

Tel  +1-212-751-0800 
Fax  +1-212-688-4442 

V E-mail:  panglob@aol.com 
Website:  panglobal.net 


Investment  Opportunity 


MART 


www.promomart.com/bw 


Retire  Now 

If  you  have  $250,000  you  can 
retire  safely  on  $75,000  per  year. 
(60  day  liquidity/same  return  on 
multiples  of  $250,000.) 
For  more  information  call 

888-930-5300 


Investment  Services 


Corporate  Investor 
Seeking  To  Invest 

in  emerging  companies  in  new 
media,  consumer  products 
and  branded  services. 
Please  fax  summary  description 
to  203-328-2394  or  e-mail 
bussplan@ix.netcom.com 


European  Business 


Unified  Europe  Li  the  place  to  go! 


Having  over  1 6  years  of  experience  with  US  High- 
Tech  Companies  in  Europe,  we  are  your  partner  if 
you  want  to  set  up  operations  in  Europe  or  reshape 
your  existing  organization. 

We  offer  location  analysis,  office  set-up,  tax  and 
legal  advise,  marketing  services,  management 
recruitment  and  much  more. 


•  EBC  (USA)  INC.  •  Tel/Fax  1941 1 495-3182 


Franchising 


ARE  YOU  SITTING  ON  A  COLD  MINE? 


CALL  1-800-373-6244 

Talk  to  us  first  Because  nobody  has  franchisee! 


more  businesses  than  Francorp 
The  leader  in  franchise  development 
and  consulting  Worldwide 

prancorp'  bw 


Mailing  Lists 


BUSINESS/CONSUMER 
MAILING  LISTS 

Specializing  in  New  Businesses.  New 
Parents,  Personal  Bankruptcies.  Newly 
Married  Couples  and  other  lists  upon 
request  Updated  weekly  Fast 
turnaround  Local/nationwide  Call  Ann 

1-800-679-5478 
Jefferson  Corporation 


Internet  Mall 


ZERO  Halliburton 

Laptop  &  Zeroller  Cases 
Competitive  Prices 
Superb  Protection 
IMPACT  &  FIRE  RESISTANT 

visit  Double  Zero  Cases  online 


www.21stcenturyplaza.com/zero/zero.html 


Internet  Services 


Web  Design  Strategic  Planning 
Web  Hosting  Shopping  Cart 
Web  Advertising  E-Commerce 
On-Line  Consulting  Re-Design 
Promotion  &  Marketing  Database 

800.518.9505 
www.yellowzone.com 


CALL  N 

SAVE  30%  to 


BUSINESS  AN 
COMPUTER  CHE. 


Ordering  is  easy!  I 
Just  pick  up  the  phone  andp 
Designer  Checks  I 

I  800  239  4087 

Fax  I  •800-774-1  I 
WWW.designerchecks.  n 


Have  your  checks  &  de| 
as  y&ur  credit  card  You 


ll?lilili!JililiH 


FREE  Information 
All  U.S.  States  and  Ofl 
Attorney  owned  and  of 


www.corpcreations 


1-800-672-91* 


TRflDEMflR 


l 


OFFSHORE  &  NE 
CORPORATIO 


•  Asset  Protection,  Privacy,  Tfc 

•  Lie.  Offices:  Las  Vegas  -  N« 
•Flat  Rate  Fees,  Nevada  Coil 


in 


•  Many  Hidden  Benefits 

•  Bahamas  Address 

•  Mail  Forwarding  -  Courier)! 

•  All  Offshore  Services 

A.S.A.P.  SERVICES  f 
Nassau,  Bahamas  ) 

call  now  1-888-355 1 
www.asapbahamas.a 


Financial  Servics 


1 


Sell  us  your  accounts  receivabl 
Call  Jeff  Farkas  j 
TOLL  FREE:1-800-241-J 

ADVANTAGE  FUNDINGS 


I  $7,500  to  $95,j 
6.00%  to  12.0: 
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GHTING  OFF  DEPRESSION 
ELI  LILLY 

;s  new  ventures  keep  growth  charging  ahead  after  the  patents  expire  on  Prozac? 

mid  have  been  a  triumphant  de- 
ivhen  Sidney  Taurel  stepped  to 
sodium  in  April  to  address  his 
annual  meeting  as  chairman  and 
scutive  of  Eli  Lilly  &  Co.  After 
lad  spent  years  preparing  for 
.  Born  in  Morocco  and  armed 
mba  from  Columbia  University 
oured  the  world  for  15  years  in 
d  marketing  jobs  for  his  first 
y  employer.  As  No.  2  at  Lilly 
landall  L.  Tobias  since  early 
;  was  smack  in  the  middle  of 
the  decade's  most  impressive 
inds.  But  only  moments  before 
3ok  the  mike,  Lilly  announced  a 
sales  of  its  blockbuster  antide- 
!  drug  Prozac.  Even  as  the  new 
ke  of  tripling  Lilly's  revenues 
i  next  decade,  investors  were 
down  Lilly  shares,  sending  the 
mbling  11%  for  the  day. 
pummeling  is  a  foreshadowing 
lallenge  that  lies  ahead  for  Tau- 
iund  Lilly's  sprawling  campus 
rters  bordering  downtown  Indi- 
it's  known  as  "Year  X."  That's 
* — 2003  or  2001,  depending  on 
il  issues  play  out — when  patents 
n  Prozac,  which  accounted  for 
le-third  of  Lilly's  1998  sales.  Tau- 
with  only  a  tinge  of  hyperbole, 
company  has  survived  an  expi- 
i  such  a  huge  ding  without  being 
)  merge.  He  cites  as  an  example 
that  resulted  in  Glaxo  Wellcome 
r  patents  came  off  the  Zantac 
medy.  "We  really  want 
the  book  on  how  to  do  it 
;ly,"  Taurel  says.  "Year 
"ought  a  sense  of  urgen- 
erything  we're  doing." 
».  Lilly  announced  re- 
e  first-quarter  sales  and 
growth  last  month.  But 
s  seized  on  a  4%  fall  in 
ales.  The  report  was  the 
n  of  a  such  a  drop,  but 
■s  are  clearly  anxious 
autperforming  the  broad  market 
3  past  five  years  and  keeping 
th  the  nearly  fivefold  increase 


LILLY  MEMORABILIA:  Taurel  says  any  earnings  slowdown  will  last  a  year  or  two 


A 

Business 
Week 

5) 

Company 

After 


in  drug-sector  stock  prices,  Lilly  stock 
has  fallen  12%  since  Jan.  1,  to  about 
76.  That  compares  with  an  8%  drop  for 
the  Standard  &  Poor's  drug  in- 
dex and  comes  despite  Lilly's 
19%  growth  in  1998  operating 
earnings,  to  $2.2  billion,  on  $9.2 
billion  in  sales,  up  16%. 

Taurel,  50,  took  the  ceo  job 
last  summer,  ascending  to  chair- 
man on  Jan.  1,  with  a  multi- 
pronged  strategy  already  in 
place.  He  believes  it  will  allow 
Lilly  to  weather  the  demise  of 
Prozac's  patent  protection  with  no  more 
than  a  year  or  two's  slip  in  earnings 
growth.  But  the  drop  in  sales  last 
month  made  it  clear  that  Prozac's  slide 


has  been  accelerated  by  a  feisty  group 
of  new  competitors.  Now,  Taurel  must 
hustle  if  he  wants  to  keep  Lilly's  envi- 
able growth  record  intact — in  March,  it 
ranked  No.  25  on  the  Business  Week  50 
list  of  best-performing  companies. 

Taurel  has  no  choice  but  to  step  up 
the  pace  of  transition.  Priority  No.  1  is  a 
delaying  action.  By  battling  competitors 
and  seeking  out  new  Prozac  variants, 
Taurel  hopes  to  extend  the  drug's 
patents.  Second,  Lilly  is  targeting 
promising  drugs  in  its  labs  that  can  be 
brought  to  market  faster.  Finally,  Lilly 
is  searching  the  world  for  partnership 
deals — and  remaking  its  culture  to  mesh 
with  smaller  biotech  outfits. 

Lilly  execs  acknowledge  that  if  they 
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Lilly  has  recently  signed  licensing  deals  to  market  ne? 
compounds  for  cancer,  diabetes,  and  sexual  dysfunctia 


can't  fill  the  Prozac  hole,  investors  may 
force  them  to  reconsider  their  disdain 
for  the  industry's  wave  of  big  mergers. 
Lilly  has  twice  studied  ding-company 
combinations  and  concluded  that  inde- 
pendents grow  faster  than  merged  com- 
panies. Taurel  believes  Lilly,  the  eighth- 
largest  in  pharmaceuticals,  already  has 
all  the  heft  it  needs.  And  with  a  market 
capitalization  of  $83.5  billion,  it  would 
make  for  a  mouthful  of  an  acquisition — 
but  not  an  impossible  mouthful.  Taurel 
would  like  to  use  Lilly's  rich  multiple  for 
some  small  European  acquisitions. 

The  exact  timetable  of  Prozac's 
wind-down  is  uncertain.  At  best,  Lilly 
has  patent  protection  on  a  key  mole- 
cule until  the  end  of  2003.  At 
worst,  if  several  pending  law-  A 
suits  succeed  in  arguing  that  Lil-  gj 
ly  shouldn't  be  awarded  two  wS 
patents,  Lilly  will  face  generic 
competition  within  two  years.  Ei- 
ther way,  Taurel  estimates  that 
six  months  after  the  patents  expire 
and  generic  copies  flood  the  market, 
Prozac's  sales  will  fall  by  80%. 

In  fact,  rivals  have  been  nipping  at 
Prozac's  heels  for  years.  In  spite  of  the 
drug's  growing  sales,  its  share  of  the 
expanding  antidepressant  market  has 
fallen  from  47%  to  32%  over  the  past 
five  years,  according  to  IMS  Health  Inc. 
The  latest  inroads  are  being  made  by 
Forest  Laboratories  Inc.,  which 
launched  Celexa  this  year  with  a  wave 
of  free  physician  samples  and  aggressive 
pricing.  Celexa  initially  took  Europe  by 
storm,  but  Lilly  didn't  seem  to  notice, 
says  Ronald  M.  Nordmann,  a  partner 
at  money  manager  Deerfield  Manage- 
ment. Lilly  "flat-out  missed"  the  impli- 
cations in  the  U.  S.  market,  he  says. 
LAB  PRESSURES.  Now  Lilly  is  trying  to 
recoup.  It  upped  sales  calls  on  doctors 
by  25%  this  year  and  produced  a  se- 
ries of  cable-TV  infomercials.  However, 
competitors  say  Lilly  will  be  hard- 
pressed  to  restore  Prozac's  momentum. 
Says  Kenneth  E.  Goodman,  president 
and  ceo  of  Forest  Labs:  "I  don't  know 
what  else  they  can  tell  the  [medical] 
community  that  they've  already  been 
calling  on  for  years." 

The  ideal  solution,  of  course,  would  be 
another  blockbuster  from  Lilly's  labs.  The 
company  has  boosted  research  spending 
609?  since  1996.  Lilly's  $1.7  billion  r&d 
budget  last  year  trailed  the  expenditures 
of  i  i inch  larger  competitors  only  slightly, 


and  its  18%  ratio  of  R&D-to-sales  this 
year  should  top  the  industry.  That  has 
produced  some  big  winners — Zyprexa,  a 
schizophrenia  drug,  rang  up  sales  of  $1.4 
billion  last  year.  But  other  bets  fizzled: 
E  vista,  a  once-promising  osteoporosis 
drug,  has  been  a  disap- 
pointment. And  Lilly 
recently  pulled  the  plug 
on  three  other  chugs  to 
concentrate  on  com- 
pounds that  will  fight 
breast  cancer,  attention 
deficit  disorder,  and 
sepsis.  Still,  Wall  Street 
doesn't  expect  them  to 
be  huge  hits.  "Their  re- 


new compounds  for  cancer,  diabete 
sexual  dysfunction.  One  of  the 
promising  is  Actos,  a  new,  oral! 
ministered  diabetes  drag  develop 
Japan's  Takeda  Chemical  Industrie 
that  Lilly  hopes  to  have  on  the  n 
late  this  year.  Sa 
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search  capability  is  among  the  best  in 
the  business,  but  what's  coming  is  not 
filled  with  a  lot  of  billion-dollar  opportu- 
nities," says  analyst  Stephen  M.  Scala  of 
sc.  Cowen  Securities  Corp. 

That's  why  Lilly  is  leaning  heavily 
on  partnerships  with  other  companies. 
In  the  past  five  months,  Lilly  has  signed 
major  licensing  agreements  to  market 

ELI  LILLY  S 
YEAR  2003  PROBLEM 

How  it's  preparing  for 
the  loss  of  its  Prozac  patents 

EXTENDING  THE  FRANCHISE 

In  the  works  are  a  once-a-week 
Prozac  dosage,  a  combination 
with  its  schizophrenia  drug,  and 
a  six-month  patent  extension  for 
children's  use 

ACCELERATING  NEW  DRUGS 

New  research  is  aimed  at  finding 
treatments  for  breast  cancer, 
attention  deficit  hyperactivity 
disorder,  and  sepsis 

GLOBAL  PARTNERSHIPS 

Lilly  markets  a  diabetes  drug  from 
Takeda,  co-develops  and  markets  a 
sexual-dysfunction  compound  with 
biotech  company  icos,  and  sells  a 
cancer  drug  developed  by  Sanofi 
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Actos  could  hit  il 
Hon  within  three  I 
says  Deerfield's  I 
mann.  Scala,  a 
Cowen,  estimate! 
if  Taurel  can  ba 
slow  growth  of  JJ 
with  new  pro] 
from  licenses  andl 
nerships,  Lilly  coJ 
crease  earnings  | 
year  through  21 
still  competitive! 
industry  leaders.! 
It  will  take  near-flawless  exeJ 
for  Taurel  to  keep  Lilly  on  thel 
paved  by  his  predecessor.  Tobias! 
resigned  last  July  as  ceo  at  55  to  fJ 
philanthropic  interests,  was  vice-J 
man  of  AT&T  and  an  outside  Lilly  I 
tor  when  he  was  rushed  in  to  fil 
company  following  a  boardroom  cJ 
1993.  At  the  time,  Lilly's  earnings! 
flagging,  its  pipeline  was  dry,  and  I 
tention  was  scattered.  Tobias  iJ 
quickly  to  spin  off  the  medical-dl 
unit  now  known  as  Guidant  CorrJ 
the  agricultural  chemicals  businesl 
Not  eveiything  Tobias  touched  tJ 
to  gold.  His  $4.1  billion  acquisiti 
1994  iif  its  Health  Systems  Inc.,  a| 
benefits  manager,  fell  apart  along] 
national  health-care  reform.  Lilly  \\ 
up  dumping  pes  last  year,  selling! 
Rite  Aid  Corp.  for  $1.6  billion  a| 
$2.4  billion  write-down.  Still,  the  P(j 
aster  did  point  up  perhaps  Tobias'  I 
est  achievement:  remaking  Lilly's  il 
culture  to  encourage  more  risk-tali 
Turning  the  reins  over  to  Taurel-1 
is  also  a  director  of  The  McGra1! 
Companies,  publisher  of  business 
—was  natural.  Taurel  had  eamec 
marks  for  his  strategic  thinking,  I 
helped  engineer  turnarounds  in 
and  Europe,  and  for  making  Lilly 
of  a  team  player  with  industry  par 
Now  he  faces  an  immediate  chal 
just  as  Tobias  did  at  the  start 
reign.  He'll  need  all  the  strategic  th 
he  can  muster  to  handle  life  after 
By  Richard  A.  M 
in  Indian* 
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The  Eighth  Annual  Business  Week  Forum  of  Chief  Financial  Officers 

Turbulence  Ahead 

RISK  AND  REWARD  IN  THE  NEW  ECONOMY 


The  reach  and  responsibility 
of  today's  chief  financial 
officer  spans  a  rugged  and 
unpredictable  financial  landscape. 
At  present,  the  global  economy  has 
diverged;  contagion  for  the  moment 
has  stopped  at  the  U.S.  borders. 
Intangible  assets  -  from  skillful  and 
loyal  employees  to  brand  equity  -  are 
increasingly  viewed  as  value-drivers, 
yet  they  are  absent  from  the  balance 
sheet.  So  it  is  unsurprising  that  compa- 
nies seeking  to  continuously  innovate 
in  this  uncertain  and  technologically 
driven  economy  will  count  on  a  CFO 
for  internal  thought-leadership  and 
external  communication. 

From  March  10  - 12,  1999,  the 
nation's  leading  CFOs  gathered  at 
The  Eighth  Annum.  Business  Week 
Forum  of  Chief  Financial  Officers  to 
consider  the  challenges  before  them. 
The  message  was  clear:  Such  daunting 
charges  demand  that  CFOs  combine 
their  bedrock  solid  financial  skills  with 
soaring  imaginations  of  the  future. 

The  Essence  of  Innovation 
in  the  New  Economy 

"The  only  sustainable  barrier  to  entry 
you  have  is  your  people  and  their 
capacity  to  continuously  innovate," 
remarked  Robert  Reich,  former  U.S. 
Secretary  of  Labor  and  professor  at 
Brandeis  University.  Support  for  this 
sentiment  was  ardent  throughout  the 
conference.  "The  most  important 
asset  is  our  people,"  said  James  Parke, 
chief  financial  officer  of  GE  Capital 
Corporation.  Among  the  critical 


elements  needed  to 
achieve  this  asset.  Parke 
believes,  is  having  "great 
jobs"  that  among  other 
things  influence  prof- 
itability and  recognize 
the  expertise  of  the 
finance  person  and  func 
tion.  'You  have  to  have 
an  enabling  culture," 
said  Parke.  To  achieve 
that  at  GE  Capital,  the 
finance  function  has  a 
dedicated  human 
resources  team,  exten- 
sive training  opportuni- 
ties, and  encourages 
cross-functional  job  movement. 

The  elements  that  Parke  mentioned 
fit  well  into  what  Frank  Cotroneo, 
senior  vice-president  and  chief  finan- 
cial officer  of  MasterCard  Internation- 
al, defined  as  being  "a  good  corporate 
parent,"  a  value  he  embraces  and 
espouses.  The  goal?  A  culture  (hat 
promotes  "energetic,  self-motivated, 
focused  employees,  willing  and  able 
to  be  creative,  take  risks,  and  provide 
continuous  growth." 

"We  spend  a  lot  of  time  working 
with  folks  to  learn  the  business," 
said  Cotroneo.  "Once  you  understand 
the  pieces  of  the  business  that  can 
flow  into  one  another,  you  then  get 
innovative." 

Putting  in  the  time  to  assess  and 
develop  what  will  make  your  business 
innovative  and  secure  in  turbulent 
times,  is  essential,  according  to 
Robert  L.  Collett,  president  and  CEO 
of  Milliman  &  Robertson,  Inc.,  an 


"You  have  to 
have  an  enabling 
culture. " 

-  James  Parke, 

chief  financial  officer, 
GE  Capital  Corporation 


nessWeek 


'Once  you  understand  the  pieces  of  the  business  that  can 
flow  into  one  another,  you  then  get  innovative. " 

-  Frank  Cotroneo,  senior  vice-president  and  chief  financial  officer, 

MasterCard  International 
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actuarial  and  consulting  firm.  "CFOs 
must  find  different  ways  of  measuring 
and  analyzing  the  risks  before  them 
in  this  new  economy,"  said  Collett. 

Ensuring  low  employee  turnover 
is  a  key  element  of  SAS  Institute's 
double-digit  growth  business.  "We  use 
a  balanced  scorecard  to  link  our 
company's  strategy  with  performance 
measurements  as  they  relate  to  cus- 
tomers, employees,  internal  processes, 
and  finances,"  explained  Dr.  James 
H.  Goodnight,  president  and  co- 
founder  of  SAS  Institute  Inc.  "When 
you're  dealing  with  thousands  of 
employees,  trends  aren't  as  easy  to 
spot.  But  we  still  need  to  respond 
with  the  same  agility  as  we  did  when 
we  had  just  100  employees  -  because 
our  next  biggest  competitor  may  be 
the  newest,  smallest  software  compa- 
ny to  register  a  domain  name  on 
the  Internet." 

Stealth  Competition  and  the 
Web-Enabled  Organization 

A(  cording  to  Joseph  C.  Lane,  general 
manager  of  IBM  Global  Financing 
and  president  of  IBM  Credit  Corpor- 
ation, Goodnight  is  wise  to  be  wary. 


"The  web  is  an  absolutely  disruptive  technolog 
Embrace  it,  or  be  victimized  by  it. " 

-  Thomas  J.  Meredith,  senior  vice-president  and  chief  financia 
officer,  Dell  Computer  Corporation 


"Competition  will  come  from  where 
you  least  expect  it,"  he  warned. 

Thomas  J.  Meredith,  senior  vice- 
president  and  chief  financial  officer 
of  Dell  Computer  Corporation,  was 
equally  blunt.  "The  web  is  an  absolutely 
disruptive  technology.  Embrace  it, 
or  be  victimized  by  it."  But  Meredith 
also  impressed  upon  delegates  that 
"The  web  presents  perhaps  one  of 
the  most  important  opportunities 
for  every  company  represented  in 
this  room  and  around  the  world.  It's 
one-to-one  market  segmentation."  he 
said.  "It's  customer  touch.  It's  direct." 

Beyond  that  direct  customer  touch, 
lies  e-business,  explained  Lane.  Behind 
each  and  every  single  transaction  that's 
done  customer-to-provider,  there  are 
about  eight  business-to-business  trans- 
actions. "Our  vision  of  the  future  -  and 


"One  of  the  key  ingredients  that  you  have 
to  use  in  your  planning  process  is  your 
imagination.  "  -  Joseph  C.  Lane, 

general  manager,  IBM  Global  Financing 

Y2K's  Silver  Lining 


Y2K  compliance  has  come  with  a  hefty  price  tag  and  no  guarantee 
of  immunity  from  lawsuits.  According  to  Claude  M.  Stern, 
partner  at  Fenwick  &  West,  Y2K  expenses  in  the  U.S.  are  esti- 
mated to  be  about  $280  billion.  And  even  at  that  price  tag,  stated 
Thomas  J.  Volpe,  senior  vice-president  of  financial  operations  for 
The  Interpublic  Group  of  Companies,  "the  most  optimistic  of 
analysts  would  agree  that  there  will  be  some  disruptions."  Volpe 
urged  attendees  to  ensure  that  appropriate  contingency  plans  are 
in  place  across  their  business.  Still,  Stern  counseled,  "There's 
no  panacea  for  avoiding  liability  altogether." 

But  for  many  companies,  including  The  Interpublic  Group  of 
Companies,  Y2K  compliance  has  ancillary  benefits.  "Y2K  has  re- 
quired companies  to  become  much  more  disciplined  and  sophis- 
ticated in  managing  resources.  Companies  now  know  what  they 
actually  do,  what  they  don't  have,  and  what  their  capabilities  are." 


Thomas  J.  Volpe, 

senior  vice- 
president,  finance 
operations, 
The  Interpublic 
Group  of 
Companies,  Inc. 
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the  future  is  only 
a  few  years  from 
now,"  said  Lane,  is 
that  "there  will  be 
millions  of  e-busi- 
nesses, touching 
billions  of  people, 
through  trillions  of 
devices." 

Thriving  in 
this  future,  advis- 
es Lane,  will 
require  that 
executives  ask 
themselves  the 
most  basic  of 
questions,  and 
answer  and 
address  them 
honestly.  Among 
them,  "What  are 
our  core,  strate- 
gic assets?  And  will  they  be  strate 
in  a  networked  world? 

A  company  that  has  been  exo 
iion.ilh  aggressive  in  integrating  i 
web  into  its  internal  processes  ar 
external  relations,  ultimately  ble 
ing  the  two,  is  Cisco  Systems,  Inc 
worldwide  leader 
in  networking  for 
the  Internet.  "At 
Cisco,"  explained 
Sue  Bostrom,  vice 
president  of  their 
Internet  Business 
Solutions  Group, 
"We've  really 
created  what  we 
call  a  globally 
networked  busi- 
ness, or  the  virtu- 
al enterprise." 
She  explained 
that  this  Internet 
enabling  did  not 
happen  all  at 
once.  "We  started 
with  customer 
care,  moved  into 
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Is  The  U.S.  Economy  Doing  So  Well? 

"What  is  truly  extraordinary  about  the  American  economy  right 
now  is  its  relationship  to  the  world  economy,"  said  David  D.  Hale, 
global  chief  economist  of  Zurich  Financial  Services.  He  explained 
that  the  divergence  results  in  large  part  because  although  the  U.S. 
economy  has  become  more  global  in  recent  decades,  it  is  10% 
tradable  and  90%  non-tradable,  leaving  much  of  the  economy 
unaffected. 

Richard  N.  Cooper,  Boas  professor  of  international  economics, 
Whetherhead  Center  for  International  Affairs,  Harvard  University, 
and  former  chairman  of  the  Federal  Reserve,  also  offered  reason- 
ing and  optimism  regarding  the  global  economy.  "If  you  poke 
around  the  details  of  the  Asian  financial  crisis,  and  I  would  add 
Russia  and  Brazil  in  this  category,  while  they  all  had  international 
dimensions,  the  core  of  the  problem  was  domestic  in  each  case." 

ne  point,  however,  Hale  proffered,  "There  will  be  a  stronger  economy  again  -  then 
very  positive  forces  for  domestic  consumption  go  into  reverse."  Such  a  scenario 
lead  to  a  rise  in  commodity  prices,  a  certain  change  in  the  Federal  Reserve's  mon- 
sclicy,  and  a  likely  fall  in  the  stock  market. 


"/  will  submit  that  [a  daily,  virtual  close] 
actually  translates  into  competitive  advantage, 
because  you  can  move  faster  than  most  of 

your  competitors.  "  -  Larry  Carter,  chief  financial  officer 
and  vice-president,  finance,  Cisco  Systems,  Inc. 


;t  commerce,  then  pushed  our 
■t  commerce  back  into  the 
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ng  Change 

riteria  for  a  good  company 
>  one  that  thrives  in  a  changing 
tment,"  said  David  Fallow,  a 


"The  criteria  for 
a  good  company 
today  is  one 
that  thrives  in 
a  changing 
environment. " 


-  David  Fallow, 

executive  vice- 
president,  Principal 
Capital  Management 


senior  executive 
with  die  Principal 
Financial  Group. 
Fallow  oversees 
the  firm's  Stable 
Value  Investment  division  and  looks 
for  this  quality  as  a  key  ingredient  in 
a  company  that  he  would  consider  a 
good  investment.  "One  of  the  most 
impressive  companies  I  ever  visited 
manufactured  trucks.  People  were 
constantly  moving  up  and  down  the 
line,  continuously  trying  to  improve 


''The  challenge 
for  the  CFO  today 
is  how  to  define, 
measure,  and 
communicate 
intangible  assets 
to  shareholders. " 


-  Robert  L.  Hershey, 

national  partner-in- 
charge,  World-Class 
Finance  Solution, 
KPMG  LLP 


the  process." 

Figuring  out 
how  that  dyn- 
amic, along  with 
other  "intangi- 
bles," shows  up 
on  a  balance 

sheet  is  a  formidable  task  for  both 
CFOs  and  investors.  "Leading  CFOs 
understand  that  intellectual  capital, 
brand  equity,  product  innovation, 
and  the  internal  processes  that  drive 
financial  value  are  what  their  organi- 
zation needs  to  become  a  market 
leader."  said  Robert  L.  Hershey,  III, 
the  national  partner-in-charge  of 
KPMG  Consulting's  World-Class 
Finance  Solution.  "The  challenge  for 
the  CFO  today  is  how  to  define, 
measure,  and  communicate  those 
intangible  assets  to  shareholders." 

Accounting  for  Those 
Intangible  Assets 

"From  a  balance  sheet  perspective, 
today's  company  is  radically  different," 
explained  Fallow.  A  good  example 
of  that  is  Amazon.com.  "One  of  the 
common  misconceptions  among 
people  is  that  we  have  a  retail  model," 
Amazon.com 's  CFO  Joy  Covey  main- 
tained. "People  look  at  income  state- 
ments, they  look  at  a  fairly  low-gross 
margin  business  and  they  say  'retail 
model,  pricing  won't  work,  where 
will  these  people  make  money?'  But 
what  they  miss  is  the  whole  financial 
equation,  which  includes  the  balance 
sheet... We've  used  $33  million  of 
cash  to  create  a  billion-dollar  inn-rate 
business.  If  we  had  been  building  out 
physical  stores,  we  would  have  used 


"We^ve  used  $33  million  of  cash  to  create  a  billion- 
dollar  run-rate  business.  The  cash  flow  dynamics 

are  quite  different.  "  -  Joy  Covey,  chief  financial  officer  and 
vice-president  of  finance  and  administration,  Amazon.com 
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Innovative  Financing 


There  is  no  avoiding  the  fact  that  cash  is  a  critical  component  to 
implementing  a  large-scale  strategic  plan.  Frederic  V.  Salerno 
recognized  that  the  rapidly-changing  world  of  telecommuni- 
cations regulation  and  technology  would  require  a  company 
transformation,  and  more  importantly,  the  financial  strength  to 
fuel  it.  "We  needed  to  re-look  at  all  of  our  assets  and  decide 
whether  any  of  them  should  be  monetized." 

For  Bell  Atlantic  the  answer  was  exchangeable  notes.  Issuing 
exchangeables  is  similar  to  convertible  bonds.  The  shares, 
however,  are  not  convertible  into  shares  of  the  issuing  company, 
but  of  another  company  in  which  the  issuing  company  has  an 
investment.  These  exchangeables  were  issued  for  Telecom 
New  Zealand  and  Cable  and  Wireless  in  the  U.K.  "We  were  able 
to  issue  these  notes  and  realize  S5.7  billion  when  the  net  book 
value  was  $1.4  billion,"  Salerno  said. 


Frederic  V. 
Salerno, 

senior  vice- 
president  and  chief 
financial  officer, 
Bell  Atlantic 


Salerno  noted  that  the  bull  market  and  relatively  low  interest  rates  contributed  to  this 
opportunity.  "We  were  fortunate  to  have  made  some  investments  that  appreciated, 
we  understood  that  we  had  to  move  quickly  in  a  changing  market,  and  we  were  able 
to  come  up  with  an  instrument  that  met  our  myriad  needs." 


"CFOs  must  find 
different  ways 
of  analyzing  and 
measuring  the 
new  risks  before 

them.  "  -  Robert  L.  Collett, 

president  and  chief  executive  officer,! 
Milliman  &  Robertson,  Inc.;  chairman 
Woodrow  Milliman 


CFO  '99  Poll  Result 


Results  of  anonymous  polling  of 
160  delegates  at  The  Eighth  Annual 
Business  Week  Forum  of  Chief  Finan< 
Officers.  Each  had  access  to  a  keyp 
and  was  able  to  answer  each  of  the 
questions  asked  during  the  Forum 


"When  ownership  changes  hands,  we're  forced  to  go 
back  into  these  1930s  accounting  principles  that  are 
based  on  manufacturing,  property,  and  equipment. . . 
That's  where  it  breaks  down.  "  -  Michael  E.  Lehman, 

vice-president  of  corporate  resources  and 
chief  financial  officer,  Sun  Microsystems,  Inc. 


ovei  $650  million  in  cash.  So  the  cash 
flow  dynamics  are  quite  different." 

According  to  Michael  E.  Lehman, 
vice-president  of  corporate  resources 
and  chief  financial  officer  of  Sun 
Microsystems,  Inc..  it's  not  the  market 
that  is  having  a  problem  valuing  these 
intangible  assets,  it's  the  accounting 
profession.  "When  ownership  changes 
hands,  we're  forced  to  go  back  into 
these  1930s  accounting  principles  that 
are  based  on  manufacturing,  proper- 
ty, and  equipment,  and  ascribe  a 
value  to  these  assets.  That's  where  it 
breaks  down." 


Evolve  or  Die 

Turbulence  in  the  world  markets  and 
rapidity  of  technological  advancement 
place  today's  CFO  in  a  maelstrom  of 
i  hange.  As  the  finance  function 
today  touches  everv  business  decision 
from  cross-border  mergers  to  cross- 
functional  training,  chief  executives. 
Wall  Street,  and  employees  alike  are 
looking  to  the  CFO  for  a  plan.  "One 
oi  the  key  ingredients  that  you  have  to 
use  in  your  planning  process,"  said 
IBM  Clobal  Financing's  Lane,  "is  your 
imagination." 


What  are  your  forecasts  for  the 
Dow  at  12/31/99? 

Under  8,000 

8,000-9,000 

9,000-10,000 

10,000-11,000 

11,000-12,000 

Over  12,000 


As  a  financial  executive,  at  some 
point  in  my  career,  I  have  been  asked 
or  pressured  to  misrepresent  results, 
or  I  have  observed  such  behavior. 

Yes,  it  has  happened  to  me, 
but  I  fought  it  off. 

Yes,  it  has  happened  to  me, 
and  I  succumbed. 

I've  seen  it  happen  to  other 
executives  -  never  to  me. 

Never  seen  it. 


Internet  spending  must  meet  the 
same  hurdle  rate  or  other  criteria  of 
any  other  investment  in  our  firm. 

Yes.  No  slack  cut. 

No,  we  see  the  Internet  as 
experimental,  realize  the 
business  model  is  in  develop- 
ment, and  we  are  less  de- 
manding of  these  projects 
before  providing  funding. 

In-hall  polling  provided  by  Meridia,  P\ym> 
Meeting,  PA 


CFOs  OF  LARGE  CORPORATIONS  ARE  ELIGIBLE  TO  PARTICIPATE  AT 

The  Annual  Business  Week  Forum  of  Chief  Financial  Officers 

/*  The  ninth  annual  gathering  will 

occur  March  8-10, 2000 
f~\  at  Turnberry  Isle  Resort  &  Club, 

Aventura,  Florida. 
To  pre-register,  visit  the  Forum's  website 
at  http://conferences. 
businessweek.com/2000/cfo/ 


BusinessWe* 

EXECUTIVE PROGRAN 


lance 


INGS 


S-HUM,  ANOTHER 
LRNINGS  SURPRISE 

tors  now  look  for  companies  to  routinely  beat  profit  estimates 


ims  like  Wall  Street's  just  full  of 
irprises  these  days — and  it's  not 
ist  Dow  11,000.  An  eye-popping 
1%  of  companies  in  the  Standard 
3  500-stock  index  have  reported 
lian-expected  first-quarter  eam- 
le  highest  percentage  for  any 
on  record.  And  the  percentage 
tive  surprises  is  the  lowest  on 
with  only  13%  of  companies  com- 
imder  estimates,  according  to 
ill  Corp.,  a  firm  that  tracks  ana- 
itimates. 

years,  sophisticated  investors 
ized  on  unexpected  upside  earn- 
a  buy  signal.  The  reasoning: 
ties  that  beat  Wall  Street  ana- 
recasts  in  one  quarter  often  re- 
subsequent  quarters.  So  with 
ligh  positive-earnings  surprises 
nt  negative  ones,  that  should 
le  stock  market  is  in  for  a  long 
)f  happy  profit  reports.  Right? 
bet  on  it.  Earnings  that  exceed 
tions,  especially  those  coming 
irket  darlings  such  as  Microsoft, 


Lucent  Technologies,  and  Dell  Comput- 
er, no  longer  pack  the  punch  they  once 
did.  In  fact,  many  surprises  from  a  wide 
array  of  companies  are  not  really  sur- 
prises anymore.  That's  because  compa- 
nies increasingly  are  talking  down  their 
profit  prospects  to  Wall  Street  analysts, 
thereby  lowering  expectations. 

"You  see  this  all  the  time  on  the 
Street — a  company  will  report  some  bad 
news  weeks  or  days  before  earnings  are 
announced,  and  analysts  will  reduce  es- 
timates," says  Charles  L.  Hill,  First 
Call's  director  of  research.  "Then  lo  and 
behold,  a  company  will  end  up  beating 
estimates." 

The  evidence  is  in  the  number's.  Ac- 
cording to  a  study  done  for  business 
week  by  First  Call  and  I/B/E/S  Interna- 


HEAVY  HINTS 


tional  Inc.,  a  New  York  investment  re- 
search firm  that  monitors  earnings  esti- 
mates, 1,025  of  6,000  companies  beat 
earnings  estimates  in  at  least  nine  of  the 
past  12  quarters.  In  addition,  estimates 
for  many  of  those  companies  tend  to  fall 
within  a  narrow  range.  If  companies 
weren't  steering  analysts  toward  a  num- 
ber, forecasts  would  be  far  more  dis- 
persed. The  companies  with  both  a 
strong  record  of  positive  surprises  and  a 
tight  range  of  estimates  include  such  gi- 
ants as  America  Online,  General  Motors, 
Lucent  Technologies,  and  Microsoft  (table, 
page  84). 

The  companies  say  they  help  ana- 
lysts, but  don't  discuss  actual  numbers 
with  them.  "We  don't  specifically  guide 
analysts  downward,"  says  a  Microsoft 


Company  officials  can't  say  what 
the  bottom  line  will  be,  but  they  often  give 
analysts  directions  like  "you're  getting  warmer" 
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Orchestrated  surprises  in  time  lose  their  punch— an( 
companies  can  sputter  even  when  they  beat  the  numb( 


Corp.  spokesman.  "Analysts  take  input 
from  Microsoft  along  with  information 
from  other  sources  in  setting  earnings 
expectations."  Adds  a  spokesman  for 
Dell  Computer  Corp.:  "It's  less  about 
guiding  analysts  and  more  about  helping 
them  to  understand  our  business  and 
the  industry." 

True,  companies  often  will  answer  an- 
alysts' questions  about  orders  for  a  new 
product  or  about  new  store  openings. 
But  increasingly,  the  questions  are  re- 
lated directly  to  the  bottom  line. 
Company  spokesmen,  usually  the  in- 
vestor-relations chief  or  perhaps 
even  the  chief  financial  officer,  can't 
say  what  that  number  will  be,  but 
they'll  often  give  directions  like 
"you're   hot,"   "you're   cold,"  or 
"you're  getting  wanner." 
CONSERVATIVE.  "You  wouldn't  be- 
lieve the  number  of  companies  that 
call  us  a  day  or  two  before  they  an- 
nounce earnings,"  says  Joseph  Ab- 
bott, equity  strategist  for  I/B/E/S. 
"They're  looking  fur  the  most  re- 
cent consensus  number  so  they  can 
trump  it."  In  a  recent  study  by  bar- 
ra  Inc.,  a  Berkeley  (Calif.)  invest- 
ment research  firm,  statistical  tech- 
niques were  used  to  show  that 
companies  are  "guiding  analysts  to  a 


they  fail  to  meet  the  high  estimates, 
they  risk  shareholder  lawsuits.  Share- 
holders recently  filed  suit  against  Com- 
paq Computer  Corp.  charging  that  the 
company  did  not  infomi  them  of  an  im- 
pending drop  in  sales  during  the  first 
quarter. 

Investors  are  coming  to  expect  sur- 
prises from  some  companies,  so  they 
are  losing  their  oomph.  Lucent  Tech- 
nologies Inc.,  for  example,  has  reported 
12  positive  surprises  in  the  last  12  quar- 

GREATER  EXPECTATIONS 

Some  companies  which  have 
regularly  beat  Wall  Street's  earnings 
estimates  over  the  last  12  quarters 


Andrew  Rudd,  barra's  chairman 
and  ceo. 

Analysts  tend  to  be  eonsen-ative 
in  their  earnings  estimates  to  start 
with.  If  they  overestimate,  they  risk 
ticking  off  the  company  and  losing  ac- 
cess. But  if  they  underestimate,  the 
company  comes  out  looking  good.  A  re- 
cent study  by  Vijay  Chopra,  a  quantita- 
tive analyst  with  Bankers  Trust,  shows 
that  on  average  12%  of  analysts'  esti- 
mates get  revised  downward,  vs.  7.5% 
upward. 

Companies  need  to  generate  positive 
surprises  to  keep  not  only  stockholders 
but  also  stock-option  holders  happy — 
and  that  group  is  growing.  Stock  op- 
tions and  other  compensatoiy  stock  now 
amounts  to  more  than  13%  of  shares 
outstanding  for  large  U.  S.  companies, 
up  from  7%  in  1989,  according  to  Pearl 
Meyer  &  Partners,  an  executive-con i- 
pensation  consultant  firm  in  New  York. 

Lowering  expectations  is  not  just  a 
matter  of  trying  to  boost  the  stock 
price.  Companies  prefer  to  talk  earn- 
ings down  rather  than  up  because  if 


COMPANY 

NUMBER  OF 
QUARTERS 

BEAT 
ESTIMATES 

NUMBER  OF 
QUARTERS 
MATCHED 
ESTIMATES 

AMERICA  ONLINE 

9 

2 

CENTEX 

12 

0 

CISCO  SYSTEMS 

10 

2 

COMPUTER  ASSOCIATES 

12 

0 

DELL  COMPUTER 

9 

2 

GENERAL  MOTORS 

12 

0 

IBM 

10 

0 

LUCENT 

12 

0  * 

MICROSOFT 

12 

0 

TELLABS 

12 

0  i 

OATA:  FIRST  CALL;  l/B/E/S  j 

ters.  Now,  the  stock  tends  to  rally 
the  week  ahead  of  the  earnings 
announcement,  about  7%,  ac 
cording  to  LiMresearch.com, 
an  Austin  (Tex.)  investment- 
research  firm.  And  once  Lu- 
cent releases  earnings,  the  stock 
usually  falls.  The  company  attrib- 
utes its  consistent  surprises  to  its 
growth  strategies  plus  a  fast-expand 
ing  telecommunications  market.  "We've 
leveraged  opportunities  on  the  bottom 
line,"  says  a  spokesman. 

Likewise,  Microsoft,  which  has  also 
beat  the  Street's  earnings  estimates  in 
every  one  of  the  last  12  quarters,  rallies 
75%  of  the  time  in  the  week  before  it 
reports  profits.  But  once  earnings  are 
out,  the  stock  is  down  about  half  of 
the  time.  Steve  Smith,  a  Dallas  invest- 
ment manager  who  uses  earnings  sur- 
prise as  a  trading  strategy,  says  each 
subsequent  time  a  company  has  sur- 


passed estimates  has  less  of  an 
on  the  stock  than  the  previous  su 
Companies  sometimes  sputtei 
when  they  beat  the  published  ea 
estimate  because  they  fail  to 
"whisper  number" — the  unofficia 
ings  estimate  that's  widely  b: 
about  on  trading  floors  and  over 
ternet.  Whisper  numbers  refle 
vestors'  higher  expectations  for 
nies  that  regularly  beat  pub 
estimates. 
GETTING  CLOBBERED.  In  effec 
whisper  number  becomes  the  ne\ 
Just  look  at  America  Online  In 
reported  a  gain  of  110  per  shi 
Apr.  27,  some  20%  above  analyst 
sensus  estimates.  But  the  stock  d 
almost  12  points  over  the  ne> 
days.  Analysts  blamed  the  decl 
investor  disappointment  that  A< 
not  exceed  the  whisper  number. 

Companies  are  getting  bett 
avoiding  nasty  negative  surprises 
they  report  earnings.  They  do  this 
suing  a  warning  or  "pre-announa 
weeks  ahead  of  the  regular  r 
Stocks  can  get  clobbered  when  th 
pany  says  it  will  fall  short  of  Str< 
timates,  but  Fu-st  Call's  Hill  says 
is  usually  not  as  ba 
would  have  bee 
the  company 
to  deliver  the 
at  earnings 
Analysts, 
while,  usually 
their  forecast 
a  pre-announa 
When  the  numt 
nally  come  out, 
tations  are  usually 
that  the  company 
up  beating  a  r 
estimate,  an 
stock  reboun( 
In  first-q 
reporting  so  far,  9%  of  companies 
s&P  500  let  the  bad  news  out 
That's  up  from  5%  in  the  first  qua 
1998  and  4%  in  1997.  Says  R 
Bernstein,  director  of  quantitati 
search  at  Merrill  Lynch  &  Co: 
negative  earnings  surprise  is  bee 
extinct  as  companies  manage  ea 
expectations." 

These  days,  as  companies  try  t< 
stockholders  happy,  that's  no  su; 
either. 

By  Marcia  Vickers  in  Neu 
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COMMENTARY 

By  Gary  Weiss 

WHAT'S  SAFRA'S  BANK  WORTH  WITHOUT  SAFRA? 


In  one  of  his  rare  interviews  with 
the  press,  early  in  1994,  Edmond 
J.  Safra  neatly  summed  up  how  he 
viewed  Republic  New  York  Corp. 
and  Safra  Republic  Holdings — the 
companies  he  led  to  primacy  in  the 
tightly-knit  world  of  private  banking. 
Holding  forth  at  an  intimate, 
strictly  kosher  luncheon  in  his 
palatial  apartment  atop  Re- 
public's Manhattan  headquar- 
ters, the  somber,  heavy- 
browed  Safra  grew  emotional. 
They  are,  he  said,  "my  chil- 
dren, my  life." 

That  was  not  a  metaphor — 
it  was  a  fact.  And  as  far  as 
Republic's  clients  were  con- 
cerned, that  very  intimacy 
was  crucial.  It  was  trust  in 
the  "father,"  trust  in  Safra — in 
his  integrity  and  conser- 
vatism— that  attracted  clients 
ranging  from  Saudi  princes  to 
the  cream  of  European  and 
American  high  society,  300,000 
private-banking  clients  that 
were  Republic's  core  business. 
But  that  unique  quality — the 
"Safra  touch,"  as  it  were — is 
about  to  come  to  an  end. 

Safra  is  selling  out  his  stake 
to  London-based  hsbc  Hold- 
ings plc,  which  is  buying  the  two 
companies  at  a  pricey  2.5  times  book 
value.  And  that  raises  an  intriguing 
question.  Is  hsbc  paying  all  that 
money  for  a  unique  business — or  is  it 
unwisely  overpaying  for  a  pair  of 
corporate  orphans,  Safra  banks  with- 
out Safra? 

TOUGH  TIME.  There's  every  indica- 
tion, indeed,  that  hsbc  may  have  a 
tough  time  holding  on  to  the  fran- 
chise that  Safra  built  up.  And  that's 
because  the  $10.3  billion  that  HSBC 
will  pay — $3.3  billion  of  which  will  go 
to  Safra — cannot  buy  that  very  elu- 
sive quality  that  put  Republic  at  the 
top  in  the  first  place — the  very  per- 
sonal culture  that  Safra  inculcated  at 
the  two  firms.  The  banks  have  "real- 
ly taken  on  the  personality  of  Ed- 
mond Safra.  It's  hard  to  find  a  com- 
pany so  identified  with  one  person," 
says  Mami  Pont  O'Doherty,  an  ana- 
lyst at  Keefe,  Bruyette  &  Woods  Inc. 
The  "Safra  touch"  manifested  itself 


in  seemingly  minor  ways — but  added 
up,  they  were  Republic's  raison  d'etre. 
A  decade  ago,  just  after  Safra  re- 
opened his  Geneva  operations,  it  was 
a  standing  joke  in  the  Swiss  banking 
community  that  the  switchboard  oper- 
ator in  answering  the  phone  would 


Safra  says  his  banks 
were  his  children,  and 
his  clients  trusted  him 
like  a  father 


say  cautiously  "hello"  instead  of  an- 
nouncing the  bank's  name.  That  dis- 
cretion was  one  of  the  hallmarks  of 
Safra's  operations,  and  it  will  be 
hsbc's  job  to  retain  that  quality  in 
Safra's  absence.  However,  American 
Express  Co.  was  hard-pressed  to  hold 
on  to  Safra's  private  banking  clients 
after  buying  Safra's  Trade  Develop- 
ment Bank  in  Geneva  in  the  early 
1980s.  Safra  later  reestablished  his 
Swiss  operations,  resulting  in  a  bitter- 
feud  with  AmEx. 

Make  no  mistake  about  it — the  66- 
year-old  Safra,  who  suffers  from 


Parkinson's  Disease,  is  gone  for  goi 
Although  Safra  intimates  remain  in! 
place — for  the  time  being  at  least— m 
really  doesn't  matter.  Among  the  em 
ecutives  who  are  staying  on  at  Re-1 
public  are  Elias  Saal,  president  of  M 
public  National  Bank  of  New  York,! 
Stephen  J.  Saali,  president  oil 
Republic  New  York  Corp.,  ai| 
Republic  New  York's  Chief  Eg 
ecutive  Dov  C.  Schlein,  who  | 
cently  succeeded  longtime  Sal 
associate  Walter  H.  Weiner.  ll 
even  though  Safra  held  no  e)j 
ecutive  position  at  Republic  | 
New  York  Corp. — his  title  w; 
"honorary  chairman" — he  is  1 
far  the  largest  shareholder  ai 
is  widely  believed  to  have 
called  the  shots  at  all  times 
"For  a  long  time  tins  has  bee 
a  one-man  show,"  notes  Carl; 
A.  D' Arista,  who  follows  Re- 
public for  Friedman,  Billings, 
Ramsey  &  Co. 

To  be  sure,  the  departure 
Safra  presents  opportunities 
for  hsbc,  which  runs 
Hongkong  &  Shanghai  Bank 
Corp.  A  more  aggressive  att 
tude  toward  lending  might 
well  aid  the  company's  laggii 
profitability.  And  Safra's  maj 
touch  has  faltered  lately,  as  shown 
by  the  $190  million  in  trading  loss< 
Republic  New  York  incurred  last 
year.  In  the  past,  his  much-vauntei 
conservatism  kept  Republic  from  t 
emerging-market-debt  travails  thai 
dogged  other  banks. 

Safra  liked  to  use  historical 
metaphors.  "The  book  on  banking 
was  written  6,000  years  ago,"  Safr 
used  to  say.  Banking,  he  noted,  is 
"simple,  stupid  business."  But  it  fr 
trated  AmEx  in  the  early  1980s,  f 
public's  new  masters  at  hsbc  will 
soon  find  out  if  banking  really  is  a 
"stupid  business,"  or  if  that  adject: 
can  be  more  appropriately  applied 
their  decision  to  buy  Safra's  "chil- 
dren"— now  that  they  are  orphans 

Senior  Writer  Weiss  has  written 
about  the  Safra  financial  empire. 
With  additional  reporting  by  John 
Parry  in  Geneva  and  Gary  Silver- 
man in  New  York. 
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www.sun.com 

T.  Rowe  Price 

www.troweprice.com 

TAIWAN  SEMICONDUCTOR 
MANUFACTURING 
CORPORATION  (TSMC) 

www.tsmc.com.tw 

Teligent,  Inc. 

www.teligent.com 

Texas  Instruments 

www.ti.com 

Tiffany  &  Co. 

www.tiffany.com 

United  Parcel  Service 

www.ups.com 

United  States  Postal  Service 
GDS 

www.uspsglobal.com 

Williams 

www.williams.com 

Xerox  Corporation 

www.xerox.com 

Zurich  Financial  Services 

www.zurich.com 


BusinessWeek 


Most  Read.  Best  Read  Worldwide 


JDEdwards 

Enterprise  Software 


It's  happening  in  business  circles  everywhere.  Vision  is  becoming  reality.  Inspiration  is  seeing  the 
light  of  day.  And  cocktail  napkin  genius  is  finding  a  place  in  the  real  world. 

That's  the  power  of  J.D.  Edwards  enterprise  software.  Designed  for  everything  from  big  business  to 
e-business,  it's  the  only  solution  that  allow  s  you  to  put  your  ideas  into  action  and  painlessly  make  changes 
after  implementation. 

Enabling  this  new  found  freedom  is  ActivKra,1  a  suite  of  business  tools  and  technologies  that  gives 
you  the  control  and  agility  needed  to  thrive  in  today's  unpredictable  business  climate. 

lake  it.  Run  with  it.  You'll  be  ama/cd  at  how  far  you  can  go.  For  more  information,  call  (<S()0)  727-5.vi3 
or  visit  us  at  www.jdedwards.com 


©JI)  Kdwjrds  World  Source  ( Company  1999  J  I)  kdwards  is  a  rc.niMcrcd  trademark  ut  I  I)  kdwards  &  Company  I  he  names  of  all  other  products  at 
herein  are  trademarks  or  registered  trademarks  ot  J  I  >  kdwards  World  Source  <  Company 
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The  Best 
Brokers, 
Web  Sites, 
And  Tools 


•     i  / 

Richard  Miner,  co-founder  of  a  high- 
tech startup,  trades  stocks  online 
through  Charles  Schwab  in  his 
spare  time.  Gary  Smith,  a  retired 
Army  employee,  manages  his  as- 
sets through  online  accounts  at 
Waterhouse  Securities  and  Datek  Online. 
Hillel  Rzepka,  a  frequent  trader,  does 
the  bulk  of  his  transactions  at  Web 


Street  Securities,  a  deep-discount  1 
If  you're  not  investing  online 
chances  are  you're  at  least  thinking 
doing  so.  The  Internet  is  swiftly  ch 
how  we  invest.  Indeed,  it's  demc 
ing  the  investment  world.  No  Ion 
you  have  to  deal  with  a  high-pric 
dleman  to  gather  information  an 
you  purchase  100  shares  of  stoci 
mutual  fund.  You  can  do  it  all  yc 


1 
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and  in  record  time.  But 
with  the  often-confusing 
f  online  investments  is  a 
s.  Before  you  click  the  "buy 
hi  your  screen,  you  must  learn 
use  the  cornucopia  of  information 
has  to  offer.  You  need  to  know 
and  where  not — to  go. 
3  business  week  Investor  Special 
we  give  you  the  insights  you  need 
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BusinessWeek  Investor 


Choosing  a  Broker 


Want  speed?  Research? 
Let  your  needs  determine 
which  broker  you  choose 


to  sharpen  your  online  investment  skills.  With  so 
much  data  out  there,  it's  easy  to  spend  enor- 
mous amounts  of  unproductive  time  surfing.  One 
site — investorama.com — offers  links  to  9,350  oth- 
er sites.  From  this  massive  collection,  we  single 
out  some  of  the  best  (page  102).  We  tell  you 
the  steps  full-service  brokers  are  taking  to  bring 
clients  online  (page  100)  and  which  brokers  really 
offer  bond  trading  over  the  Web  (page  110). 
Among  other  things,  we'll  also  advise  you  how  to 
tune  in  to  online  conference  calls  that  give  you 
access  to  the  companies  you 
want  to  own  (page  111).  As 
the  Web's  No.  1  broker, 
Charles  Schwab,  says,  "there 
is  a  high  correlation  between 
the  well-informed  investor  and 
the  successful  investor." 

But  learning  where  to  find 
the  best  info  is  not  enough. 
Even  if  you're  well  versed  in 
the  market,  you  have  to  pick  a  broker.  The  fast- 
growing  online  brokerage  industry  now  process- 
es 25%  of  all  trades  made  by  individuals,  and 
the  top  six  account  for  79%  of  the  online  invest- 
ment market  (chart,  page  94).  But  size  alone  is  no 
guarantee  a  broker  will  serve  you  best.  Do  you 
prize  speed?  Crave  research?  Want  to  trade  via 
two-way  pager?  With  more  than  100  online  bro- 
kers vying  for  your  business,  you  need  to  match 
your  investment  needs  with  the  right  one. 

To  differentiate  themselves,  online  brokers 
are  specializing.  That's  great  news  for  investors. 
In  this  Special  Report,  we'll  show  you  how  to 
find  a  broker  that  will  best  accommodate  your 
investment  style  and  objectives. 
That's  not  an  easy  task.  Even  pro- 
fessional ratings  services  can't  agree 
on  which  online  brokers  are  the  best. 


ONLINE 
INVESTING 


Forrester  Research,  for  example,  ranks  Fideli- 
ty Investments,  Datek,  and  Suretrade  as  the 
top  three,  while  Gomez  Advisors  favors  DuDi- 


rect,  Discover  Brokerage,  and  E*Trade  Grc 
Forrester's  ratings  are  derived  from  a  i 
vey  of  10,000  online  investors,  while  Gomez 
alyzes  each  online  broker's  Web  t 
But  you  need  to  do  your  own 
search  before  you  sign  up.  After 
lecting  some  broker  candidates, 
view  their  Web  sites  to  check  for  design 
products.  Keep  in  mind  that  noncustomers 
rarely  get  access  to  every  feature,  even  thro' 


Online  Brokers 


THE  HYPERACTIVE  TRADER 

You're  looking  for  low-cost,  fast  trades — 
and  little  else 


BROKER 


LIMIT  ORDER*  COMMENT 


THE  SERIOUS  INVESTOR 

You're  an  active  trader  in  search  of  hot  stocks.  You  van 
reliable  trades  and  timely  information 

BROKER  LIMIT  ORDER*  COMMENT 


DATEK 

www.datek.com 

888  463-2835 

$9.99 

Quick,  low-cost  trades  through  its  own 
electronic  communications  network, 
when  service  isn't  disrupted. 

DATEK 

www.datek.com 

888  463-2835 

$9.99 

Popular  for  low-cost  trades,  b 
range  of  products  is  limited. 

E  TRADE 

www.etrade.com 

800  786-2575 

19.95 

Special  high-speed  trading  services 
for  active  investors.  Orders  executed 
through  own  electronic  commun- 
ications network,  market  maker. 

DISCOVER 

www.discover- 
brokerage.com 

800  347-2683 

19.95 

Excellent  trade  execution.  Eas 
screens.  Access  to  Morgan  St; 
research  for  a  fee. 

WEB  STREET 

www.webstreet- 
securities.com 

800  932-8723 

14.95 

Site  features  "trading  pit"  designed 
for  trading  and  little  else.  Bargain 
prices  on  NASDAQ  Level  2  screen. 

SURETRADE 

www.suretrade.com 

401  642-6900 

9.95 

Budget-price  division  of  Quid 
offers  quick  trades,  low  margi 
and  access  to  a  range  of  rese 

92  BUI  'NESS  WEEK  /  MAY  24,  1999 


MICHAEL  TERRY 

Day  Trader 


GOTTA  DO  THE  LEGWORK 


rerry  spends  his  af- 
is  sprinting  around  a 
rt  Beach  (Calif.) 
n  hopes  of  making 
lympic  track  team  in 
did  in  1996.  Four 
vhile  on  scholarship  at 
ity  of  California  at 
3,  he  underwrote  his 
;ams  with  odd  jobs, 
le,  Terry,  a  citizen  of 
d  Antigua,  is  paying 
day-trading  online. 
;ar-old  runner  got 
inline  investing  two 
dien  a  friend  had  a 
In  February,  Terry 
iill-time  financial  con- 
fer part-time  work 
■nings  aside  for  trad- 
len,  his  day-trading 
up  50%,  to  $30,000, 
ily  to  Internet-related 

as  E*Trade  Group 
Trimark  Group.  Still, 
ire  rough:  "Today  I 

expenses  for  four 


months,"  he  says.  "But  yesterday 
I  got  killed." 

Terry  starts  his  trading  day  by 
logging  on  to  E*Trade  at  5:30 
a.m.  to  check  the  market.  He 
then  might  switch  over  to 
Hoover's  Online,  a  fee-based  site, 
to  research  corporate  financial 
statements  and  historical  market 
data.  At  EarningsWhispers.com, 
he  catches  rumors  about  corpo- 
rate profits.  Then  it's  time  to  put 
his  money  to  work. 

Although  E*Trade  is  Terry's 
source  for  real-time  quotes  and 
market  indicators,  he  frequently 
trades  through  Ameritrade.  Its 
$8  commission  for  listed  stocks 
beats  E*Trade's  $14.95  fee.  Terry 
also  likes  to  follow  Net  message 
boards,  such  as  those  that  focus 
on  single  stocks  at  Yahoo!  Fi- 
nance. "I  wouldn't  take  people's 
picks,"  he  says.  But  Terry  often 
finds  fodder  for  further  research. 
Plus,  he  adds,  "they're  always 
entertaining."        Anne  Tergesen 


;,"  so  call  firms  with  questions  if  you  can't 
hat  you  need  online.  And  check  out  the 
r;e  boards  at  Gomez.com  or  TheStreet.com 
er  investors'  takes  on  various  brokers. 
;n  picking  a  broker,  it's  also  important  to 
tand  your  investment  goals  and  pick  an 
that  can  help  you  achieve  them.  Most 
fall  under  one  of  four  headings:  hyperac- 
■aders,  serious  investors,  hobbyists,  and 
stance  runners.  If  you  recognize  yourself 


in  any  of  these  categories, 
we'll  help  point  you  in  the 
right  direction. 

HYPERACTIVE   TRADERS.  You 

may  be  a  day  trader,  or  you  log 
on  two,  three,  and  more  times  a 
day  hoping  to  capture  gains 
from  the  market's  ups  and 
downs.  Investors  in  this  group 
have  a  wide  range  of  choices, 
since  this  is  where  many  online 
brokers  are  targeting  their  ser- 
vices. The  bulk  of  heavy  traders 
gravitate  toward  the  big-name 
online  firms  such  as  Datek  and 
E*Trade.  Suretrade  and  Amer- 
itrade are  also  popular  and 
highly  rated  by  Gomez  for  their 
low-cost  trades.  But  some  small- 
er firms  also  appeal  to  active 
traders.  Rzepka,  44,  of  Akron, 
Ohio,  buys  and  sells  stocks  an 
average  of  10  times  a  week.  He 
has  accounts  at  Schwab  and 
Web  Street  Securities  and  likes 
Web  Street  because  customers 
pay  no  commission  on  trades  of 
more  than  1,000  shares  of  Nas- 
daq stocks  over  $2.  Web  Street 
Chairman  Joseph  Fox  says  his 
firm  makes  its  money  by  ac- 
cepting payments  from  market 
makers  for  orders  it  routes  to 
them.  The  market  makers,  in 
turn,  earn  their  profit  from  the  small  gap  be- 
tween bid  and  asked  prices. 

For  active  traders,  quality  of  execution  is  the 
No.  1  concern.  This  is  a  murky  area.  Sometimes, 
trading  problems  occiu*  because  of  heavy  market 
volume.  Stock  prices  can  move  so  fast  that  order 
executions  lag  badly  behind  price  fluctuations. 
When  this  happens,  limit  orders  are  smart.  Even 
though  they  typically  cost  extra,  they  let  you  set 
a  limit  for  the  price  at  which  you  wish  to  buy  or 


BROKER 
SCOREBOARDS 

If  you're  mulling  over 
which  online  broker  to 
use,  check  out  the 
ratings  at  the  follow- 
ing sites: 

►  Expert  Online 
Investment  Advocates 
www.xolia.com 

►  Gomez  Advisors' 
Internet  Broker 
Scorecard 
www.gomez.com 

►  KeyNote 
Systems'  Online 
Brokerage  Index 
www.keynote.com 

►  The  Motley  Fool 
Brokerage  Center 
www.fool.com 


Your  Needs 


THE  HOBBYIST 

r  strong  returns  from  a  portfolio  used  to  supple- 
?,  pay  for  big  purchases,  or  provide  for  retirement 


LIMIT  ORDER*  COMMENT 


THE  LONG-DISTANCE  RUNNER 

You're  not  a  frequent  trader  but  want  tools  for  financial  plan- 
ning and  portfolio  optimization 

LIMIT  ORDER*  COMMENT 


BROKER 


■  $20 

Easy-to-use  screens, 

FIDELITY  $30 

Combines  stability  with  diverse 

.com 

diverse  investment 

www.fidelity.com 

products  and  planning  tools.  Watch 

! 

tools,  and  access  to  IPOs. 

800  544-7272 

out  for  fees  on  small  accounts. 

30 

Broad  product  selection,  good 

CHARLES  SCHWAB  29.95 

Useful  tools  for  planning 

om 

fund  screening  and  phone 

www.schwab.com 

and  portfolio  analysis. 

support.  IPOs  available.  Slow  to 

800  435-4000 

Management  focused  on 

update  holdings. 

serving  this  customer  group. 

iCHWAB  29.95 
com 

) 


Strong  in  advice  and  information, 
links  to  investment  advisers.  IPOs 
available.  Special  services  for 
those  with  more  than  $100,000. 


WATERHOUSE 

www.waterhouse.com 

800  934-4410 


12  Low  prices,  good  basic  investing 

tools,  and  wide  fund  selection. 
Web  site  could  be  faster. 


*Up  to  1.000  Shares    DATA  GOMEZ  ADVISORS.  FORRESTER  RESEARCH,  EXPERT  ONLINE  INVESTMENT  ADVOCATES,  BW 
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ROBERTA  MEYER 

Schoolteacher 


'A  DIVERSITY  OF  THOUGHT' 


Roberta  Meyer  is  an  old-fash- 
ioned buy-and-hold  investor 
with  just  under  $1  million, 
mostly  in  fixed-income  in- 
struments and  mutual  funds.  But 
when  researching  investments, 
she  is  on  the  cutting  edge. 

Before  work,  the  56-year-old 
health-careers  teacher  at  Miami 
Senior  High  School  drinks  her 
coffee  at  her  PC.  She  darts  in 
and  out  of  bulletin  boards  and 
sites  including  fundsinteractive. 
com  and  fundalarm.com.  She  also 
posts  messages  seeking  advice. 
For  example,  she  recently 
shopped  for  value  investments  to 
balance  a  portfolio  that  had 
grown  lopsided  due  to  the 
strength  of  growth  stocks. 
Then,  Meyer  checks  perfor- 


mance data  at  Morningstar.Net, 
confers  with  her  husband, 
Samuel,  and  places  orders  online 
or  by  phone  with  Charles 
Schwab  or  Fidelity.  The  value 
search  led  her  to  3M,  General 
Motors,  and  Washington  Mutual 
Investors  Fund.  Meyer  occasion- 
ally buys  stocks  online  at  Fideli- 
ty. Two  winners:  at&t  and  soft- 
ware maker  Omega  Research. 

Meyer  says  the  Web  makes 
her  a  better  investor  by  expos- 
ing her  to  "a  diversity  of 
thought."  Yes,  "some  of  it  is 
garbage."  But  with  her  portfolio 
up  26%  in  1997  and  30%  in  1998, 
Meyer  considers  her  time  in- 
vesting online  a  worthwhile  edu- 
cation— high  praise  from  a 
teacher.  Anne  Tergesen 


ONLINE 
INVESTING 


sell  a  stock.  Also,  many  brokers  have  had 
system  problems  that  have  left  traders  in  the 
lurch.  Securities  regulators  have  received  thou- 
sands of  complaints  about  slow  Web-site  re- 
sponse times,  inadequate  phone  support,  and 
problems  getting  trades  executed  online, 
i  Yet  another  is- 
sue is  whether  bro- 
kers are  giving  in- 
vestors the  best 
prices  on  trades.  Some,  like 
Web  Street,  send  customers' 
orders  to  market  makers  who 
pay  for1  the  business.  A  cheap- 
er way  might  be  to  route  or- 
ders through  electronic  com- 
munications networks,  which 
match  buvers  and  sellers  for  a 


THE  BIGGEST  ONLINE  BROKERS 

MARKET  SHARE* 
OTHERS 


AMERITRADE 


FIDELITY      DATEK      E  "TRADE 

"AS  OF  DEC  31,  1998   DATA  CREDIT  SUISSE  FIRST  BOSTON  CORP 


small  commission.  The  Securities  &  Excha 
Commission  is  investigating  all  these  issues, 
the  result  may  change  the  playing  field  for  ac 
traders. 

One  option  active  traders  should  consider 
nasdaq  Level  2  screen.  This  advanced  tool 
cost  more  than  $50  a  month.  It  displays  ac 
buy  and  sell  orders  being  placed  by  market 
ers  for  nasdaq  stocks,  letting  you  judge  whe 
a  stock's  price  is  being  pushed  up  or  dowi 
also  lets  you  decide  exactly  what  price  you 
to  pay  or  receive.  David  Nassar,  presiden 
Market  Wise  Trading,  a  Denver  day-trading 
says  Level  2  quotes  let  "investors  trade 
with  the  big  guys  and  know  they're  getting 
best  possible  price."  But  you  had  better  be  a 
voted  investor:  Besides  its  cost,  Level  2  tra< 
takes  a  long  time  to  learn. 

SERIOUS  INVESTORS.  Does  investing  occuj 
large  part  of  your  day?  Do  you  make  at  leas 
stock  trades  a  year?  If  so,  you  fit  the  profile 
serious  investor.  These  people  typically  1 
multiple  accounts.  They  may  keep  their 
holdings  at  a  full-service  broker  and  establish 
or  two  online  accounts  to  execute  low-cost  tra 

Extra  accounts  also  serve  as  backup  in 
your  primary  broker  experiences  technical  p 
lems.  And  they  give  you  access  to  a  wider  n 
of  products,  from  options  to  bonds  to  initial 
lie  offerings.  Indeed,  at  least  six  online  bra 
offer  limited  access  to  ipos:  Schwab,  E*Trade 
delity,  Wit  Capital,  Discover,  and  DLjDirect. 
major  online  brokers  offer  options,  but  some 
quire  you  to  trade  through  a  human  being, 
terested  investors  may  want  to  consider 
cialists  such  as  Lind-Waldock  (www.lind-wald 
com)  or  Jack  Carl  Futures  (www.  jackcarl.c 
In  a  survey  of  10,000  investors  earlier 
year,  Forrester  Research  found  serious  inves 
(it  calls  them  the  "affluent  aggressive")  fi 
firms  with  low  transaction  costs  and  reli 
trading.  Its  top  rankings  for  this  class  wen 
Suretrade  and  Datek.  Fidelity,  which  has  hij 
commissions  than  the  others,  placed  third 
its  high-quality  execution.  The  mutual-fun 
ant's  brokerage  unit  has  avoided  service  p 
lems  that  have  plagued  many  online  broker 
trading  volume  soared  recently. 

Gary  Smith  was  strictly  a  buy-and-hold 
tual-fund  investor  until  he  discovered  the  L 
net  two  years  ago.  Now,  he  spends  four  hou 
day  tracking  his  portfolio  and  looking  for  tr; 
opportunities.  Like  most  serious  online  invesl 
Smith  does  virtually  all  his 
search  via  financial  Web  s: 
including  msn.com  and  M 
ingstar.Net.  Since  he  reliei 
his  brokers  primarily  for  i 
cuting  trades,  he  can  esc 
the  high  fees  of  full-ser 
firms.  In  the  first  four  mo. 
of  1999,  the  55-year-old  ret 
moved  in  and  out  of  fund 
times,  using  two  online 
counts.  One  is  at  Waterk 
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Sure  fire... 


Wo  r  ks-e  ve  ry-ti  me... 


Sales  proposal  of  the  century. 


Choosing  a  Broker 


to  take  advantage  of  its  fund  selection,  the  other 
at  Datek  because  it  charges  low  fees. 

HOBBYISTS.  This  category  includes  a  wide  range 
nf  investors  with  different  goals.  Vou  may  like  to 
tinker  with  portfolios  that  are  kept 
separate  from  retirement  assets  or 
college  savings.  Or  you  may  be  in- 
vesting for  near-term  events,  such  as 
buying  a  house  or  a  car  or  putting  a  kid  through 
college. 

Richard  Miner,  34,  is  typical  of  this  diverse 
group.  As  chief  technology  officer  and  a  co- 
founder  of  Wildfire  Communications,  a  Lexington 
(Mass.)  high-tech  startup,  he  works  12-hour  days. 


ONLINE 
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MATT  HARRIS 

Entrepreneur 


TESTING  THE  WATERS 


Matt  Harris  thrives  on  risk. 
In  1996,  he  quit  a  $50,000-a- 
year  job  managing  Warner 
Bros,  stores  on  the  West 
Coast  to  devote  his  energy  to  in- 
vesting. In  1998,  he  launched 
Exam  Web,  an  Internet  company 
that  helps  students  prepare  for 
standardized  tests  online. 

The  Net  has  been  a  major  fo- 
cus of  the  30-year-old  entrepre- 
neur's stock  trading,  too.  After 
falling  18%  in  1997,  his  portfolio 
rebounded  last  year  after  he  dis- 
covered Internet  stocks.  Thanks 
to  leverage,  the  value  of  the  as- 
sets in  one  tech  and  Net  stock 
account  has  zoomed  600%,  to 
about  $110,000,  since  October. 

To  research  the  stocks  and  op- 
tions he  trades  an  average  of 


three  times  a  week,  Harris  relies 
on  Yahoo!  Finance  and  EDGAR 
Online.  He  splits  his  business  be- 
tween four  brokers,  saying  "each 
has  pros  and  cons."  While  he 
likes  Discover  Brokerage's  de- 
tailed options  listings,  he  got  into 
his  first  initial  public  offering  on 
Mar.  26 — snaring  100  shares  of 
Autobytel  through  Wit  Capital. 
Still,  more  than  half  of  Harris' 
nest  egg  is  in  blue  chips,  includ- 
ing Coca-Cola  and  Merck  at  a 
full-service  broker,  Prudential 
Securities.  Harris  likes  that  ac- 
count in  part  because  his  broker 
can  serve  as  a  financial  reference 
with  banks.  But  those  stocks  are 
strictly  buy-and-hold:  "It  would 
cost  me  a  fortune  to  trade  stocks 
there."  Anne  Tergesen 


Still,  he  carves  out  a  few  minutes  daily  to 
Ins  portfolio  of  15  tech  stocks  at  Schwab.c 
what  spare  moments  he  has,  he  surfs  the 
research  his  stocks  through  such  sites 
hoo!  Finance  and  Quicken.  Every  few 
he'll  trade  a  stock  online  base 
news  event  or  article  or  a  con 
tion  "that  causes  me  to  think 
something  I  am  holding,"  he 
Over  the  past  two  years,  Miner  claims  hi 
ings  have  quadrupled  in  value. 

For  executives  like  Miner  with  little 
time,  big  online  brokers  such  as  Schwab, 
ty,  and  Waterhouse  are  the  way  to  go. 
trading  costs  are  higher  than  average,  bu 
are  safe  and  reliable.  True,  Schwab  has  ha 
of  service  problems  in  the  past  six  month 
Miner  hasn't  encountered  any  problems. 

A  different  type  of  investor  in  this  cr 
Jeffrey  Bolden,  a  28-year-old  PhD  candic 
math  at  the  University  of  California  at  L 
geles.  He  and  his  wife,  Galina,  have  an 
portfolio  they  hope  will  pay  for  a  house  in 
years.  Last  year,  he  consolidated  his 
funds  into  one  account  at  Waterhouse,  wl 
likes  because  the  firm  makes  it  easy  to  mc 
sets  between  checking  and  brokerage  act 
Bolden  primarily  invests  in  mutual  fundi 
cializing  in  eveiything  from  emerging  marl 
gold.  He  makes  a  purchase  about  once 
five  weeks,  "when  cash  builds  up  in  the  ac 
Although  most  of  his  investments  have  pj 
Bolden  says  his  portfolio  is  "mildly  neg 
because  of  his  bearish  bets  on  large-cap 
stocks  via  the  Prudent  Bear  fund,  among 
Investors  who  like  to  tinker  with  theii 
folios  might  also  consider  DUDirect.  Gome 
it  top  ranking  because  its  Web  site  of 
broad  array  of  tools  and  access  to  Morgan 
ley  Dean  Witter  research. 

LONG-DISTANCE  RUNNERS.  Like  Roberta  ] 
the  56-year-old  Florida  high  school  teache 
filed  on  page  94,  you  want  your  money 
around  for  a  long  time.  So  you  need  a 
that  will  be  around  tomorrow,  and  the  ne: 
and  the  next.  Of  the  big  six  online  br 
three  fit  the  bill.  Schwab,  Waterhouse,  a 
delity  have  the  breadth  of  products  and  s 
power  for  investors  concerned  more  aboi 
bility  than  low-cost  trading.  E*Trade  is  ma 
bid  for  this  group  by  adding  mutual  fun< 
research  tools,  but  its  best  services  are  de 
for  trading.  Datek  and  Ameritrade  offer 
limited  product  lines  and  focus  their  att 
primarily  on  active  stock  traders.  Some  s 
brokers  are  also  making  a  push  for  lor 
tance  runners.  Gomez  Advisors  says  thf 
vestors  should  consider  D  L  jDirect  and  Di 
because  of  their  long-term  planning  tools. 

In  barely  four  years,  the  online  broken 
dustry  has  exploded.  However  you  do  y< 
line  investing — at  a  frantic  pace  or  only 
you  need  to  rebalance  your  assets — the 
opening  new  vistas  for  you. 

With  Anne  Te 
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lobe  Acrobat 

Wouldn't  your  business  be  more  profitable  if  they  got  what  you  sent?  Don't  worry.  With 
Acrobat*  4.0  software  from  Adobe^  all  the  documents  you  send  electronically  will  arrive  exactly  as  you 
intended.  It  doesn't  matter  whether  you  use  Microsoft'-  Office  or  some  other  application  to  create  your 
documents.  It  doesn't  matter  which  platform  you  use.  With  Acrobat,  they  get  what  you  send.  Everything 
you  send.  The  first  time  you  send  it.  So  you  don't  need  to  worry  about  your  customers  "getting  it." 
For  more  information  contact  a  software  reseller  or  visit  our  web  site  at  www.adobe.com/acrobat99 


Adobe 


turn 


nternet 


At  Sprint,  we  know  it's  not  just  about  being  one  of  the  world's  largest  carriers  of  Internet  traffic.  It's  about  a  small  g« 
being  able  to  cross  vast  distances  to  find  the  great-grandmother  she's  only  heard  of.  So  she  can  link  the  past  to  tf| 


ooking 
>  eyes  and 
you  are. 


nt,  one  generation  to  another.  All  without  ever  leaving  her  room  in 
Isn't  that  the  point  of  contact7  www.sprint.com  1-800-PIN  DROP 


The  point  of  contact 
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Commentary 


WHY  OLD-LINE  FIRMS  NEED  NEW  ONLINE  TRICl 


BY  MIKE  McNAMEE 


■  n  a  world  where  brokers  still  can't  send  E- 
B  mail  directly  to  clients,  what  can  a  customer 
I  expect  online  from  a  full-service  broker? 
The  question  troubles  Wall  Street's  big  broker- 
age houses.  Caught  off  guard  by  the  growth  of 
online  investing,  they  have  only  just  begun  to 
convert  their  marketing-oriented  In- 
ternet sites  into  really  useful  in- 
vestor tools.  Most  full-service  bro- 
kers' sites  don't  offer  online  trading 
yet,  though  firms  vow  that  will  change  soon. 
The  big  brokers  can't  even  tap  into  so  basic  a 
tool  as  E-mail  because  securities  regulators  re- 
quire that  a  branch  manager  review  any  writ- 
ten message  your  broker  sends  you. 

Little  wonder  full-service  brokers  seem  clue- 
less about  the  Net.  They  must  do  a  better  job 
of  tailoring  their  offerings  to  their  strengths — 
advice  and  planning — or  lose  clients  to  online 
discounters.  "Our  real  value  is  in  our  heads, 
not  our  trade  execution,"  says  Prudential  Secu- 
rities ceo  Hardwick  Simmons.  Indeed,  with  ex- 
ecution becoming  a  $10-or-less  commodity,  the 
winners  will  be  firms  that  best  use  technology 
to  target  specific  financial  information  to  clients 
— and  persuade  them  it's  worth  paying  for. 

Prudential  has  taken  the  boldest  steps.  Pru- 
dential Advisor  (www.prusec.com)  goes  online 
on  May  17,  charging  clients  a  fee  based  on  the 


ONLINE 
INVESTING 


•  Account  informa- 
tion that  downloads 
into  personal  finance 
software 

•  Research  on  mar- 
ket trends  and  stocks 

•  Customized  watch 


lists  and 
alerts 


E-mail 


•  Electronic  trading 
-    •  Low  commissions 
•J3^?3^   .Online'collaboraV 


size  of  an  account.  Clients  with  $100,000  m 
pay  1.5%  of  their  assets  annually,  while  til 
whose  account  tops  $5  million  will  pay  0.a| 
addition,  each  trade — online  or  not — will  m 
$24.95,  high  for  online  trades  but  a  frm 
of  traditional  commissions.  Pru  says  cli 
will  get  better  tips  and  advice  becausij 
kers — who  won't  share  in  the  commisii 
won't  have  an  incentive  to  encourage  I 
ing.  Others,  such  as  Morgan  Stanley  if 
Witter  and  Merrill  Lynch,  have  asset-basl 
fees  that  include  a  fixed  number  of  trades! 
NEW  AND  IMPROVED.  Full-service  firms  all 
hope  to  capitalize  on  the  Web's  potential  I 
improved  service.  Salomon  Smith  BarneB 
AssetOne  account  (www.smithbamey.c<| 
which  charges  an  asset-based  fee  but  If 
yet  launched  online  trades — provides  d| 
tailed  cost  basis  and  long-  and  short-tei 
gain  and  loss  calculations  on  a  client's  | 
folio.  The  data  can  be  downloaded  into! 
Quicken,  Microsoft  Money,  or  a  spread! 
Where  full-service  firms  still  come  up  s| 
however,  is  in  converting  the  Net's  vast  i:l 
ment  information  into  useful  guidance  fori 
clients.  True,  most  post  research,  and  mail 
clients  set  up  watch  lists  for  E-mail  alertil 
news  on  stocks.  But  brokers  have  stoppeJ 
short  of  embracing  the  "mass  c* 
tomization"  pioneered  by 
Amazon.com,  which  provides  pi 
alized  recommendations  on  boof; 
based  on  your  purchases  and  browsing  hem 
"Recommendations  are  the  job  of  the  firl 
consultant" — the  human  broker — says  Ste\| 
Clifford,  Smith  Barney's  director  of  interacts 
marketing.  To  avoid  losing  this  human  factfj 
some  brokers  will  offer  "collaboration"  beftf 
long.  Stumped  by  a  chart  on  a  firm's  Web 
Click  a  button,  and  get  a  voice  link  to  a  br 
Viewing  the  same  chart,  the  broker  could 
you  through  it  and  lead  you  to  other  data. 

Innovations  like  this  could  help  keep  V 
Street  from  laying  off  legions  of  brokers. 
Surely  an  industry  that  spends  billions  oi 
computer  systems  to  keep  its  own  trader 
the  black  can  do  more.  Why,  for  instance, 
your  broker's  system  automatically  track 
investment  needs,  risk  tolerance,  and  tra 
style,  and  then  zap  customized  tips  to  yoi 
desktop?  Full-service  brokers  figure  ther 
always  be  a  markei 


•  Financial  planning 
tools  for  retirement 
and  calculating 
college  costs 


tion  that  will  allow 
you  and  your  broker 
to  do  research 
together 


among  affluent  clie 
for  hand-holding.  B 
they  don't  use  infoi 
tion  technology  to 
these  clients  better 
someone  else  surel; 


McNamee  covers 
vesting  from  Washi 


Full-Service 
Dream 

I  What  you  should  be 
^getting  online ... 


'00  BUSINESS  WEEK  /  MAY  24.  1999 


I  M^l      imp%&%&,  with 


<&nda£hlti,  AM. 


LIBERTY  MUTUAL  TELEPHONIC  NURSE  CASE  MANAGER 


M  a 

tit 

BUSINESS  HUTO 

HOME 
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\\  Every  year,  3.5  million  people 
are  injured  at  work.  That's  where 
my  job  starts,  making  all  the  calls 
I  can  to  get  patients  into  the  most 
appropriate  doctors,  or  just  helping 
them  find  alternate  jobs  they 
can  perform  while  in  recovery.  I 
worked  in  a  hospital  for  27  years, 
so  I  know  what  it's  like  to  need 
the  help  of  another  person.  That's 
why  I'll  be  there,  on  the  other 
end  of  the  phone,  coordinating 
care,  so  these  people  can  get  their 
lives  back  on  track.  HI] 


Report  claims  as  early  as 
possible;  after  2  weeks,  incidents  become  27%  more  expensive.  Also, 
track  reporting  practices  to  identify  areas  in  need  of  improvement. 
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The  Right  Tools 
For  the  Right  Trades 


How  to  exploit  the  expanding  array  of  digital  trading  aids 


BY  EDWARD 
C.  BAIG 
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STREET.COP 

If  you  want  to  steer 
clear  of  dubious 
investments  and 
scams,  StockDetec- 
tive.com  (www.finan- 
cialweb.com/stockde- 
tective)  will  alert  you 
to  Wall  Street  "No 
Gooders"  who  are  tar- 
gets of  SEC  actions. 
It  also  presents 
"Stinky  Stocks"  and 
companies  that  have 
made  outrageous 
claims  or  seen  their 
shares  go  through 
wild  price  swings 
and  spikes  in  trading 
volume. 


nvestors  who  need  to  be  in  the  know  at 
any  hour  can  now  have  news  and  stock- 
price  alerts  delivered  to  a  pager,  personal 
digital  assistant,  or  cell  phone.  They  have  ac- 
cess to  a  World  Wide  Web  filled  with  an  as- 
tonishing wealth  of  financial  and  investment 
information.  And  they  can  pump  all 
that  info  into  sophisticated  software 
to  turn  raw  market  data  into  smart 
trading  strategies. 

Whether  you  trade  stocks  with 
abandon  or  salt  away  shares  in  mu- 
tual funds  for  your  golden 
years,  the  trick  is  to  ex- 
ploit the  expanding  pano- 
ply of  digital  aids  at  your 
command.  With  a  modest  effort  and  a 
hand  from  business  week,  you  can  build 
your  own  computerized  tool  kit  by  se- 
lecting the  smartest  mix  of  Web 
sites,  software,  and  wireless  prod- 
ucts to  suit  your  investing  phi- 
losophy (table,  page  104). 

Before  shelling  out 
hundreds  or  thousands  of 
dollars  on  software  and 
gadgets,  start  with  the 
Web.  You'll  find  so  much  free 
stuff  that  you  may  never  have 
to  spend  anything  until  you  actually 
make  a  trade.  Although  not  everything 
online  is  reliable,  you  can  uncover  Securi- 
ties &  Exchange  Commission  filings,  trade 
gossip  on  initial  public  offerings,  and  seek  the 
wisdom  of  respected  economists  and  analysts.  If 
technical  analysis  is  your  bag,  BigCharts  will 
lead  you  to  25  of  the  most  popular  technical  in- 
dicators. If  you're  a  global  investments  afi- 
cionado, J.  P.  Morgan's  adr.com  Web  site  has 
all  the  dope  on  American  depositary  receipts. 
BestCalls.com,  meanwhile,  publishes  a  guide  to 
telephone  conference  calls  that  corporations  run 
for  analysts  and  investors  (page  111). 
FREE  VS.  FEE.  To  get  you  started  on  the  Web, 
head  for  Yahoo!  Finance.  It  contains  links  to 
suppliers  of  news  and  financial  data,  including 
The  Motley  Fool  and  TheStreet.com.  At 
Yahoo!,  you  can  find  lists  of  analyst  upgrades 
and  downgrades,  news  of  earnings  surprises, 
and  Reuters  headlines.  You  can  also  construct 


^K^S  stock,  bond,  and  mutual 
portfolios.  But  as  you  range: 
the  World  Wide  Web,  also  keep  an  eye  I 
sites  that  offer  screening  tools  for  amdl 
securities  based  on  earnings  multiples,  $o 
rates,  and  other  criteria  that  are  in  syr| 
your  investment  approach.  Screening  t>l 
free  sites  are  generally  more  limited  thai;! 
at  sites  that  command  a  fee.  Yahoo:  Fi 
for  one,  offers  basic  screening  capability 
free,  based  on  just  eight  data  field! 
you're  restricted  in  how  you  enter  the  en 
You  can  hunt  for  stocks  priced  between  <fjj 
$50  but  not  for  those  between  $40  and  1 
Intuits  Quicken.com  (www.quicken.ci 
free  as  well.  It  lets  you  sift  through  moil 
10,600  stocks  based  on  screens  that  incl'l 
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»  ... .  to  33  variables.  Unlike 
with  Yahoo!,  you  can  en- 
ninimum  or  maximum  value  you  want, 
ed  for  stocks  that  had  revenues  of  at 
billion,  a  five-year  total  return  of  at 
%,  a  maximum  price-earnings  ratio 
ind  that  were  within  5%  of  their 

high.  Thirteen  companies  fit  the  bill, 
ta  at  Quicken.com  is  provided  by  Stan- 
5oor's  Personal  Wealth,  (www.personal- 
)m),  itself  a  wide-ranging  source  of  on- 
istments  and,  like  business  week,  a 


unit  of  The  McGraw-Hill 
Companies. 

Intuit's  archrival,  Mi- 
crosoft, charges  for  some  of  the  ad- 
vanced features  at  msn  MoneyCentral 
Investor  (investor.msn.com),  but  many 
of  the  tools  it  offers  are  worthwhile.  Sub- 
scribers who  pay  $9.95  a  month 
($6.95  if  MSN  is  your  Internet  ser- 
vice provider)  can  take  advantage 
of  solid  screening  capabilities.  You 
can  cull  from  a  database  of  more 
than  16,000  stocks  and  mutual  funds 
and  create  screens  based  on  more  than 
300  variables.  Once  you  have  brought 
up  a  list  of  stocks,  click  on  ticker  sym- 
bols to  view  company  descriptions  and 
research  reports  provided  by  Hoover's 
Online,  Disclosure,  and  Zacks.  Other 
subscriber  features  include  insider  trad- 
ing data  and  alerts  on  such  things  as 
sharp  increases  in  trading  volumes  and 
stock  splits. 

Wall  Street  City  from  Telescan  also 
blends  free  fare  with  premium-priced 
services.  The  giveaways  include  de- 
layed quotes,  commentary,  10K  filings, 
and  the  ability  to  construct  a  single 
portfolio  with  up  to  150  symbols.  For 
.95  per  month,  you  can  monitor  up  to 
seven  different  portfolios,  retrieve  his- 
torical quotes,  and  access  a  variety  of 
fundamental  and  technical  search  cri- 
teria. The  top  tier  costs  $34.95  a 
month.  It  includes  "back-tested"  search- 
es for  evaluating  assumptions. 
X-RAY  VISION.  Several  fine  sites,  includ- 
ing Brill's  Mutual  Funds  Interactive, 
cater  to  investors  who  concentrate  on 
mutual  funds.  At  Morningstar.Net, 
you  can  go  right  to  the  top:  CEO  Don 
Phillips  moderates  "The  Phillips  File" 
forum.  Visitors  to  Morningstar  can  also 
track  up  to  10  portfolios,  with  50 
securities  in  each,  for  free,  plus  use 
"Portfolio  X-Rays"  to  determine 
whether  holdings  are  over-  or 
undervalued.  Premium  sub- 
scribers ($9.95  per  month,  $99  a  year), 
get  more  detailed  X-Rays  and  can  take 
advantage  of  screening  tools  that  let 
them  select  among  15,000  funds  or  stocks,  using 
dozens  of  criteria. 

While  the  Internet  affords  investors  the  most 
up-to-date  financial  information,  it  cannot  de- 
liver the  number-crunching  power  of  invest- 
ment software.  Stock  Investor  Standard  and 
Pro  from  the  American  Association  of  Individual 
Investors  (aaii)  are  fundamental  screening  pro- 
grams that  differ  in  the  frequency  with  which 
data  is  updated  (quarterly  vs.  monthly)  and 


SMART  INVESTING 
ON  THE  WEB 

►  ASK  QUESTIONS  Do  your 
investment  needs  match  your 
broker's  services?  You  should 
switch  if  another  firm  better 
suits  your  goals. 

►  BE  CAREFUL  Type  in  correct 
ticker  symbols  when  trading 
online.  And  always  use  limit 
orders  for  volatile  stocks. 

►  STABILITY  COUNTS  Don't  tie 
up  all  your  assets  in  a  small 
broker.  Regulators  warn  that 
some  may  fall  short  of  capital 
requirements  if  the  market 
crashes. 

►  GET  HELP  For  assets  you 
can't  afford  to  lose,  consider 
seeking  an  opinion  from  a 
professional  adviser  or  full- 
service  broker. 

►  COMPLAIN  If  you  have  a 
problem.  E-mail  the  firm, 
notify  the  SEC  (www.sec.gov) 
and  NASD  (www.nasd.org), 
and  drop  a  note  on  message 
boards  that  track  online  trad- 
ing problems,  such  as 
www.gomez.com. 


jgh  not  everything  online  is  reliable,  you  can  uncover  SEC  filings,  trade 
p  on  IPOs,  and  seek  the  wisdom  of  respected  economists  and  analysts 
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cost  ($148  vs.  $247  a  year,  less 
for  ami  members).  Off  the 
same  database  of  9,000  compa- 
nies, the  standard  version  lets 
you  screen  for  companies  meet- 
ing criteria  on  more  than  600 
variables,  the  pro  entry  1,500 
variables.  But  if 
timeliness  counts, 
you  will  do  better 
with  Value  Line  In- 


vestment Survey  for  Windows, 
which  lets  you  download  week- 
ly updates  off  the  Web.  A  pack- 
age with  1,700  stocks  costs  $595 
per  year;  one  covering  8,000  is- 
sues costs  $995. 

If  you  prefer  technical  analy- 
sis, you  should  choose  a  pro- 
gram  with  extensive  charting  or  trading-sys- 
tems features.  Trading-systems  indicators  can 
generate  buy  and  sell  signals.  Manhattan  Ana- 
lytics, for  example,  produces  a  trading  program 
for  mutual  funds  called  Monocle  II  ($300,  plus 
$240  a  year  for  data,  from  www.manhattan- 
link.com).  Among  the  stocks  packages  on  the 
market  are  MetaStock  from  Equis  Internation- 
al (www.equis.com),  TradingExpert  Pro  from 
aiq  Systems  (www.aiq.com),  TC2000  from  Wor- 
den  Brothers  (www.worden.com),  TradeSta- 
tion  from  Omega  Research,  and  Internet 
Trader  Deluxe  from  Window  On  WallStreet 


(www.windowonv 
street.com).  E 
varies  in  the  nun 
and  kind  of  techr 
indicators  offe 
and  some  blenc 
fundamental  anal 
tools.  And  man; 
these  really  are 
the  serious  day  t 
er.  MetaStock  Prt 
sional  costs  $1, 
but  you'll  also  ne> 
real-time  data 
from  Reuters  or 
Broadcasting,  an 
costs:  dbc  chai 
$1,800  a  year  or  : 
"  a  month,  plus 
change  fees,  for  its  eSignal  feed. 
PALM  POWER.  If  you  are  an  investor  who  is 
stantly  on  the  fly,  Internet-ready  cell  pho 
PDAs,  and  pagers  can  keep  you  in  touch 
markets  and  alert  you  when  news  aff 
your  holdings.  Reuters  and  Aether  Techn 
gies  International  offer  MarketClip,  a  ser 
that  delivers  real-time  quotes,  news,  chs 
and  market  summaries  to  certain  3Com  F 
pdas  and  Windows  CE  devices.  The  ser 
costs  $79  a  month,  plus  exchange  fees, 
you'll  have  to  supply  your  own  hardware. 
Fidelity  Investments  will  also  keep  yo 


TINY  TRADER:  Fidelity's  two-way  pager 


Web  Resources  For  Online  Investors 


SITE/ADDRESS                 COMMENTS  SITE/ADDRESS  COMMENTS 

adr.com  www.adr.com  market  guide  investor  www.marketguide.com 

►  J.P.  Morgan  provides  the  skinny  on  American  depositary  receipts.  ►  Good  collection  of  free  fundamental  data  and  earnings 

estimates. 

bigcharts  www.bigchat1s.com   

►  A  bevy  of  performance  comparisons  and  technical  analysis  morningstar.net  www.morningstar.net 

charts — for  free.  ►  Not  just  mutual  funds.  You  can  screen  a  database  of  more  th 

— '   8,000  stocks. 

bridge.com  www.bridge.com   

►  Excellent  for  global  charts  and  quotes.  nasdaq  www.nasdaq.com 

   ^  pree  | nf 0Quotes  feature  gives  you  delayed  quotes  and  bid-ask 

business  week  online  www.businessweek.com  spreads  on  NASDAQ 

►  Charts,  quotes,  portfolio  tracker,  news  analysis,  asset  allocator.  

  quote.com  www.quote.com 

cbs  marketwatch  ,  www.cbsmarketwatch.com  stream|    |jve  M$  |et     watch  the  marRet  move  whj|e 

^^^^^L1!!^™?-1!^*'^   work  in  other  programs. 

cents  financial  journal  lp-llc.com/cents/  s&p  PERSONAL  WEALTH  ;  www^ersonalwealthxom" 

►  DaHy  market  commentary  from  leading  economists  and  strate-  ^  ts  $g  g5     month  As$et  a||Qcat|    stock  jcks  and 
gists  at  Moody s,  Morgan  Stanley,  and  others.  fund  screens 

rnancenter  ,  www.financenter.com  Vok  wVzard  "  "www.1  Okwiz^ 

^ Free  onhne  cal_cula!or! J0^00^:  bondsJ  and_mutual. f_undsL   ►A  powerful  search  engine  for  SEC  filings. 

freeedgar  www.freeedgar.com  wall  street  city  -  www  wallstreetcity  com 

►  Unlimited  apcess  to  SEC  filings,  plus  E-maM  alerts.   Melescan.s  comprehensive  si'te  with  free  and  fee-based  funda- 

spo  maven  www.ipomaven.com  mental  and  technical  analysis. 

►  Lives  up  to  its  name  with  historical  and  current  data  on  initial 
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derstands  that  family 
ran  sometimes  be  a  test 
rhat's  why  we  took  our 
nowledge  of  electronics, 
id  kids  and  created  a  high 
ir  Seat  Entertainment 
it  can  be  custom 
into  almost  any  vehicle 
I  Now  the  kids  can 
'  favorite  movies  on 
deo  games  in  back  while 
Dad  enjoy  a  calming 


Bach  concerto  CD  in  front. 
Visteon's  Rear  Seat  Entertainment 
system  is  just  another  example  of 
innovative  people-driven  technology 
designed  to  look,  feel,  and  function 
like  it  was  meant  to  be  a  part  of 
your  interior. 

Call  us  today  at  1  -800-VISTEON 
or  visit  www.visteon.com.  Ask  how 
we  can  integrate  our  Rear  Seat 
Entertainment  system  into  your 
interior.  Seamlessly. 


Nintendo'  partners 
exclusively  with 
Visteon's  Rear  Seat 
Entertainment 
system.  Another 
reason  we  invite  you  to  see 
the  possibilities  of  working  with  as 

Nintendo'  and  Nintendo'  64  are  trademarks  of  Nintendo  of  America,  Inc 
Mario  character  used  with  permission 


Visteon 


BusinessWeek  Investor 


Sites  and  Software 


ONLINE 
INVESTING 


touch  via  its  new  InstantBroker  service.  It  zaps 
a  market  summary  and  real-time  quotes  to  a 
two-way  interactive  pager  from  Research  in 
Motion  (rim).  Fidelity  also  serves  the 
Iridium  world  phone,  and  when  it 
appears,  the  Palm  VII  PDA  as  well. 
Those  who  carry  the  pager  can  also 
place  trades  using  the  device.  The  service  is 
free  for  active  Fidelity  account  holders,  but 
you'll  have  to  pay  paging  or  phone  charges  and 
provide  the  hardware.  BellSouth,  the  wireless 


network  provider,  sells  the  rim  pager  for 
or  rents  it  in  a  variety  of  plans. 

The  device  has  a  tiny  keyboard  that's 
quate  for  E-mail,  and  a  wheel  you  click  1 
mouse.  I  could  scroll  down  to  see  how 
stocks  were  faring,  and  find  out  why  the 
had  just  beeped.  The  answer:  IBM's 
jumped  past  the  $205  trigger  that  had 
set.  How  you  jump  on  such  news  will  d< 
whether  you've  assembled  a  smart  digits 
vestment  tool  kit. 


ROCKET  SCIENCE  MADE  SIMPLE 


BY  MARCIA  VICKERS 

Quantitative  investors  are  the  rock- 
et scientists  of  Wall  Street, 
crunching  massive  banks  of  num- 
bers to  reveal  undervalued  com- 
panies, indexes,  and  markets.  Now, 
thanks  to  the  Internet,  you,  too,  can 
be  a  quant.  You  don't  need  a  PhD  in 
math.  All  you  need  is  a  computer  to 
take  you  to  one  of  the  many  Web 
sites  featuring  quantitative  stock 
screens  (table). 

One  site  that's  almost  purely  quant 
is  MarketPlayer.  Started 
three  years  ago  by  Ed- 
ward Murphy,  a  former 
quantitative  analyst  for 
Morgan  Stanley  Dean 
Witter,  it  allows  you  to 
sift  through  some  4,000 
U.  S.  equities  and  more 
than  100  industry 
groups.  You  can  screen 
more  than  100  variables, 


SITE/ADDRESS 


to  look  at  equities  is  StockSelec 
tor.com's  Present  Value  screen, 
which  gives  the  fair  value  of  a 
stock  based  on  book  value, 
earnings  estimates,  and  in- 
flation adjustments.  It 
shows  that  though  Nautica 
Enterprises  is  trading 
around  $14  a  share,  it  really 
may  be  a  $20  stock. 

Yahoo!  Finance  also  lets  you 
run  quant  screens.  Say  you 
want  to  find  large-cap  regional 


Quant  For  A  Day 


DESCRIPTIONS 


dismal  scientist  www.dismalscientist.com 

►  Use  its  calculator  to  find  out  if  stock  market  is  fairly  valued 

investertech  www.easystock.com 

►  Offers  a  historical  beta  summary  screen  for  (volatility)  data  going 


ket's  valuation,  Dismal 
Scientist  and  Market- 
Trak  have  answers.  Sa 
you  think  corporate 
profits  will  grow  7.5% 


such  as  company  earn-       back  one  year  over  ^ne  nex^  mont 


ings  estimates  and  his- 
torical price  statistics. 
One  neat  feature  lets 


marketplayer  www.marketplayer.com 

►  Screen  more  than  4,000  U.S.  equities  and  industry  groups  using  more 
than  100  quantitative  variables 


and  the  10-year  Trea- 
sury bond  yield  will  av 
erage  6%.  In  that  case 


you  pretend  you're  War-  _  ™»  „„_„ . .  -  says  Dismal's  Stock 


ren  Buffett,  the  ultimate 
value  investor.  The  War- 
ren Buffett  Stable 
Growth  Screen  finds 
stocks  with  strong,  sta- 
ble earnings  growth  and 


markettrak  www.markettrak.com 

►  Computer  models  help  forecast  individual  stocks  and  the  broad  market 

stockselector  www.stockselector.com 

►  "Industry  Value"  screen  lets  you  see  if  a  stock  is  priced  fairly  relative  to 
others  in  its  group 


Market  Valuation  Calc 
lator,  the  s&P  500  is 
overvalued  by  31.3%.  1 
MarketTrak,  the  Mark 
Safety  Index  (msi)  tells 
you  if  stocks  are  reach 


price-earnings  ratios  rel-  ing  perilous  highs  by 


ative  to  the  s&p  500- 
stock  index  that  are  less 
than  a  company's  histor- 
ical norms.  International  Dairy  Queen 
showed  up  six  months  before  Buffett 
scooped  it  up  in  October,  1997,  Mur- 
phy says.  One  pick:  Office  Depot. 

The  Industry  Value  screen  at 
StockSelector.com  can  help  you  find 
out  if  a  stock  is  priced  fairly  relative 
to  others  in  its  industry.  Another  way 


yahoo!  finance  www  yahoo.com 

►  Free,  all-purpose  screen  features  basic  quantitative  tools 


bank  stocks  with  p-e  ratios  of  10  to  30 
that  are  rated  "buy"  or  "strong  buy" 
by  many  analysts,  sell  for  $10  to  $50, 
and  have  estimated  one-year  earnings 
growth  of  25%.  Yahool's  picks:  Bank 
of  New  York  and  First  Tennessee  Na- 
tional Corp. 

To  get  a  handle  on  the  broad  mar- 


looking  at  the  different 
between  the  earnings 
yield  of  the  s&p  500  an 
the  90-day  Treasury  bill  yield.  Right 
now,  the  msi  is  at  -1.5  on  a  scale  fro 
+3  (most  undervalued)  to  -3  (most 
overvalued).  The  1987  crash  regis- 
tered a  -2.3. 

You  got  a  C  in  calculus?  Tap  into 
the  Net's  quant  models  and  crunch 
numbers  to  vour  heart's  desire. 
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PGP  Total  Network  Security 


McAfee  Total  Virus  Defense 


Sniffer  Total  Network  Visibility 


Magic  Total  Service 

.  vou  ARE  NDT  ALQhgE  Over   BD%  DF  TME  Fo 

:n  Network  Assqciates  t~e  ^«tunE  ,Da  have 

WETWDRK    — -    AN  D    MANAGEMENT     TQ  p 


Who's  watching  your  network 


Your  obligations. 


Your  responsibilities. 


Your  company. 


Your  employees. 


Their  needs. 


Their  future. 


Your  aspirations. 


Our  solutions. 
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ZURICH 

FINANCIAL  SERVICES 


Centre  •  Empire  Fire  and  Marine  •  Farmers 
Fidelity  and  Deposit  •  Scudder  Kemper  Investments 
Universal  Underwriters  '  Zurich 
Zurich  Kemper  Life  •  Zurich  Re 

www.zurich.com 

LSE  (London  Stock  Exchange):  ADZ  Allied  Zurich 
SWX  (Swiss  Exchange):  ZUAN  Zurich  Allied 

Allied  Zurich  ADR  (non  listed):  ADZHY 

7urirh  AH;Pd  APIR  Inon  lio^l  7PJ-TAV 


cal  commitment.  Your  aspirations.  Our  passion 
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Bonds 


How  to  Seal 

A  Great  Bond  Deal 

For  the  first  time,  investors  have  the  pick  of  the  litter 


BY  TODDI  GUTNER 


DEMO  TIME 

For  a  free  demon 
stration  of  E*Trade's 
Bond  Center,  visit 
www.bond-exchange. 
com,  and  click  on  the 
E*Trade  logo. 


V 


fou  can  purchase  nearly  any  stock  online. 
Bonds  are  another  story.  The  U.  S.  bond 
market  is  huge — $13  trillion.  But  unlike 
stocks  and  bond  mutual  funds,  most  indi- 
vidual bonds  trade  over  the  counter,  mean- 
ing publicly  available  price  data  is 
scarce.  So  investors  are  at  the  mercy 
of  brokers,  who  often  charge  fat  trad- 
ing spreads  and  commissions. 

Still,  if  you  know  where  to  shop,  you  can  seal 
some  great  bond  deals  on  the  Net.  Be  careful: 
Many  brokers  that  claim  to  sell  bonds  online 
don't.  You  have  to  deal  with  them  by  phone  and 
pay  high  markups.  E*Trade  and  Discover 
Brokerage  Direct  are  different 
They  give  investors  access  to 
large  inventories  of  bonds 
and  offer  real-time  prices 
and  on-the-spot  ordering. 
"For  the  first  time,  indi-  . 
vidual  investors  can  j 
comparison  shop  and 
get  a  fan-  shake,"  says 
Marilyn  Cohen,  presi- 
dent of  Envision  Capital 
Management,  a  Los  An- 
geles fixed-income  mon- 
ey manager. 


ONLINE 
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E*Trade's  Bond  Center,  launched  last 
ber,  is  the  better  of  the  two  brokers.  Its 
toiy  comes  from  the  trading  desks  at 
bond  dealers,  and  customers  can  see  lists 
porate,  agency,  U.  S.  Treasury,  municip 
zero-coupon  bonds,  plus  certificates  of 
You  can  search  for  a  specific  bond  by  m 
and  industry,  and  you  can  use  E*Trade'i 
lator  to  create  a  "laddered"  bond  portfol 
successive  maturity  dates.  Quoted  prices 
a  markup  of  a  half-percent  to  three-quart< 
percent,  compared  with  1%  to  3%  for  a  d 
or  full-service  broker.  There's  a  $40  fee 
buy  less  than  $20,000  worth  of  Treasu 
$10,000  worth  of  eorporates,  however. 

We  used  E  ""Trade's  site  to  search  for 
bond  with  a  6%  coupon  maturing  Mar.  1 
E*Trade's  offering  price:  97.49,  or  $974 
$1,000  face  value.  Money  m 
Cohen  phoned  other  retail 
and  found  them  selling  the  b 
around  98.50.  On  $25,000  wi 
bonds,  E*Trade  would  thus  sa 
Selling  a  bond  is  as  easy  as 


Where  to  Buy... 


SITE/ADDRESS/COMMENTS 


bondagent  ■  www.bondagent.com 

►  Large  catalog  of  offerings,  but  bond  you  want  may  not  be  available 

discover  www.discoverbrokerage.com 

►  Real-time  prices  of  munis  and  Treasuries  from  own  inventory 

e*trade  *  www.etrade.com 

►  Biggest  selection  of  all  types  of  bonds  to  buy  on  the  spot  with  real-time  prices 
U.S.  treasury  www.publicdebt.treas.gov 

►  Allows  Treasury  Direct  account  holders  to  buy  and  sell  government  securities 


...And  Get  Info 


bonds  online  *  www.bondsonline.com 

►  Good  basic  resource  with  database  of  recent  offerings 

bond  market  assn.  *  www.investinginbonds.com 

►  Excellent  research  tool,  lists  previous  day's  prices  for  1,000  municipals 


these 
$251.50. 

Your  order  goes  to  a  host  of  brokers  who 
spond  with  bids,  if  they're  interested. 

Disc-over's  offerings  are  mc 
ited.  It  lists  Treasuries  an< 
50  munis  from  Morgan 
Dean  Witter's  invent* 
does  feature  some  unk 
.  culators.  One  deterr 
bond's  yield  to  call, 
is  the  yield  you'll  re 
the  issuer  redeem 
curity  early.  Dis 
pricing  on  munis 
petitive    with  tl 
E*Trade. 

A  third  broker, 
Agent,  fell  shorl 
E*Trade,  it  lists  thi 
of  offerings  from  di 
trading  desks.  But  mos 
bonds  are  subject  to  ava 
which  means  they  could  1 
when  you  order.  Many 
aren't  real-time.  When  you  p 
order,  if  bond  data  shown  is  di 
from  what's  available,  BondAgent  will  a 
If  you're  looking  for  info,  visit  Bonds 
It's  not  a  dealer  but  a  database  that  lets 
prices  and  inventories.  It  also  has  a  bond 
forum.  The  Bond  Market  Assn.'s  site,  mes 
helps  you  price  muni  bonds  by  letting 
the  previous  day's  prices  of  1,000  issues. 

If  you're  interested  in  U.  S.  governmei 
Treasury  Direct  allows  current  account  ho 
purchase  securities  via  the  Bureau  of  the 
Debt  Web  site.  The  government  dedu 
price  from  your  bank  account.  Whether  y( 
to  buy  bonds  or  just  educate  yourself  ab 
market,  the  Net  is  breaking  down  the 
fixed-income  world.  Buying  bonds  online 
not  as  easy  as  purchasing  stocks.  But 
save  a  bundle  if  you're  savvy. 
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Commentary 


ANALYST  CALLS:  LET  INVESTORS  LISTEN 


STONE 


One  of  the  beauties  of  the  Internet  is 
that  it  gives  ordinary  investors  access 
to  secrets  once  known  only  to  the  pros 
One  by  one,  barriers  that  kept  the 
public  on  the  outside  looking  in  are  falling.  The 
next  to  go  should  be  the  clubby 
world  of  analyst  conference  calls. 

These  private  phone  chats  be- 
tween company  bigwigs  and  analysts 
and  portfolio  managers  usually  come  after  an 
earnings  release  and  aren't  supposed  to  disclose 
additional  information  that  would  be  material  to 
investors.  But  the  Securities 
&  Exchange  Commission 
has  noted  that  stock  prices 
sometimes  move  during  and 
shortly  after  the  calls,  rais- 
ing concerns  that  companies 
are  releasing  material  infor- 
mation to  a  favored  group. 
For  about  a  year,  the  sec 
has  been  speaking  out 
against  selective  disclosure. 
Technology  allowing  easy 

'  channel  and  click  on  "companies"    and  inexpensive  real-time  ' 
 audio  broadcasts  over  the 

usion  www.streetfusion.com 

i  c-call.com,  this  rebranded  site 
more  than  600  calls,  mostly  for  Wall 


ONLINE 
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ling  All  Netizens 


it  offer  analyst  conference  calls: 

.ls.com  www.bestcalls.com 

V  Guide  tor  corporate  earnings 
'ides  E-mail  reminders  for  calls 

ivst.com  www.broadcast.com 

i  conference  call  schedule,  go  to  the 


Net  could — and  should — 
bring  an  end  to  the  exclu- 
sionary nature  of  most  of 
these  conferences  (table).  Al- 
ready, tech  companies  such 
as  Microsoft,  Intel,  and  Sun 
Microsystems  are  letting  in- 
vestors click  into  then-  calls. 
Yahoo!  had  6,600  people  at- 
tend its  first-quarter  earnings  call  on  Apr.  7.  As 
more  homes  get  high-speed  Net  access,  Web- 
casts will  become  more  popular  and  useful,  in- 
corporating slide  presentations  and  video.  In 
December,  nasdaq  launched  a  pilot  program 


www.vcall.com 

ists  earnings  calls  and  other  news 
more  than  350  public  companies 


with  broadcast.com  to  prod  its  largest  100  com- 
panies to  Webcast  then'  conference  calls.  "I 

couldn't  think  of  a  better  way  to 
cure  selective  disclosure,"  says 
sec  Commissioner  Laura  Unger. 

For  investors,  Webcasts  are  a 
real  step  forward.  From  hearing 
live  presentations,  investors  can 
form  judgments  about  manage- 
ment's savvy.  Subtleties  such  as 
an  exec's  tone  can  signal  convic- 
tion or  caution  regarding  growth 
prospects.  Calls  can  also  provide  a 
fascinating  glimpse  into  a  compa- 
ny's inner  workings. 
More  companies  should  jump  at 
this  chance.  Online  conferences  are 
good  not  only  for  investors  but  for  com- 
panies themselves.  Some  execs  say  these 
conferences  can  help  form  stronger  bonds 
with  shareholders  and  build  long-term  support. 
Yet  while  about  80%  of  public  companies  host 
analyst  conference  calls,  so  far  few  are  taking 
them  online,  says  the  National  Investor  Rela- 
tions Institute.  Broadcast.com  says  only  11  of 
the  nasdaq  100  companies  have  thus 
far  participated  in  the  pilot.  Brian 
Connell,  ceo  of  StreetFusion  (former- 
ly c-call.com)  says  his  two-year-old 
company  Webcasts  earnings  calls  to  analysts  for 
625  companies — but  only  10%  to  20%  are  open 
to  the  public. 

UNDER  SIEGE.  Companies  cite  many  reasons  for 
not  opening  then-  mikes  to  the  public — all  of 
them  flimsy.  They  say  average  investors  won't 
understand  the  information.  But  investors  can 
misinterpret  a  press  release,  too.  Companies 
fear  that  competition  or  the  media  may  listen  in. 
But  they  should  assume  media  and  rivals  may 
gain  access  to  private  calls  as  well.  They  cite 
potential  legal  problems,  but  Unger  doesn't  see 
impediments  if  sec  guidelines  are  followed  in- 
volving predictions  of  sales  and  earnings. 

Mark  Coker,  who  founded  BestCalls.com  in 
late  March  to  provide  a  guide  for  online  earn- 
ings conferences,  says  some  companies  feel  "un- 
der siege"  from  online  investors.  The  rampant 
misinformation  in  chat  rooms  and  bulletin 
boards  makes  execs  wary  of  anything  that 
smells  of  cyberspace.  Instead,  he  says,  "they 
should  see  it  as  a  tremendous  opportunity  to  at- 
tract and  maintain  long-term  investors." 

It's  time  for  all  public  companies  to  spill  the 
beans  in  cyberspace.  Internet  calls  won't  end 
private  conversations  between  Wall  Street  and 
public  companies.  But  they'll  sure  improve  the 
information  shareholders  need. 

Stone  covers  investing  for  business  week  On- 
line (ivww.businessweek.com). 


The  Barker  Portfolio 


BY  ROBEI 


A  BATTLE  PLAN  FOR 
ACCIDENTAL  INVESTORS 

A strip  mall  in  smoggy  Montelair,  Calif.,  is  the 
last  place  anyone  would  expect  to  join  a 
revolution.  But  that's  where  I  fired  my  first 
shot.  It  was  1980,  consumers  had  just  won  the 
right  to  buy  their  own  telephones,  and  there  I 
stood,  poised  between  a  $19.97  rotary  dial  and  a 
push-button  job  for  $30  more.  I  can  see  now 
that  picking  the  rotary  model  was  pretty  lame. 
0.  K.,  it  was  really  lame.  Yet  the  very  act  of 
choosing  took  me  into  a  new 
economy,  where  monopolists 
no  longer  sold  all  the 
phones,  bankers  had  to  pay 
market  interest  rates,  and 
employers  quit  offering  full 
pensions.  Soon,  I'd  picked  a 
checking  account  with  inter- 
est and,  next,  a  $2,000  indi- 
vidual retirement  fund — 
managed  by  me. 

Today,  you  and  I  find  our- 
selves managing  once  un- 
imaginable sums,  portfolios 
in  six  and  seven  figures. 
We're  a  nation  of  accidental 
investors,  empowered  yet 
often  perplexed  by  the 
choices.  The  money's  great, 
but  if  you're  anything  like 
me,  you  might  feel  some- 
thing's amiss.  Personal  in- 
vesting keeps  taking  more 
time,  an  ever-bigger  share 
of  our  daily  worries.  Do  I 
own  the  right  funds?  Does  my  adviser  play  me 
for  a  sucker?  What  about  my  stock  options? 
Should  I  buy  this  "stocks  for  the  long  run"  stuff? 

Beneath  it  all,  you  also  may  wonder  how  you 
can  manage  your  wealth  without  having  it  take 
over  your  life.  This  new  column  is  devoted  to 
helping  you  do  just  that — running  your  portfolio 
intelligently,  without  turning  it  into  a  second  ca- 
reer. That  remains  harder  than  it  should  be- 
cause we're  forced  to  fight  on  three  overlapping 
fronts:  price,  performance,  and — crucially — the 
information  we  need  to  make  the  smartest 
moves.  Here's  how  I  see  the  battle  lines: 
PRICE.  Lots  of  people  know  to  the  dollar  what 
they  spend  on  commuting  or  having  their  pool 
cleaned.  I  have  yet  to  meet  anyone  who  could 
tell  me  just  how  much  they  spend  on  invest- 
ments. Why?  Because  Wall  Street,  through  such 
weird  words  as  "contingent  deferred  sales 
charge,"  cloaks  the  true  cost  of  its  wares.  It 
adds  up:  If  you've  got  $500,000  invested,  you're 
likely  spending  at  least  $5,000  a  year  in  various 
costs.  You  easily  could  be  paying  double — or 


half — that  much.  For  us,  such  a  wide  rang 
both  opportunity  and  danger. 
PERFORMANCE.  As  would  any  smart  sell 
no  bargain  price  to  offer,  Wall  Street 
often  points  out  something  more  com 
Usually,  it's  our  feelings  of  guilt  (Har 
2007  will  cost  what?)  or  greed  (ipo.coi 
buy  it!).  That's  why  investment  pitche 
on  potential  payoffs  far  more  than  on 
escapable  risks.  Yet  reaching  the  payof 
such  a  modest-sounding  one  as  matching 
ket's  return  without  talcing  extra  risk — is 
ly  elusive,  a  fact  legions  of  underperf 
money  managers  privately  concede. 
INFORMATION.  All  those  digital  footprint 
our  money's  many  paths,  from  401(k)  c( 
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tions  to  home-equity  payments,  come 
month  from  eveiy  direction.  They  are  th 
managing  money  well.  Yet  they  remain 
our  grasp.  Take  those  cool  Web  sites  for 
portfolios  or  401(k)  balances.  Just  try  t 
load  the  data  to  your  computer,  where 
make  it  tinly  useful  by  merging  it  with 
from,  say,  your  spouse's  401(k).  Chances  I 
can't.  Your  info  is  trapped  in  a  softwar 
turning  such  basics  as  monitoring  your  a 
location  into  Sunday  afternoons  of  penc 
until  you  reach  for  the  Advil  and  settl1 
guesstimate. 

One  day,  some  enterprising  company  1 
the  competitive  opportunity  and  set  a  ne 
dard  by  offering  clear,  personal,  and  p 
statements  of  price  and  performance 
meantime,  our  best  defense  is  to  ren 
that  Wall  Street  abounds  with  ultrasm 
people  who  are  devoted  to  capturing  our 
Some  treat  us  well.  To  the  rest,  it's  o 
this  revolution  to  show  we're  every  bit  & 
as  the  Street. 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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Sometimes  you  forget  the  milk. 
Sometimes  you  forget  the  bread. 
Sometimes  you  forget  the  store  altogether. 


IGINEERED  TO  BE  GREAT  CARS 


With  every  corner  you're  lost  in  the  stability  of  the  Concorde  LXi's  cab-forward 
architecture  and  low-speed  traction  control,  not  to  mention  the  sound  of  its  225 
hp  V6.  For  more  information,  call  1.800.CHRYSLER  or  visit  www.chryslercars.com. 
The  new  1999  Chrysler  Concorde.  LX  starting  at  $22,190.  LXi  as  shown,  $26,010: 


CHRYSLER  CONCORDE 


nclude  destination,  exclude  tax. 


Inside  Wall  Street 


ILS  FARGO  ONLINE 


Although  Wells  Fargo  (wfc)  stock  is  trad- 
ing close  to  its  52-week  high  of  44%,  it's 
trailing  behind  the  other  big  banks.  So  far 
this  year,  Wells  Fargo  has  risen  a  paltry  8% — vs. 
mighty  gains  of  41%  at  Citigroup,  28%  at  J.  P. 
Morgan,  and  17%  at  BankAmerica  (formerly  Na- 
tionsBank). But  that  disparity  is  very  likely  to 
vanish  soon,  argues  money  manager  David  Post. 

"The  Street  has  yet  to  focus  on  Wells  Fargo's 
fast-growing  Internet  banking  business,"  says 
Post,  a  partner  at  San  Francisco  investment 
firm  Harris  Bretall  Sullivan  &  Smith,  which  man- 
ages more  than  $4  billion.  Wells  Fargo,  he  notes, 
has  more  online  banking 
customers  than  any  other 
bank,  including  the  stand- 
alone Internet  banks. 

A  San  Francisco-based 
bank  holding  company  with 
5,800  branches  worldwide, 
Wells  Fargo  has  assets  of 
more  than  $200  billion — 
and  nearly  1  million  online      onov  -  ~  —  ,9g 
customers,  twice  as  many     a  dollars 
as  just  a  year  ago.  That 
represents  6.7%  of  Wells  Fargo's  15  million  retail 
customers.  Its  online  customers  hold  assets  of  $8 
billion,  estimates  Post,  and  that  figure  is  sure  to 
mushroom  quickly. 

Post  puts  Wells  Fargo's  online  business  at 
$20  billion,  or  $12  per  share  in  Wells  Fargo 
stock.  He  believes  the  price  of  the  stock,  now  43, 
doesn't  reflect  the  value  of  the  online  business. 

"Once  investors  wake  up  to  Wells  Fargo's 
growing  base  of  online  customers,  the  stock  will 
sizzle  like  many  other  Internet  stocks,"  argues 
Post.  He  expects  Wells  Fargo  will  eventually 
issue  a  tracking  stock  for  its  Internet  opera- 
tions to  capture  the  online  banking's  true  worth. 
Post  figures  that,  based  on  Wells  Fargo's  steadi- 
ly rising  earnings  and  its  expanding  online  busi- 
ness, the  stock  should  fetch  55  a  share. 


BIDDING  FOR  3COM? 


o 


3COM 
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DATA:  BLOOMBERG  FINANCIAL  MARKETS 


ne  stock  that  has  so  far  been  left  out  in 
the  cold  in  the  midst  of  the  high-tech 
sector's  red-hot  rush  is  3Com  (coms),  sec- 
ond only  to  Cisco  Systems  as  a  manu- 
facturer of  data  networking  products. 
The  stock  has  skidded  from  51  on  Dec. 
23,  1998,  to  27  on  May  11.  One  prob- 
lem was  that  its  attempt  to  compete 
head-on  with  Cisco  by  acquiring  U.  S. 
Robotics  in  1997  didn't  quite  work  out. 
Another  drag  on  the  stock:  3Com  has 
become  a  takeover  target  "favorite," 
and  the  crowd  of  impatient  momen- 
tum players  have  fled  the  stock  each 
time  that  a  hoped-for  acquisition  failed 


to  materialize.  But  guess  what?  Instead  of  dying 
away,  the  3Com  takeover  flame  has  reignited, 
again. 

One  pro  who  believes  3Com  is  finally  buyout- 
bound  is  Mike  Murphy,  editor  of  the  California 
Technology  Stock  Letter.  "We  think  3Com  will  be 
taken  over  at  40  to  50  a  share  by  yearend,  or 
sooner,"  predicts  Murphy,  who  thinks  the  de- 
pressed stock  is  a  steal,  with  a  price-earnings  ra- 
tio of  just  25. 

The  buzz  in  Silicon  Valley,  he  says,  is  that 
Swedish  phone  giant  Ericsson  is  talking  to  3Com 
about  a  buyout.  But  Murphy  says  others  are  in- 
terested, too — including  Lucent  Technologies.  He 
expects  that,  once  Ericsson  makes  a  bid,  Lucent 
is  apt  to  top  its  bid.  "There  is  no  shortage  of  buy- 
ers," says  Murphy,  "but  there's  only  one  major 
full-line  datacom  company  left  for  them  to  buy: 
3Com."  Lucent  spokesman  Jeff  Baum  declined 
comment  as  a  matter  of  policy.  A  3Com  spokes- 
woman said  it  was  not  the  company's  strategy  to 
be  acquired.  Ericsson  didn't  return  calls. 

A  TV-TO-NET  LINKUP 

Once  upon  a  time,  actv  (lATV)  was  a 
little-known  company — with  stock  trading 
at  only  2%  back  in  mid-November.  By 
mid-April,  however,  the  price  had  rocketed  to 
21.  The  meteoric  ascent  was  fueled  partly  by  its 
HypeiTV  product,  which  has  attracted  the  atten- 
tion of  such  large  companies  as  Liberty  Media 
Group,  General  Instrument,  and  News  Corp.'s 
Fox  Sports.  The  stock  has  since  dipped  to  15,  but 
Anthony  Stoss,  an  analyst  at  Southeast  Research 
Partners  thinks  the  stock  will  catch  fire  again. 

What's  so  hot  about  HyperTV?  It  is  all  about 
providing  digital  applications  for  cable  tv,  accord- 
ing to  Stoss.  HypeiTv's  concept  is  to  stream  data 
to  a  PC  that  gets  synchronized  to  a  tv  program.  It 
enables  cable-TV  networks  to  run  a  film  or  show 
and  allow  viewers  to  log  on  to  their  Web  site.  The 
viewers  could  then  buy 
products  advertised  on  tv 
through  then-  pes. 

Stoss  believes  Liberty  is 
eyeing  HyperTV,  in  hopes  20 
of  enhancing  its  cable  prop-     15  \ 
erties    by    creating    an  l0 
E-commerce  vehicle  over 
the  Net.  In  April,  Liberty 
upped  its  $5  million  invest- 
ment  in  actv  with  an  ad-     a  dollars 
ditional  $9  million,  with  an     °™*oomberg  finance  markets 

option  to  own  as  much  as  a  25%  stake.  Stoss 
says  either  Liberty,  General  Instrument,  or 
News  Corp.  could  end  up  buying  actv.  General 
Instrument  owns  some  2%. 

"More  deals  are  forthcoming  for  actv,"  says 
Stoss.  One  that's  being  worked  out  with  a  major 
tech  company:  a  system  to  track  customers'  view- 
ing patterns.  Stoss  expects  actv's  estimated  1999 
revenues  of  $4.2  million  will  soar  to  $131  million  by 
2000.  Still  in  the  red,  actv  should  narrow  its  loss 
to  13<2  a  share  in  2000,  down  from  an  estimated 
loss  of  550  per  share  in  1999,  says  Stoss. 


25  r 


BusinessWeek  Investor 


Figures  of  the  Week 


■  STOCKS 

S&P  500 

May  Nov.  May   May  6-12 

1380, — ^  - 


%  change 


%  c  , 


52-week  change  1 -week  change 

+21.9%  +1.2% 

COMMENTARY 

Inflation-wary  bond  investors 
ignored  a  big  increase  in  U.  S. 
productivity  and  dumped 
bonds,  forcing  long-term  in- 
terest rates  to  the  highest  lev- 
el in  nearly  a  year.  All  things 
considered,  stocks  did  well, 
with  the  Dow  industrials  hang- 
ing tough  at  11,000,  up  0.4% 
for  the  week.  Tech  stocks 
grabbed  some  of  the  glory 
from  the  industrials.  The  tech- 
heavy  nasdaq  100  gained  2.9%. 

Data  Bloomberg  Financial  Markets 
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■  MUTUAL  FUNDS 
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INTEREST  RATES 


Week 

Year 

KEY  RATES 

May  12 

ago 

ago 
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4.45% 
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4.57 

4.61 

5.12 
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10-yr.  bond  30- 
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BW  PRODUCTION  INDEX 

Change  from  last  week:  0.2%         Change  from  last  year:  4.4% 


INDUSTRIAL  OUTPUT 

—  May  1  =  143.3  — 
1992=100 


The  index  is  a  4-week 
moving  average  — 


May 
1998 


Sept. 
1998 


Jan. 
1998 


May 
1999 


Information  on  each  of  the  index  components  is  at  www  businessweek.com 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  increased 
ended  May  1.  However,  before  calcu 
four-week  moving  average,  the  in 
1%,  to  142.9,  from  144.4.  Afte 
adjustment,  crude-oil  refining  wa 
with  its  capacity  utilization  rate  at 
highest  it  has  been  since  Jan.  8. 
ponents  were  down.  The  monthly  in 
stood  at  143.3,  up  0.5%  from  the 
ure  of  142.6. 


ITHE  WEEK  AHEAD 


HOUSING  STARTS  Tuesday,  May  18, 
8:30  a.m. ed  t  ►  Housing  starts  in  April 
probably  added  up  to  an  annual  rate  of 
1.74  million  units,  says  the  median  fore- 
cast of  economists  surveyed  by  Standard  & 
Poor's  mms,  a  unit  of  The  McGraw-Hill 
Companies.  If  so,  April  would  mark  the 
third  consecutive  decline  in  starts,  includ- 
ing a  1.3%  drop  in  March.  Even  so,  thanks 
to  low  mortgage  rates  and  strong  consumer 
fundamentals,  the  housing  sector  remains 
quite  healthy. 

FONIC  MEETING  Tuesday,  May  18,  9a.m.EDT 
►  The  Federal  Reserve's  Federal  Open  Mar- 
ket Committee  will  meet  to  set  monetary 


policy  for  the  next  six  weeks.  The  unani- 
mous view  of  the  s&p  mms  economists  is 
that  policymakers  will  leave  the  federal 
funds  rate  unchanged  at  4.75%. 

INTERNATIONAL  TRADE  Thursday,  May  20, 
8:30  a.m. edt  ►  The  U.S.  trade  deficit  for 
goods  and  services  probably  narrowed,  to 
$18.2  billion,  in  March,  down  from  a 
record  $19.4  billion  in  February.  Exports, 
which  fell  0.6%  in  February,  likely 
rebounded  in  March.  Imports,  though, 
probably  rose  for  the  third  month  in  a  row. 
Foreign  trade  subtracted  more  than  two 
percentage  points  from  economic  growth 
last  quarter. 


FEDERAL  BUDGET  Friday,  May  21, 
2  p.m. edt  ►  The  s&p  mms  median  fi 
is  for  a  federal  budget  surplus  of  $ 
billion  in  April,  when  most  individ 
and  corporate  taxes  are  paid.  The  p 
ed  amount  would  eclipse  the  previc 
April  record  of  $124.6  billion,  set 
year  ago.  Capital-gains  taxes  and  a 
ally  robust  economy  are  boosting  g( 
ment  receipts. 


For  more  investment  data  and  thi 
components  of  the  production  inde 
visit  www.businessweek.com. 
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s  the  starting  page  for  a  story  or 
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ed  only  in  tables  are  not  included. 
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Technology  stocks— market 
wallflowers  now  or  darlings 
again?  Kevin  Gooley  of  S&P 
Personal  Wealth  watches 
them  closely  and  will  have 
the  latest  answers.  May  18 
4:30  p.m.  EDT 

Thursday 

Robert  A.  Loest,  manager  of 
the  five-star  IPS  Millennium 
Fund,  specializes  in  getting 
both  growth  and  income  with 
what  he  calls  a  "barbell" 
portfolio.  Tune  in  for  his 
secrets.  May  20 
9  p.m.  EDT 

Transcripts 

Two  investment  chats  every 
week  on  BW  Online— and  for 
market  tips  galore,  download 
the  transcripts,  available 
online  soon  after  each  event. 


AOL  keyword:  BW  Talk 
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Editorials 


BEIJING  IS  PLAYING  A  PERILOUS  GAME 


China's  anti-U.  S.  rage  over  the  accidental  bombing  of  its 
embassy  in  Belgrade  (page  44)  should  be  a  sobering  mo- 
ment for  the  American  business  community.  Despite  decades 
of  economic  and  social  change,  China  is  still  governed  by  an 
authoritarian  regime  fully  capable  of  wielding  all  the  tools  of 
a  dictatorship.  The  markets  may  be  more  open  and  people 
may  be  freer  to  travel,  but  Beijing  is  still  able  to  control  the 
media  and  cynically  manipulate  the  truth  to  whip  people 
into  a  nationalistic  anti-American  frenzy.  By  treating  the 
U.  S.  as  an  enemy,  China's  leaders  run  the  risk  of  turning 
America  into  just  that. 

This  kind  of  brinkmanship  was  last  seen  when  China 
lobbed  missiles  over  Taiwan  to  protest  its  president's  visit  to 
the  U.  S.  A  pattern  of  repeated  quick-to-anger  behavior  could 
begin  to  raise  the  political  risk  factor  for  foreign  corporations 
investing  in  China.  It  may  already  have  put  China's  entry  into 
the  World  Trade  Organization  in  jeopardy. 

Washington's  own  blunders  haven't  helped.  After  years  of 
boasting  about  smart  bombs,  the  U.  S.  must  now  explain 
how  it  accidentally  bombed  China's  clearly  marked  embassy. 
This  disaster  follows  hard  on  the  heels  of  President  Clinton's 
humiliation  of  reform-minded  Premier  Zhu  Rongji.  Clinton 
made  a  huge  mistake  when  he  rejected  a  generous  offer  to 
U.  S.  business  in  exchange  for  Beijing's  entry  into  the  WTO. 
Zhu  went  over  the  heads  of  conservatives  in  state  companies, 
the  bureaucracy,  and  the  military  to  make  the  deal.  But 
Clinton  sent  him  home  empty-handed.  The  organized  demon- 
strations are  part  of  an  effort  by  these  conservatives  to  roll 
back  Zhu's  economic  concessions.  They  might  also  reflect 
Zhu's  own  anger  at  Clinton. 


Unfortunately,  the  intense  wave  of  anti-American 
change  China's  investment  climate  for  years  to  con 
and  European  corporations  must  now  include  in  their 
calculations  the  possibility  of  Beijing  lashing  out  aga 
eigners  whenever  international  disputes  arise.  This  hi 
litical  risk  compounds  a  basic  business  problem 
vestments  in  China  have  yet  to  turn  a  profit. 

For  Americans  who  believed  that  China  was  quid 
ing  toward  a  market-driven  democracy,  recent  event 
signal  a  new  caution.  Clearly,  the  seeds  of  a  civil 
run  according  to  law  have  been  planted  in  China.  The 
is  far  more  open  today  than  20  years  ago.  But  it  tool 
and  Korea  nearly  50  years  to  evolve  into  democr 
may  take  China  that  long  as  well.  Or  China  could  b 
far  more  threatening  country.  The  point  is,  no  one  1 

The  long-term  goal  of  U.  S.  policy  should  continue  t 
peaceful  integration  of  China  into  the  global  econom; 
can  still  deliver  on  the  WTO  deal,  Washington  shoulc 
And  certainly,  Washington  owes  China  a  full  and 
explanation  of  the  bombing  error.  It  is  also  incumb 
the  U.  S.  to  clarify  its  policy  of  humanitarian  interver 
Is  the  U.  S.  the  defender  of  last  resort  for  every 
anywhere  in  the  world?  Is  it  willing  to  sacrifice  good 
with  Russia  and  China,  both  of  whom  have  restive  m 
for  a  foreign  policy  of  unfettered  global  moralism? 

China,  for  its  part,  should  realize  that  virulent  nat 
can  only  lead  down  a  historic  deadend  of  isolation  ai 
national  conflict.  Its  willingness  to  go  to  the  brink  t 
again  with  the  U.  S.  rales  out  the  very  kind  of  norr 
tions  with  other  nations  that  it  claims  to  seek. 


TREASURY  LOSES  A  CLASS  ACT 


Robert  Rubin  is  resigning  as  U.  S.  Treasury  Secretary 
(page  28),  and  it  is  a  serious  loss  indeed.  While  he  didn't 
get  each  and  every  policy  just  right,  his  overall  record  is  one 
of  outstanding  achievement.  The  longest  peacetime  economic 
expansion  in  U.S.  history  is  due  in  no  small  measure  to  Ru- 
bin's courage  and  thoughtfulness.  The  two  Clinton  Adminis- 
trations have  not  been  known  for  the  high  quality  of  their 
Cabinet  officials.  Rubin  is  the  one  clear  exception. 

Rubin's  biggest  contribution  came  even  before  he  was 
anointed  Treasury  Secretary.  As  head  of  the  new  National 
Economic  Council  in  the  White  House,  Rubin  fought  an  in- 
tense battle  within  the  Clinton  Administration  to  make  bal- 
ancing the  federal  budget  a  key  objective.  He  won  the  day  in 
emphasizing  fiscal  rectitude  at  the  expense  of  traditional  De- 
mocratic Party  spending  for  social  measures.  And  Rubin  was 
behind  the  move  to  curb  spending  and  raise  taxes  at  the  top 
brackets,  later  known  as  the  "bond  strategy."  This  generated 
the  first  budget  surplus  in  decades,  allowed  interest  rates  to 


move  lower,  and  set  the  stage  for  years  of  very  str 
nomic  growth  and  low  unemployment. 

Rubin  also  worked  well  with  Federal  Reserve  C 
Alan  Greenspan.  Past  Fed  chair-men  have  often  come  t 
litical  pressure  when  they  raised  rates  to  fight  inflatic 
Greenspan  pushed  through  a  preemptive  rate  hike  in  1 
bin  defended  the  Fed's  independence,  bolstering  Greer 
and  America's — credibility.  Globally,  Rubin's  defense  of 
dollar  calmed  markets  and  controlled  U.  S.  inflation. 

If  he  can  be  faulted,  it  is  for  reliance  on  tradition 
dies  for  international  financial  crises.  That  may  havf 
bated  the  Asian  meltdown  in  1997,  causing  damag< 
the  world.  And  Rubin  erred  in  advising  the  Preside 
ject  China's  deal  for  entry  into  the  wto.  But  on 
Rubin  was  one  of  America's  best  economic  officials. 

He  is  being  replaced  at  Treasury  by  his  No.  2,  Law 
Summer's,  who  shares  most  of  his  policy  views.  Sumr 
good  man.  The  Senate  should  confirm  him  with  disp 
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f  we  ever  find  two  companies 
hat  are  exactly  alike, 
ve'li  offer  two  recommendations 
[hat  are  exactly  alike. 


Optimal  financial  solutions  aren't  manufactured,  they're  tailored.  That's  why 
ve  bring  so  many  different  minds  and  disciplines  to  your  business, 
^nd  why  we  offer  the  broadest  range  of  industry  expertise  anywhere. 
Because  keener  insight  leads  to  fresh  thinking.  And  one-of-a-kind  results. 
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LITTLE  DYNAMOS 
WITH  HIGH  HOPES 


HUMBLE  BEGINNINGS 

Hot  Growth,  1985 


Corporate  America's  fix- 
ation on  bigness  is  in 
evidence  daily,  from  billion- 
dollar  takeovers  to  swelling 
stock-option  packages.  In 
this  week's  Special  Report, 
we  venture  away  from  the 
land  of  the  giants.  In  our 
15th  annual  survey  of  Hot 
Growth  Companies,  we  get 
closer  to  the  ground — to 
the  smaller  companies  that 
may  not  be  making  head- 
lines today,  but  are  on 
track  to  be  the  America 
Onlines  and  Gaps  of 
tomorrow. 

Over  the  years  we  have  looked  at 
quite  a  few  of  these  dynamos — some 
1,500  in  all.  Not  all  have  prospered,  of 
course,  some  falling  to  the  competitive 
forces  that  constantly  reshape  America's 
corporate  landscape.  But  many  have 
grown  to  be  industry  leaders. 

Our  1987  list  in-  ' 
eluded  software 
specialist  Oracle 
Corp.  and  comput- 
er storage  giant 
EMC  Corp.  Oracle's 
market  value  has 
soared  6,000%  since 
then,  while  emc,  up 
12,800%,  turned  in 
the  second-best 
perfomianee  among 
the    Standard  & 

Poor's  500  compa-   

nies  over  the  last  decade,  behind  only 
Dell  Computer  Corp.  In  1991,  we  picked 
Cisco  Systems  Inc.,  the  networking  star 
that  helped  usher  in  the  Internet  Age;  it 
has  given  shareholders  a  21,800%  return 
since  then.  All  three  are  now  on  the 
business  week  50  list  of  best-perfonning 
blue-chip  companies.  And  our  top  com- 
pany in  '97,  network  equipment  supplier 
Yurie  Systems,  worth  $259  million,  was 
snapped  up  by  Lucent  Technologies  Inc. 
for  $1  billion  in  1998. 

But  if  tech  companies  have  figured 
prominently  in  the  rankings,  they  haven't 
always  dominated.  Our  top  companies 
are  as  diverse  as  the  U.  S.  economy  it- 
self. This  year's  list  includes  everything 
from  hip  clothing  retailer  bebe  stores 
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NEW  AND  IMPROVED:  The  latest  version 


Inc.  to  Salton  Inc.,  a  small- 
appliance  maker  with  a 
sharp  marketing  edge. 

This  year,  we've  changed 
our  methodology  to  give 
you  a  better  and  broader 
sense  of  the  action  in  this 
fast-paced  sector.  To  ensure 
we're  capturing  a  larger 
swath  of  entrepreneurial 
companies  that  count, 
we've  increased  the  size  of 
those  included  in  our  rank- 
ings: Maximum  revenues 
are  now  $500  million,  up 
from  $150  million  last  year. 
To  weed  out  smaller  play- 
ers with  less  staying  power,  we've  raised 
the  bar  on  minimum  market  capitaliza- 
tion as  well  as  revenues.  As  always,  to 
be  in  the  top  100,  a  company  must  show 
a  superior  return  on  investment  as  well 
as  consistent  sales  and  profits  growth 
over  three  years.  That's  why  you  won't 
see  any  Internet 
hotshots:  Even  the 
best  of  them  make 
meager  profits. 

This  year's  pack- 
age was  produced 
by  Senior  Editor 
Jane  Sasseen,  As- 
sociate Editors 
Dan  Beucke  and 
Mary  Kuntz,  and 
Marketing  Editor 
Ellen  Neuborne. 
Scoreboard  Editor 
Frederick  F.  Jespersen  combed  through 
the  numbers,  which  were  provided  by 
McGraw-Hill  Companies  partner  Stan- 
dard &  Poor's  Compustat.  business 
week  reporters  from  Philadelphia  to  Los 
Angeles  interviewed  the  entrepreneurs 
and  executives  behind  the  new  crop  of 
standouts. 

We  hope  you'll  enjoy  their  success 
stories. 
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Introducing  color  Palm-size  PCs 
powered  by  Windows  CE. 

Face  it,  color  communicates.  It  makes  it  easier  for  you  to  read  and 
understand  information.  With  new  color  Palm-size  PCs,  you  can: 

■  Clearly  view  and  use  your  Pocket  Outlook1  information:  Update 
your  calendar,  review  your  task  list,  read  e-mail,  look  up  phone 
numbers  and  addresses. 

■  Show  color  photos*  to  colleagues  or  use  color  maps  when 
you  travel. 

■  Capture  a  voice  note  or  listen  to  music. 

■  Customize  your  Palm-size  PC  by  adding  all  the  applications 
and  information  you  need,  with  up  to  16  MB  of  memory  and 
expandable  storage. 


Powered  by 

Windows  CE 


There's  more.  Palm-size  PCs  are  a  great  way 
to  take  your  Windows  -based  information 
with  you.  Simply  connect  your  Palm-size  PC 
with  your  desktop  PC  to  automatically  update  any  changes. 
And,  it's  familiar,  if  you  know  Windows,  you  know  Windows  CE. 


Color  Palm-size  PCs  powered  by  Microsoft 
Windows  CE  are  available  from  several 
manufacturers,  at  CompUSA,  Circuit  City, 
Office  Max  and  other  retailers,  starting  at 
just  $449.  So  don't  sing  the  hard-to-view 
Blues,  see  the  clear  benefits  of  color,  today. 


www.microsoft.com/windowsce/color 
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pert™  CE  from  Sierra  Imaging,  Inc.  was  used  In  this  advertlsment. 

crosoft  Corporation.  All  rights  reserved.  Microsoft,  Where  do  you  want  to  go  today?.  Windows  and  the  Windows  CE  logo  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or 
:ries.  Other  product  and  company  names  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 
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Up  Front 


EDITED  BY  ROBERT  McNATT 


SECOND  ACTS 

RUMINATIONS 
ABOUT  RUBIN 

NOW   THAT  ROBERT 

Rubin  has  announced 
his  long-anticipated 
exit,  the  guessing 
game  on  Wall  Street 
has  shifted  from  when 
the  Treasury  Secre- 
tary will  leave  to 
what  he  will  do  next. 
True  to  form,  the  cir-  ^  * 
cumspect  Rubin  won't  RUBIN: 
talk  about  his  plans:  fishing 
"I'm  not  even  going  to  " 
try  and  think  about  that 
until  I  leave."  All  he'll  say  is 
that  he's  moving  back  to 
New  York  and  won't  run  for 
political  office  after  he  leaves 
Treasury  on  July  4  and  takes 
a  long  fishing  trip. 

But  friends  and  associates 
are  betting  that  public  ser- 
vice is  still  in  his  blood.  Thev 


rule  out  a  return  to  a  job  on 
Wall  Street,  where  he  headed 
Goldman  Sachs.  With  an  esti- 
mated net  worth  of 
more  than  $100  mil- 
lion, he  does  not  need 
the  money,  and  he  has 
expressed  a  disinter- 
est in  returning  to  his 
previous  life. 

More    likely,  say 
confidants,  he'll  head 
a  foundation,  become 
president  of  a  univer- 
sity, or  start  a  ven- 
ture-capital fund  that 
invests  in  distressed 
"  inner  cities  or  impov- 
erished countries.  "He'll  prob- 
ably do  several  things — so 
long  as  they're  in  New 
York,"  says  a  friend. 

How  about  chairman  of  the 
Fed?  Moving  back  to  Wash- 
ington is  a  big  negative.  Be- 
sides, Rubin  once  confided 
that  the  job  is  powerful  but, 
well,  boring.  Owen  Ullmann 


Going 


OFFICE  JOKES 

WHEN  AT&T 
ACQUIRED  NASA  

HOW  ARE  THE  EMPLOYEES  AT 

at&t  taking  its  $100  billion 
acquisition  binge?  With 
tongue  planted  firmly  in 
cheek. 

An  E-mail  gag  zipping 
around  at&t  purports  to  be  a 
wire-service  story  entitled 
"at&t  inks  deal  to  acquire 
nasa — TCI  rate  increase  ex- 
pected." The  article  explains 
that  after  AT&T  purchases  the 


space  agency  from  the  feder- 
al government  for  "upwards 
of  $100  billion,"  it  will  string 
"the  world's  longest  hybrid 
fiber  coax  cable  from  Cape 
Canaveral,  Fla.,  to  Mars"  be- 
fore conducting  a  10-planet 
trial  of  communications  ser- 
vices. To  pay  for  the  inter- 
planetary network,  AT&T 
would  levy  a  special  fee  on 
the  customers  of  cable  giant 
Tele-Communications  (tct)  be- 
cause "TCI  customers  have  a 
long  and  rich  histoiy  of  pay- 
ing for  things  they  haven't 
yet  received." 

The  only  stumbling  block: 
"No  signs  of  intelligent  life 
have  been  identified  in  the 
galaxy,  which  may  create 
marketing  difficulties  for 
AT&T."  The  satire  quotes  ceo 
C.  Michael  Armstrong  noting 
chat  nasa  didn't  have  much 
marketing  prowess  anyway, 
bur  that  if  intergalactic  be- 
ings were  found,  he  would 
win  them  over  by  offering 
free  subscriptions  to  Show- 
time. Peter  Elstrom 


TALK  SHOW  ((Grand  Canyon,  Colorado?? 

— From  a  U.S.  60<t  sta  mp  that  places  the  canyon  in  the  wrong; 
state 


GREEN  WATCH 

WAL-MART  PASSES 
THE  CHECK  

IN  WHAT  APPEARED  TO  BE  A 

get-tough  consent  order 
against  the  world's  largest 
retailer,  the  Pennsylvania 
Dept.  of  Environmental  Pro- 
tection in  February  hit  Wal- 
Mart  Stores  with  a  $100,000 
civil  fine  for  violating  water- 
quality  and  other  envi- 
ronmental laws.  Con- 


struction at  a  Wal-Mart  store 
in  Honesdale  in  1998  caused 
heavy  silting  in  a  Lackawax- 
en  River  tributary  and 
resulted  in  a  temporary 


statewide  hold  on  permj. 
new  Wal-Mart  construfl 
True  to  its  penny-pir* 
rep,  however,  Wal-Mar%i 
that  the  $100,000  stat| 
and  a  proposed  $200,001 
tlement  with  the  U.  S.  1 
Corps  of  Engineers  wi 
reimbursed  by  "thirdp; 
ties."  That  turns  out  tcj 
local  subcontractor  thaj> 
pared  the  site,  Leewarcl 
struction.  Wal-Mart  sai 
general  contractor,  h 
passed  the  finer 
Leeward,  is  cop 
Uy  tually  responl 
^  Leeward  s:i 
built  the  projtD, 
cording  to  I 
Mart's  own  plana 
that  the  chain  viat 
the  consent  order  by« 
ing  the  buck  to  the  gie 
contractor.  Environrai 
officials  are  investigw 
However  the  matter  j 
solved,  Wal-Mart's  cosjS 
be  relatively  small — wle 
reputation  for  playing! 
ball  grows.     Wendy  Zh 


TRADE  TIFFS 


WILL  CASTRO  FAKE  THE  REAL  THING? 


IS  FIDEL  CASTRO  GOING  TO 

start  selling  counterfeit 
Coca-Cola?  He  is  threatening 
to  make  knockoffs  of  Coke 
and  other  U.  S.  brands  to 
protest  a  recent  New  York 
court  ruling  that  gives  Bac- 
ardi, and  not  Cuba's  joint 
venture  with  Pernod  Ricard, 
rights  to  the  Havana  Club 
trademark  in  the  U.  S. 

Why?  Because  a 
1998  fedei-al  law  de- 
nies trademark  pro- 
tection to  any  prod- 
uct nationalized  by 
Cuba,  which  Bacar- 
di claims  was  the 
case.  Pernod,  which 
markets  its  own 
Havana  Club  brand 
outside  the  U.  S., 
sued  Bacardi  in 
1996  when  it  intro- 
duced a  Havana 
Club  rum  here. 


In  early  May,  (1st 
threatened  to  retaliaB 
selling  goods  in  Cuba  la 
Heinz,  Ralph  Lauren,  (ca 
of  the  400  other  brandB 
U.  S.  companies  have  m 
marked  there.  "Maybe  he 
are  some  who  say,  Carm't 
Let's  taste  Cuban  Coca-B 
mused  the  Cuban  Preser 
Pernod  has  alread;  | 
pealed  the  St 
York  ruling.  jp 
with  CastnB 
the  French g< 
eminent,  itni 
move  to  ha\ 
World  Trade  tav 
nization  ovttu 
the  1998  hi 
that  fails,  tqris 
may  have  awl 
time  detectiif  tl 
Real  Thin 
Cuba. 

Drtin  i 
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Up  Front 


MANAGEMENT  FOLLIES 

DOESN'T  WORK? 
DOESN'T  MATTER 

AS   MANAGEMENT  C'ONSUL- 

tants  burrow  ever  deeper 
into  the  corporate  woodwork, 
there  has  been  a 
dramatic  uptick  in 
the  number  of 
wares  they  sell. 
Desperate  for  an 
edge,  companies 
have  shelled  out  . 
billions  for  an 
alphabet  soup 
of  tools,  rang- 
ing from  activi- 
ty-based man- 
agement to 
cycle-time 
reduction  to 
value-chain  analysis — 
without  any  real  data  show- 
ing what  works. 

Now,  a  new  survey  by 
Bain  &  Co.  sheds  some  light. 
And  suffice  it  to  say,  execu- 
tives' reaction  to  the  tools 
was  mixed.  The  average  re- 
spondent said  his  or  her1  com- 


pany  used  13.4  tools  in  1998. 
But  82%  said  most  concepts 
promised  more  than  they  de- 
livered. Notes  Bain's  Dairell 
Rigby:  "These  companies  are 
laying  out  tens  of  millions, 
and  there's  no  objective  evi- 
dence on  any  of  this." 

Tools  that  executives 
liked  best  related  to 
customer  satisfaction, 
strategic  planning, 
pay-for-perfoiTnance, 
and  benchmarking. 
Satisfaction  levels 
were  lowest  for 
tools  related  to 
reengineering,  sce- 
nario planning, 
activity-based 
->  management, 
^  and  knowledge 
management — 
a  trendy  but  un- 
proven  concept.  Significantly, 
the  survey  found  no  link  be- 
tween respondents'  satisfac- 
tion with  their  companies'  fi- 
nancial results  and  the 
number  of  tools  used.  Maybe 
they  just  need  to  use  a  few 
more.       Jennifer  Rehigold 


CORPORATE  COUPLINGS 

PAN  AM 

THINKS  SMALL 

IS  THIS  ANY  WAY  TO  RUN  AN 

airline?  Privately  held  Guil- 
ford Transportation  Indus- 
tries is  resurrecting  Pan  Am 
Airlines  from  its  1991  bank- 
ruptcy and  starting  its  first 
scheduled  passenger  service 
to  a  tiny  Florida  aiiport  that 
normally  handles  only  Euro- 
pean charters. 

The  first  flight  will  start  in 
Portsmouth,  N.  H.,  and  end 
in  Sanford,  Fla.,  just  north  of 
Orlando.  Sanford's  terminal 


ALOFT:  Out  of  Chapter  11 

can  accommodate  just  one  jet 
at  a  time.  Still,  new  Pan  Am 
President  Dave  Fink  calls 
"niche  markets"  like  Sanford; 
Gary,  Ind.;  and  San  Juan, 
Puerto  Rico  the  key  to  suc- 
cess. Clearance  for  the  $28.5 
million  buyout  came  in  May. 

Aii-port  officials  at  Sanford 
are  so  enthusiastic  that 
they've  waived  landing  fees 
for  six  months.  So  why  did 
this  major  New  England  rail- 
road company  take  on  a 
twice-failed  airline?  "We  be- 
lieve the  airline  industry  will 
double  in  size  in  the  next  10 
years,"  says  Fink.  Guilford 
has  already  bought  seven  jets 
and  hired  200  workers. 

There  is  one  potential 
sticking  point  for  the  planned 
June  startup,  however.  Fink 
won't  set  a  date  until  he  has 
confirmation  that  the  reser- 
vation system  works.  Until 
then,  his  advice:  Take  the 
train.  Dennis  Blank 


DRAWN  &  QUARTERED 


rt0H  M  W«i  oorwio  uoA.m*  wntto  rowwi 


MAD  AVE. 

AD  AGENCIES  TO 
STUDENTS:  CUT  CLASS 

ON  MADISON  AVENUE,  GOOD 

help  is  apparently  hard  to 
find.  How  hard?  Well,  consid- 
er that  Virginia  Common- 
wealth University's  Mas 
ters  Degree  program  in 
advertising  has  asked 
incoming  students  to 
sign   a   pledge  to 
complete  then*  edu- 
cation even  when 
top  ad  firms  flash 
big  bucks — which 
is  happening 
with  increased 
frequency. 

The  three-year- 
old  program  is  a  victim 
of  its  own  success.  It 
swept  the  student  category 
in  the  recent  One  Show  for 
the  second  year  in  a  row. 
And  some  of  its  students  are 


just 


superstars.  One,  an  injj 
Toronto  ad  shop  Ogv 
Mather,  won  a  Gold  II 
Cannes  for  his  Jagul 
Perhaps  it's  only  natuil 
the  induslj 
swooping  j 
Program  <  i  < 
Diane  CoolJ 
says  student 
is  been  offered  sail 
$35,000  to  $55,000  | 
out  and  sign  on. 

So  far,  the  progrs 
lost  only  one  studei 
at  least  Ave  ha\ 
approached — oi 
member  of  th 
gram's  board, 
Cook-Tench  d 
to  name.  Still, 
ing  students  ma; 
easier  than  keeping 
ty:  Teacher  David 
Helm  has  received 
high  six-figure  agency 
But  no  sale;  Helm  sa 
staying  put.    Roy  Fu 


THE  BIG  PICTURE 


BIG  BROTHER  AT  WORK  T\vo  years  ago,  35%  ol| 
companies  looked  at  employee  E-mail.  Now  it's  45%! 
video  surveillance,  listening  to  phone  calls,  and  othii 
electronic  monitoring,  and  67% 
of  companies  are  snooping 
on  their  employees. 
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tometimes  a  solution  comes  to  us  when  we're  not  really 
vorking  on  it.  That's  what  we  call  a  nice  break. 

s  gratifying  when  things  fall  into  place.  As  it  did  for  the  people  at  Cathay  Pacific  Airways.  They 
'anted  to  deliver  an  even  higher  level  of  service  to  their  passengers.  So  we  installed  our  Customer 
Dyalty  System  to  let  them  track  individual  customer  travel  patterns  and  preferences.  Even  hobbies  and 
terests.  And  link  them  directly  into  the  new  Asia  Miles  frequent-flier  program.  When  our  clients  care  as 
mch  about  their  customers  as  Cathay  Pacific  does,  we  simply  take  our  cue  from  them,  www.unisys.com 


999  Unisys  Corporatio 


UNISYS 


We  eat,  sleep  and  drink  this  stuff. 


Students  start  business. 
Business  makes  profit 
Students  use  profits  to  teach  children 
about  the  free  market  system. 


It: 


s  enou< 


'h  to 


avc  a  c 


apitalist 


[oose  bumps. 


The  students  were  from  Pittsburg  State 
University,  Pittsburg,  Kansas.  They  didn't 
start  one  business,  but  successfully  ran 
six  businesses.  And  the  profits  they  made 
funded  53  educational  programs  they 
developed  and  actively  taught  throughout 
their  community. 

The  students  were  SIFE  team 
.netnbers.SIFE  (Students  In  Free 
Enterprise)  sponsors  student  teams  on 
more  than  500  college  campuses.  SIFE 
provides  students  with  what  they  cant 
get  in  a  classroom  —  real  life  experience, 
working,  living  and  breathing  as  entrepreneurs. 

Judith  Borck,  President  and  CEO 
of  Country  Home  Bakers,  says:  "SIFE  has 
renewed  my  faith  in  young  people.  They 
accomplish  so  much  in  a  short  time  and, 
more  importandy,  they  make  a  real 
difference  in  their  communities." 

Len  Roberts,  President  of  Tandy 


Corporation/RadioShack,  says:  "SIFE 
creates  good  salesmanship  and  teaches 
the  students  how  to  lead  —  something 
that  is  not  taught  anywhere." 

Bob  Martin,  President  and 
CEO  of  Wal-Mart  International  says: 
"SIFE  provides  one  of  the  cornerstones 
for  the  future  of  free  enterprise.  When 
I  look  at  these  students,  I  see  their 
excitement,  entrepreneurial  spirit  in 
action  —  and  it's  inspiring." 

Through  SIFE,  college  students 
learn  to  lead  by  helping  others  succeed. 
But  for  SIFE  to  grow,  your  time  and 
expertise  as  business  leaders  are  needed. 
We  urge  you  to  call  the  number  below  and 
get  involved  as  a  SIFE  competition  judge, 
donor  or  guest  speaker. 
The  experience  is 
guaranteed  to  give 
you  goose  bumps. 


SIFE 


STUDENTS  IN  FREE  ENTERPRISE  8 


"Helping  people  achieve  their  dreams  through  free  enterprise  education."  Call  I-800-677_SIFE. 

Active  Sponsors:  Black  dr  Decker,  CNB,  CI  P&G,  Reynolds  Metals,  Dirt  Devil  Chrysler  Fund,  The  McGraw-Hill  Cos.,  phis  400  more  of  America's  leading  companies. 


nt  BusinessFlex 
Services 

stic  and  international: 
Long  distance 
oil-Free  Service 

Calling  card 
Local  toll  calling 
•  Paging 


Sign  up  for  Sprint  Business  Flex  now;  get 
Toll-Free  Service  or  Internet  access  FREE! 

You  need  to  be  flexible  enough  to  handle  your 
customers'  needs.  And  Sprint  Business  FlexSM 
is  the  small  business  communications  plan 
flexible  enough  to  adapt  to  the  needs  of  your 
business.  Start  by  putting  together  a  bundle 
of  services  you  can  use  today,  then  add 
others  as  your  business  grows.  You'll  find  all 


Call  for  3  months  Toll-Free  Service  or  Net  access  free 

1*888  SPRINT  BIZ 


www  sormt/bizflex  com 
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the  smartest  ways  to  say  "yes"  to  more 
customers.  Isn't  that  the  point  of  contact? 
Limited  time  offer.  It's  your  choice!  Sign  up 
for  Sprint  Business  Flex  by 
June  30th,  1999,  and  you 
can  choose  one  of  two  free 
offers.  EarthLink  Sprint' 
direct  Internet  access  or 


EarthLink 

^Sprint 


Toll-Free  Service  for  three  months-  FREE. 


Sprint 


The  point  of  contact 
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MORE  ON  MIKE  MILKEN, 

THEN  AND  NOW  

I  believe  Mike's  most  damaging  at- 
tribute is  his  naivete.  He  maintains  an 
unshakable  belief  that  someday,  some 
business  writer  will  treat  him  fairly 
("The  reincarnation  of  Mike  Milken," 
(Cover  Story,  May  10). 

I  have  known  Michael  Milken  since 
childhood.  He  was  my  first  crush,  and  I 
was  his  first  math  tutee.  And  yes,  he 
has  always  been  quirky.  But  isn't  it  the 
iconoclasts  and  rebels  who  have 
changed  science,  art,  business,  litera- 
ture, music,  medicine,  and  mankind? 
Would  any  of  us  want  to  live  in  a  world 
not  touched  by  their  brilliance? 

Yes,  he  has  huge  energy  for  getting  a 
job  done.  Wouldn't  any  of  us,  under  the 
that  life-curtailing  gun?  ^^^^^^ 
Like  all  those  driven  by  a 
mission  greater  than  them- 
selves, he  has  no  tolerance 
for  time  wasted.  As  we 
head  into  the  21st  century, 
we  are  fortunate  Michael  is 
still  alive  to  challenge  the 
system  and  focus  his  vision 
on  the  future  of  cancer  re- 
search and  education. 

Judith  Sherman-Wolin 
Brentwood,  Calif. 


about  Mike  Milken,  he's  the  sarr 
tivist  visionary  who  entered  Berke 
years  ago. 

Harry  Hoi 
Los  Ai 

Mike  Milken  misstated  the  re 
for  Knowledge  Universe's  acqi 
Children's  Discover}'  Center,  ku  b 
CDC  because  it's  focused  on  pre 
high-quality,  early-childhood  educ 
Rather  than  overhaul  the  manage 
ku  has  augmented  the  existing 
infrastructure,  and  programs  to  er 
an  already  strong  educational  cor 
and  accelerate  its  growth. 

Ron  P< 
Executive  Vice-Pre 
Knowledge  Un 
Los  A 
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I  believe  history  will  consider 
Milken's  greatest  contribution  the  cre- 
ation of  millions  of  jobs  in  the  growth 
companies  he  financed,  the  savings  of 
jobs  in  the  companies  he  rescued,  and 
the  new  industries  he  helped  build. 

Randolph  C.  Read 
Chairman  of  the  Board 
International  Capital  Markets  Group 
Los  Angeles 

Your  story  erroneously  assumes  that 
because  Mike  is  still  doing  good  works 
today,  he  must  be  trying  to  "restore" 
himself.  I've  known  him  since  the  1950s 
and  have  been  stinek  by  the  remarkable 
ci  insistency  of  what  he  has  always  said 
about  the  need  to  broaden  access  to 
health  care  and  education.  For  the  thou- 
sands of  us  who  know  the  whole  truth 


HOPE  SPRINGS  ETERNA 

"I  believe  Mike's  mo 
damaging  attribute 
his  naivete.  He  main 
tains  an  unshakable 
belief  that  someday, 
some  business  write 
will  treat  him  fairly.' 


THE  VIEW 

FROM  AMERICA  ONLINE 

"  'aol  has  to  do  something  qui 
(News:  Analysis  &  Commentary 
17)  notes  and  then  dismisses  tYm 
have  agreements  with  Bell  Atlanta 
sbc  Communications  to  provideB 
speed  Internet  access  to  member™ 
digital  subscriber-line  technology!*! 
With  these  pacts,  America  OnlhB 
serve  members  across  Bell  Atlttt 
and  SBC's  areas,  and  we  expect  ) 
nounce  more  such  deals  in  the  fuJK 

We  will  offer  the  upgrade  tote 
access  for  approximately  $20  extlj 
month.  With  aol's  unlimited  priciitoj 
of  $21.95  a  month,  aol  memberslh 
be  able  to  receive  faster  servicP 
dsl  for  approximately  $40  a  iBr 
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ECTIONS  &  CLARIFICATIONS 

nakers:  At  last,  an  upturn"  (News: 
is  &  Commentary,  May  10)  misstat- 
ults  from  Samsung  Electronics  Co. 
nth  Korean  company  earned  profits  of 
nillion  in  1998. 

i  Reincarnation  of  Mike  Milken"  (Cov- 
/,  May  10),  the  mathematical  formula 
have  read  P=IFT  (IHC  +  ISC  + 


e  good,  the  bad,  and  the  terrible" 
3 1  Report,  May  24,  in  some  editions), 
mes  of  the  publishers  of  two  online 
ng  books  were  reversed.  Electronic 
aders'  Secrets  is  published  by  The 
w-Hill  Companies,  while  The  Day 
:  From  the  Pit  to  the  PC  is  from  John 
i  Sons. 

ica  Online  and  on  the  air,"  (News: 
is  &  Commentary,  May  24)  incorrectly 
ited  comments  about  a  possible 
jy  satellite  service  to  America  Online 
so,  the  price  of  the  set-top  box  for  the 
i  announced  is  $300  to  $400,  plus  a 
ly  service  fee. 


s  certainly  competitive  with  any 
ricing  in  the  market  today, 
ie  dsl  deals  are  an  important 
\  aol's  broadband  strategy,  we 
ite  working  with  a  range  of  tech- 
s — cable,  wireless,  and  satellite — 
h-speed  connectivity.  This  sum- 
e  will  roll  out  dsl,  and  as  new 
and  solutions  become  ready,  we 
(  providing  members  additional 
across  a  range  of  technologies — 
;ating  broadband  connectivity 
mltiple  providers  to  create  a  na- 
ootprint.  In  turn,  prices  will  come 
and  consumer  adoption  of  broad- 
pi  be  accelerated. 

Bob  Pittman 
President  and  coo 
America  Online  Inc. 

Dulles,  Va. 

ET'S  FIRST 

PRO  MANAGER  

i  Barksdale,  Internet  angel"  (In- 
ion  Technology,  May  10),  calls  him 
irst  real  professional  manager 
it  into  the  Internet  realm."  This 
ion  actually  belongs  to  John  Sidg- 
now  chief  operating  officer  of  mci 
"om),  who  was  brought  in  to  run 
1  Technologies  while  Barksdale 
ill  at  McCaw.  Please  give  credit 
credit  is  due. 

Rick  Adams 
'ounder,  uunet  Technologies  Inc. 

Oakton,  Va. 


A  CONSULTANCY  TELLS 

ITS  SIDE  OF  THE  STORY  

A.  T.  Kearney  continues  on  a  strong 
growth  track,  with  revenues  up  18.5%  in 
1998  on  a  constant-currency  basis 
("What's  dragging  down  A.  T.  Kearney," 
Management,  May  10).  While  that's 
slower  than  in  recent  years,  it's  a 
growth  rate  that  many  companies,  in- 
cluding most  of  our  large  high-value- 
added  competitors,  would  envy.  Over 
time,  our  firm  has  enjoyed  15-year 


growth  compounded  at  25%  per  year, 
more  than  twice  the  industry  average. 
We  have  doubled  in  size  every  three 
years  for  the  past  15  years. 

While  we're  proud  of  Kearney's  her- 
itage in  operations  consulting,  our  vi- 
sion is  to  be  the  leading  high-value- 
added  management  consultancy  with  a 
full  spectrum  of  services,  including  strat- 
egy, operations,  and  information  tech- 
nology. We  have  expanded  our  global 
strategy  practice  rapidly,  with  gross 
revenues  up  25%  in  1998.  Strategy  con- 


We  stand  out.  Williams  brings  together  new  communications 
technologies  plus  the  bandwidth  to  power  any  enterprise 
network.  We  bring  unparalleled  expertise  to  gathering,  processing 
and  delivering  natural  gas  and  other  energy  products.  In  short, 
tailored  energy  and  communications  services.  Don't  stand  for  less. 


Williams 
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By  extending 
the  Net  to  devices,  we're  enabling  com- 
panies to  reach  people  in  new  ways.  You  did  want  to  be 
reached  now,  didn't  you?  Sorry  to  bother  you.  But  the  power  of 
.com  is  about  to  shoot  out  beyond  where  the  desktop  is  — to  wherever 
the  customer  is.  Thanks  to  some  very  cool  technologies  from  Sun.  Whether 
it's  connecting  a  laptop  to  a  cell  phone  or  a  dishwasher  to  a  service  center,  our 
Embeddedjava,  )ini"  technologies,  and  chip  architecture  are  enabling  companies  tc 
harness  the  Net  for  a  whole  new  generation  of  products  Not  to  mention  a  whole  new  e 
of  services.  Fact  is,  as  hot  new  devices  and  appliances  link  to  the  Net,  manufacturers  will  f 
lucrative  new  ways  to  stay  linked  to  their  customers.  From  direction-tracking  for  motorisl 
security-monitoring  for  homeowners,  there's  no  telling  how  we'll  change  the  way  a  business  inte 
with  its  customers  next.  You  do  want  to  stay  connected,  right?  THE  NETWORK  IS  THE  COMPi 


THINK  PATTERNS.  REAP  PROFITS. 


Whether  you*re  a  business  leader  or 
investor,  this  groundbreaking  guide 
will  help  you  to  anticipate  sources 
of  profit  before  they  develop. 
Through  more  than  200  case  studies, 
telling  diagrams,  and  strategy 
exercises.  Profit  Patterns  provides 
all  the  tools  you  will  need  to 
capture  tomorrow's  profit  zones. 

ProfitPatterns.com — the  book's 
companion  website — is  the  online 
home  of  pattern  thinking. 


"Offers  a  powerful  framework  for  making  sense  out  of 
a  complex  and  changing  business  landscape.  I  hope  our 
managers  read  it  and  our  competitors  don't." 

— John  W.  Madigan,  chairman,  president,  and  CEO,  Tribune  Company 
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Stuttering  Didn't 
Keep  Her  Grounded. 


1-800-992-9392 


Annie  Glenn,  wife  of  astronaut 
John  Glenn,  was  grounded  tor 
years  by  a  stuttering  problem. 
Speech  therapy  and  hard  work 
turned  it  around.  Today  she 
speaks  with  confidence,  grace, 
and  strength. 

For  more  information  on  what  you 
can  do  about  stuttering,  write  or 
call  us  toll-tree. 

fli  Stuttering 

\m\  FOUNDATION 

1  of  America 

A  Non/mi/it  (  irjjunijation 
Since  1947 — Helping  Those  Whn  Stutter 
www.stutterSFA.org  •  stutterwvantek.net 
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suiting  represents  approximately 
third  of  our  business. 

Our  current  growth  is  drive 
great  work  for  our  clients.  A.  T. 
ney  has  the  highest  client  satisfc 
level  among  16  management-consi 
firms,  according  to  a  1998  Louis  I 
&  Associates  worldwide  survey  o 
executives.  To  sustain  this  growth 
year  we've  hired  210  new  mbas 
U.  S.  alone. 

The  A.  T.  Kearney-EDS  partne 
continues  to  drive  growth  at  both 
nizations.  We  collaborated  on  mor< 
$7  billion  in  eds  business  from 
through  1998,  with  Kearney  fe 
more  than  $375  million.  We  have 
$14  billion  in  eds  contract  value 
pipeline,  with  Kearney  fees  repres< 
about  $150  million.  Hardly  evidei 
two  firms  straggling  to  connect. 

Brian  Ha: 
Vice-Pres 
A.  T.  Kearne 
CI 

A  RISING  TIDE 
DEMANDS  RISING  SKILLS 

Thanks  for  revealing  a  positiv 
effect  of  the  labor  shortage:  Emp' 
are  teaching  once-marginal  appl 
the  skills  that  make  them  empl 
("The  economy's  rising  tide,"  ! 
Analysis  &  Commentary,  Apr.  26) 

But  the  American  workplace 
coming  more  demanding  for  even 
The  need  to  improve  skills  do 
stop  with  entry-level  hires.  Emp 
we  work  with  in  testing  and  tr; 
find  it  helps  the  bottom  line  t 
their  existing  workers  better  sk 
problem-solving,  communieatio 
teamwork.  The  results — lower  tur 
increased  productivity,  and 
morale.  American  jobs  at  all  lev 
quire  higher  skill  sets  than  in  thi 
Michael  Mc 

AC 

Iowa  City 

KEEPING  AN  EYE  ON 
SWEATSHOPS-VIA  AUDITS 

Please  note  that  the  systen 
scribed  in  "Sweatshop  reform:  H 
solve  the  standoff"  (Social  Issues 
3)  are  not  strictly  alternatives,  b 
be  complementary.  Only  one  is  v 
running:  The  SA8000  system  has 
operational  since  January,  1998. 
international  auditing  organization  jjt 
been  accredited  to  conduct  auditB 
numerous  certification  audits  hav<J 
undertaken — in  China,  Italy,  the'k 
Vietnam,  and  Brazil.  Certified  cm 
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Txth.  the  help  of  satellite  communications,  we're  building 

worldwide  classrooms. 


Mng  should  come  between  a  child  and  a  good  education.  Not  even  miles  of  barren  desert.  So  thanks  to  distance-learning  urograms 
aed  by  Hughes  satellite  technology,  (Millions  0/  students  in  remote  towns  all  over  the  world  can  now  get  the  solid,  well-rounded  education 
deserve.  It's  just  one  example  of  how  Hughes  is  leading  the  way  in  creating  limitless  communication.  From  high  speed  internet  access 
•usiness  networking  to  the  digital  home  entertainment  of  D/RfcV/V,  we're  turning  the  planet  into  a  close  knit  community. 
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nies  are  listed  at  the  Council  of  Eco- 
nomic Priorities  Accreditation  Agency's 
Web  site. 

Please  also  note  that  SA8000  is  an  in- 
ternational system:  Our  advisory  board 
includes  persons  affiliated  with  Euro- 
pean and  U.  S.  retailers,  trade  unions, 
and  representatives  of  human-rights  or- 
ganizations. Companies  committed  to 
the  SA8000  system  include  France's  Pro- 
modes,  Italy's  Coop  Italia,  the  Dutch 
we  Europe,  and  Germany's  Otto  Ver- 
sand.  Together,  their  sales  total  over 
$75  billion. 

Because  these  efforts,  as  well  as  sev- 
eral in  Europe,  look  to  standardized, 
impartial  auditing,  they  can  work  in  tan- 
dem. The  SA8000  audits,  modeled  on 


FINDING  US  ONLINE 


The  full  text  of  Business  Week,  the  Business  Week 
Daily  Briefing,  and  seven  years  of  BW  archives  are 
available  on  the  World  Wide  Web  at: 
www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 
To  sign  up  for  BW  on  AOL,  call  (800)  641-4848 
and  mention  Business  Week. 


IS09000  protocols,  more  than  satisfy  the 
requirements  of  other  codes  as  well  as 
those  proposed  for  Fair  Labor  Assn. 
monitoring.  Those  who  have  been  im- 
plementing SA8000  are  aware  of  the  val- 
ue of  quality  auditing  and  expect  to  see 
similar  benefits  from  systematic  work- 
place condition  audits. 

Alice  Tepper  Marlin 
President 

Council  on  Economic  Priorities 
Accreditation  Agency 
New  York 

WHY  WE  MOVE 

WHERE  WE  MOVE  

The  conclusion  that  the  volumes 
in  net  migration  show  "which  cities 
Americans  consider  most  livable  ("The 
List:  Where  Americans  are  moving," 
Up  Front,  May  10)  assumes  people's 
choice  of  a  place  to  live  is  determined 
only  by  their  perceptions  of  livability. 
But  explosive  job  growth  is  more  likely 
responsible  for  the  rankings  of  the  top 
five  metro  areas,  since  people  tend  to 
move  to  and  stay  in  places  where  jobs 
are  growing  fast  and  leave  places  where 
they  are  not. 

The  factor  most  common  to  the  bot- 


tom five  would  appear  to  be  high 
of  living  and  doing  business  rather 
a  lack  of  "livability."  Data  on  wh 
do  is  not  always  evidence  of  our 
erences.  Cancer  and  heart  diseas 
hardly  the  "most  popular"  fatal  dis 
because  more  people  die  from  the 
John  L.  Ga 
Monroevill 
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prevent  risk  turning  into  loss.  As  one  of  the  world's  leading  insurers  our  financial  strength 
d  technical  expertise  combine  to  make  Allianz  Group  the  partner  you  can  trust  whenever 

d  wherever  vou  need  us.  Allianz.  The  Power  Beside  You. 


AHfl 


Books 


THE  RETURN  OF  DEPRESSION  ECONOMICS 

By  Paul  Krugman 
Norton  •  176pp  •  $23.95 


THE  DANGERS  LURKING 
IN  THE  GLOBAL  ECONOMY 


Late  last  summer,  as  Asia's  eco- 
nomic woes  and  currency  devalu- 
ations pulled  Hong  Kong  into  a 
deepening  recession,  the  city-state  was 
nearly  blindsided  by  the  machinations  of 
a  few  high-stakes  speculators.  Although 
Hong  Kong  insisted  that  it  would  never 
abandon  the  currency  board  that  an- 
chored its  dollar  to  the  U.  S.  greenback, 
a  few  hedge  funds  saw  a  chance  to 
make  a  killing  out  of  its  problems. 

According  to  insiders,  the  funds  sold 
short  something  like  $30  billion  worth  of 
Hong  Kong  stocks  and  then  exchanged 
the  proceeds  for  U.  S.  dollars — thus 
putting  pressure  on  the  Hong  Kong  dol- 
lar. If  the  move  forced  the  government 
to  devalue,  the  funds  stood  to  make  a 
bundle  on  their  currency  transaction.  If 
the  government  chose  to  defend  the 


Hong  Kong  dollar  by  pushing  up  inter- 
est rates,  local  stocks  would  tumble, 
and  their  short  position  would  pay  off. 

Hong  Kong  did  neither.  Instead,  it 
used  its  massive  reserves  to  buy  stocks, 
causing  the  funds  to  lose  money  on  then- 
short  positions.  Although  free-marke- 
teers viewed  the  move  as  heresy  (Mil- 
ton Friedman  called  it  "insane"),  Hong 
Kong  won  the  skirmish,  and  local  stocks 
have  since  appreciated  by  some  75%. 

This  riveting  tale,  recounted  by  Paul 
Krugman  in  The  Return  of  Depression 
Economics,  illustrates  one  of  the  book's 
underlying  messages:  that  today's  high- 
speed global  economy  can  confront  coun- 
tries with  sudden  unexpected  threats 
that  require  creative,  unconventional  re- 
sponses to  stave  off  disaster. 

Krugman  also  believes  the  basic  prob- 


lem facing  much  of  the  world  to* 
the  same  problem  it  faced  duriij 
Great  Depression,  albeit  with  lei 
gency — insufficient  demand  to  el 
idle  capacity.  Until  policymaker! 
up  to  this  fact,  he  warns,  they  arii 
ly  to  choose  incorrect  or  inadesi 
remedies  to  cure  their  nation's  Oil 

Krugman's  book  is  also  a  lucid  e$ 
tion  of  how  economies  work,  groli 
into  trouble,  and — one  hopes — get  ig 
it.  Economists  are  not  known  for  nl 
complex  ideas  accessible  to  the  g4 
reader,  but  Krugman  accomplishej; 
with  effortless  grace  and  style. 

Starting  with  an  appraisal  of  tj» 
called  Asian  miracle,  he  chronick 
tremors  that  have  shaken  the  dei 
ing  world  in  the  1990s,  from  Mej 
1995  "tequila  crisis"  to  the  melt 
that  spread  from  Thailand  in  13 
Malaysia,  Indonesia,  South  Koreaf 
sia,  and  Brazil.  Although  the  stl 
familiar,  Krugman  enlivens  his  acjt 
by  providing  historical  perspective': 
details,  and  anecdotes  that  advan* 
argument.  Several  themes  emergti 

First,  it's  clear  that  global  finai 
market  liberalization,  pushed  strenw 
by  the  International  Monetary  Fif 
the  1990s,  hasn't  lived  up  to  its  pr« 
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ler  than  allocating  global  savings 
!  efficiently  and  stimulating  growth, 
tered  capital  markets  have  too  often 
uraged  speculative  inflows  and  out- 
i  of  hot  money  that  have  destabi- 
local  economies.  And  links  between 
3rs — banks,  mutual 
5,  and  cuirency  spec- 
irs — have  proved  to 
)  sensitive  that  panic- 
quickly  spread  from 
to  another  and  from 
try  to  country,  includ- 
he  U.  S.  and  Japan, 
icond,  the  idea  that 
>ns  whose  economies 
psed  deserved  their 
is  exaggerated.  Mex- 
Brazil,  and  Argenti- 
br  example,  had  im- 
iented  wide-ranging 
omic  reforms.  And 
gh  Asia's  emerging 
ns  had  flaws,  such  as 
fism  and  weak  bank- 
ystems,  most  of  them 
had  economic  profiles 
international  lenders 
I  high  savings  rates, 
iced  budgets,  and  low  inflation, 
hat  made  these  countries  vulnera- 
says  Krugman,  is  that  they  chose  to 
their  economies  to  international 
al  flows  and  then  snapped  up  the 


RETURN  OF 
DEPRESSION 
ECONOMICS 


short-term  dollar  loans  foreign  lenders 
were  eager  to  supply.  And  what  com- 
pounded their  woes  when  those  lenders 
panicked  was  the  IMF's  insistence  that 
they  practice  fiscal  austerity  and  raise 
interest  rates  to  superhigh  levels  to  re- 
assure the  market  and 
keep  their  currencies  from 
tanking. 

Like  other  observers, 
including  this  magazine, 
Krugman  argues  that  such 
traditional  medicine  exac- 
erbated the  wounded  na- 
tions' slumps.  This  under- 
E  mined  market  confidence 
even  more,  worsening  the 
=  financial  contagion  it  was 
z  supposed  to  contain. 

The  good  news  is  that 

PAUL  KRUGMAN  As  in  the  1930s,  many 
nations  are  plagued  with  inadequate 
demand-and  need  fresh  economic  ideas 


the  economies  most  battered  by  the  re- 
cent financial  maelstrom  appear  to  be 
bottoming  out.  Further,  the  IMF  has  re- 
laxed some  of  its  strictures  and  is  re- 
thinking its  philosophy.  The  bad  news  is 


that  millions  of  people  are  still  unem- 
ployed, recoveries  are  still  fragile  and 
uncertain,  and  it  will  take  years  to  re- 
pair the  damage.  In  addition,  as  Krug- 
man stresses  in  one  of  his  chapters, 
Japan,  one  of  the  world's  leading- 
economies,  seems  unable  to  extricate  it- 
self from  a  debilitating  eight-year  bout 
of  chronic  stagnation. 

In  short,  today's  global  economy  re- 
mains a  far  more  dangerous  place  than 
many  people  appreciate.  To  make  it  less 
so,  says  Krugman,  policymakers  will  have 
to  reconsider  conventional  orthodox 
thinking  that  regards  inflation  as  always 
bad  and  interference  with  markets  as 
inherently  counterproductive. 

Krugman  offers  some  prescriptions. 
He  advises  Japan  to  adopt  a  moderate- 
ly inflationary  monetary  policy  to  get 
its  citizens  to  start 
spending.  He  thinks 
emerging  nations 
should  consider  using 
taxes  to  discourage  lo- 
cal   companies  from 
borrowing  in  foreign 
currencies.  And  he  be- 
lieves that  imposing 
temporaiy  capital  controls  can  be  helpful 
in  defusing  financial  crises.  All  worthy 
ideas.  More  are  needed. 

BY  GENE  KORETZ 
Koretz  is  Economic  Trends  editor. 


)  handoffs.  No  security  worries 


>t  one  seamless  global  network. 


MCI  WORLDCOM, 


re  than  eighty  I  .S.  markets,  as  well  as  several  markets  in  Europe, 
ler  your  needs  an-  local,  uational  or  international,  yon  deal  with  one 
rted  account  team  for  everything.  Pretty  straightforward,  isn't  it? 
luting  \l(  J  WorldCom  On-Net  Services.  For  details,  visit  wcom.com 


ON-NET  DATA  SERVICES 

ONE  NETWORK 
END-TO-END 
NO  HANDOFFS 


Akhough  it  was  invented  over  5,000  years  ago,  glass  still  holds  a  special  fas, 
V    f,eld  0f  ll9ht,n9  technology,  for  example,  entirely  new  effects  are  being  < 
^    scheme  of  things,  we're  sure  this  is  just  the  beginning  of  greater  things  t 
stay@schottglass.com  visit  us  at  www.schottglass.com 

Fiber  optic  lightguides  made  of  glass  -  advanced  technology  from  SCHOTT. 
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day,  the  possibilities  it  offers  are  endlessly  varied.  In  the 
the  use  of  fiber  optic  lightguide  systems.  Yet  in  the  grand 
Corporation,  3  Odell  Plaza,  Yonkers,  NY  10701  e-mail: 
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WHERE'S 
THE  PROFIT 

IN  EMAIL? 


Offer  your  customers  free  email  from  CommTouch, 
branded  with  your  company's  name  and  customized 
with  the  hottest  features,  and  the  profit  will  find  you. 

With  CommTouch,  every  time  your  customers 
check  their  email,  they're  checking  out  your  website. 

You'll  get  a  lot  more  than  ad  revenues. 

You'll  also  get  valuable  information  about 
customers'  preferences  and  buying  habits,  giving  you 
high  return  direct  marketing  opportunities.  And  you'll 
provide  your  customers  sophisticated  messaging 
services  that  go  far  beyond  email. 

So  finding  the  profit  isn't  the  hard  part.  It's  finding 
the  best  email  to  offer. 


We've  cracked  the  code  of  e-commerce  profitabilit 
while  others  are  still  chasing  our  technology. 

The  fact  is,  CommTouch  delivers  email  solutions  t< 
over  100  leading  business  partners  worldwide.  For  we 
leaders  like  Excite  and  Talk  City.  For  corporations,  like 
Japanese  giant  NTT.  And  tiny  companies  with  just  a 
handful  of  customers. 

If  you've  never  considered  providing  email  to  you 
customers,  now's  the  time. 

And  if  you're  looking  for  the  profit  in  it,  look  no 
further  than  CommTouch.  For  more  information, 
please  contact  sales@commtouch.com  or  visit  our 
website  at  www.commtouch.com 


corr^touch 

The  global  email  messaging  solution 
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>NE  THUMB  UP 
OR  THE  PALM  VII 


|  a  way-cool 
cutive  toy.  But  the 
w  features  may 
t  justify  the  cost 

t  dawns  on  me  while 
pulling  out  of  the  Orlando 
aii-port  that  I'm  not  quite 
3  how  to  get  to  the  hotel 
re  I'm  supposed  to  give  a 
ich.  So  I  pull  over,  whip 
my  wireless  Palm  VII, 
up  the  antenna,  and  tap 
MapQuest  icon.  I  enter 
location  and  destination 
ress  and  after  a  minute 
o,  driving  instructions  ap- 

on  the  screen.  Cool,  I 
k,  trying  to  repress  the 
ization  that  I  could  have 
implished  the  same  thing, 

slightly  less  convenient- 
ly stopping  at  the  Heitz 
iter  for  directions, 
his,  in  brief,  is  the 
nise  and  the  challenge  of 
Palm  VII,  which  hits  the 
ket  on  May  24,  with  ini- 
availability  limited  to  the 
v  York  metro  area.  It's 
and  handy  to  be  able  to 
)  all  sorts  of  information 
l  specially  prepared  Web 
3.  But  does  this  newest 
iber  of  3Com's  Palm  fam- 
-basically  a  slightly  big- 
Palm  III  with  wireless 
ares — provide  enough  val- 
o  justify  its  cost? 
he  cost  of  adding  Web  ac- 

to  the  popular  organizer 
msiderable.  The  Palm  VII 
retail  for  $599,  compared 
.  $249  for  the  III  and  $449 
the  sleek  new  Palm  V. 
that's  only  the  beginning. 

also  need  one  of  Palm's 
service  plans.  For  $9.99  a 
th,  you  get  50  kilobytes' 
;h  of  transmissions,  rough- 
)  E-mail  messages  or  the 
pressed  Web  pages  that 


Palm  calls  "Web  clips."  Triple 
the  volume  goes  for  $24.99.  In 
both  cases,  extra  transmis- 
sions run  300  per  kilobyte. 

Cost  is  only  one  of  the  con- 
straints on  the  Palm  VII. 
Like  the  Palm  III,  which  is 
about  half  an  inch  shorter  and 
not  quite  an  ounce  lighter,  the 
VII  is  powered  by  a  pair  of 
AAA  batteries.  But  wireless 
communication  takes  a  lot  of 
power.  So  to  make  the  bat- 
teries last  at  least  a  couple 
of  weeks  (vs.  six  or  more  in 
the  Palm  III),  the  radio  is 
turned  on  only  when  the  an- 
tenna is  flipped  up,  which 
keeps  the  Palm  VII  from  dou- 
bling as  a  pager.  This,  plus 
its  ability  to  receive  E-mail 
sent  only  to  an  account  at 
palm.net,  limits  its  utility  as 
an  E-mail  terminal. 
MOVIES.  Still,  the  Palm  VII 
offers  an  intriguing  assort- 
ment of  services,  many  of 
which  take  advantage  of  the 
fact  that  when  you  transmit, 


port  on  traffic  conditions  for 
Zip  code  20036  in  the  District 
of  Columbia,  even  though  it 
did  have  information  for 
metro  Washington.  (I  never 
did  succeed  in  getting  a  free 
30-day  trial  of  Etak's  extra- 
cost  traffic  service  cus- 
tomized for  your  com- 
muting routes.) 

Because  all  traffic  in 
and  out  of  the  Palm  VII 
is  encrypted,  it's  well  suit-  \ 
ed  to  E-commerce,  though  I 
only  a  few  applications  will  | 
be  available  at  the  outset. 
You  can  buy  tickets  from 
TicketMaster  Online,  and 
Bank  of  America 


Palm  VII  is  a  way-cool  exec- 
utive toy.  It  will  become  an 
important  business  tool  if 
companies  decide  it's  worth- 
while for  them  to  hook  up 
their  computer  systems  to 
palm.net  so  that  they  can 
transmit  corporate  data  to 
Palm  VIIs  in  the  field.  Then 
you  could  receive  E-mail  from 
your  corporate  in-box,  get 
wireless  updates  to  product 
catalogs  and  other  databases, 
even  process  orders.  With  the 
ingenuity  that  programmers 
have  shown  in  developing  ap- 
plications for  the  Palm,  this 
wireless  capability  could  be- 
come interesting. 

But  while  the  Palm  VII  is 
about  the  slickest  and 
most  versatile  wireless 
device  that  I've  seen, 
it  could  run  afoul  of 
|  the  same  problems 
I  that  have  long  re- 
i  stricted  wireless 
communications 
to   niche  mar- 
I  kets.  The  net- 
works are  too 
expensive  and 
|  too  slow,  rarely 
achieving  sus- 


\ 


PALM  VII 

WIRELESS 

FEATURES 


TYMCAL 
SERVICES 

Driving  directions 
Movie  programs  &  times 
ATM  locator  Traffic  conditions 
Stock  quotes  News  &  sports 
Airplane  flight  info 


MONTHLY  W 
FEES  :|F 

$9.99  for  50  KB 

(equivalent  of  80  E-mails) 

$24.99  for  150  KB 

(240  E-mails) 

300  per  additional  KB 


the  BellSouth  Wireless  Data 
network  can  figure  out  your 
location  within  a  radius  of  a 
mile  or  so.  So  when  you  se- 
lect the  United  Parcel  Ser- 
vice icon,  you  get,  in  addition 
to  package  tracking,  the  lo- 
cation of  nearby  drop-off 
points.  The  Moviefone  guide 
gives  you  listings  and  show 
times  for  nearby  theaters. 
But  the  Etak  Traffic  Touch 
kept  insisting  it  had  no  re- 


customers  can  manage  their 
accounts.  Fidelity  Investments 
provides  online  trading. 

Other  services  range  from 
the  useful  to  the  lightheart- 
ed.  Travelocity  and  oag  On- 
line let  you  check  flight  sched- 
ules and  status.  Several  news 
sources  keep  you  on  top  of 
the  headlines.  You  can  even 
get  the  latest  sports  scores 
from  ESPN. 

In  its  current  form,  the 


tained  speeds  of  more  than 
9.6  kilobits  per  second.  They 
also  bog  down  when  traffic  is 
heavy  or  in  areas  where  re- 
ception is  poor.  And  the 
network  the  Palm  VII  uses  is 
available  only  in  large  North 
American  urban  areas.  Until 
wireless  data  communications 
get  faster,  cheaper,  and  more 
ubiquitous,  devices  like  the 
Palm  VII  may  have  a  hard 
time  justifying  themselves. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


WHY  THE  U.S.  SHOULD  WELCOME 
CHINA  TO  THE  WTO 


WIN-WIN: 

Zhu's  trade- 
liberalization 
proposal 
would  open 
China's 
markets  wide 
and  cost  the 
U.S.  economy 
almost 
nothing 


Laura  D'Andrea  Tyson  is  dean  of 
the  Haas  School  of  Business  at  the 
University  of  California  at  Berkeley 
and  was  President  Clinton's  chief 
economic  adviser. 


President  Clinton  faces  a  June  3  deadline 
to  tell  Congress  his  decision  about  ex- 
tending most-favored-nation  status  to 
China  for  another  year.  He  should  seize  this 
opportunity  to  announce  an  agreement  for 
China's  admission  to  the  World  Trade  Orga- 
nization. Such  an  announcement  would  un- 
doubtedly unleash  the  most  heated  debate 
about  U.  S.  trade  policy  since  the  North 
American  Free  Trade  Agreement.  But  like 
the  dispute  over  nafta,  this  one  is  worth  the 
risk  in  political  capital.  And  as  with  nafta, 
the  President  can  and  should  win  this  one. 
China's  entry  to  the  WTO  along  the  terms  of- 
fered by  Zhu  Rongji  during  his  April  state 
visit  would  serve  America's  commercial  and 
security  interests. 

Zhu  came  to  Washington  armed  with  a 
trade-liberalization  proposal  more  ambitious 
than  anyone  anticipated.  The  package  includ- 
ed opening  the  markets  in  such  key  areas  as 
agriculture,  banking,  insurance,  and  telecom- 
munications. It  would  reduce  Chinese  tariffs 
on  priority  U.S.  exports  by  more  than  50%, 
to  levels  comparable  to  most  of  our  other 
trading  partners'.  China  also  vowed  to  phase 
out  its  irksome  controls  on  trading  and  dis- 
tribution rights  for  foreign  companies,  freeing 
them  to  sell  products  throughout  China's  vast 
markets. 

What  was  the  U.  S.  asked  to  sacrifice  in  re- 
turn? Essentially,  nothing.  The  U.  S.  would 
not  see  a  surge  in  imports,  because  it  is  al- 
ready open  to  Chinese  goods.  Chinese  ex- 
ports displace  imports  from  other  low-wage 
countries,  rather  than  American  goods,  which 
would  cost  production  and  jobs.  The  only  big 
change  to  American  markets  would  be  in  the 
textile  industry,  which  is  currently  protected 
by  quotas  slated  for  elimination  under  WTO 
rules.  China  is  among  the  world's  lowest-cost 
producers  of  textiles,  and  one  of  the  great 
benefits  of  wto  membership  would  be  the 
elimination  of  U.  S.  quotas.  Although  parts 
of  the  U.  S.  textile  industry  will  suffer  when 
global  textile  quotas  disappear,  there  is  over- 
whelming evidence  that  American  consumers 
and  the  economy  as  a  whole  will  benefit. 

True,  China's  wto  membership  would  mean 
that  the  U.  S.  could  no  longer  impose  unilat- 
eral sanctions  on  China  for  violations  of  its 
trade  laws.  Instead,  Washington  would  have 
to  go  to  the  wto  for  adjudication.  But  to  date 
this  procedure  has  proven  effective  in  safe- 
guarding American  interests. 


In  the  short  run,  the  direct  comme 
benefits  to  the  U.  S.  from  China's  admissk 
the  wto  would  be  positive  but  small,  bee 
trade  with  China  amounts  to  only  about  1 
total  U.  S.  output.  Some  sectors  like  tele 
munications  and  agriculture,  however,  w 
reap  considerable  gains  as  a  result  of  mat 
ly  improved  access  to  China's  markets.  IV 
over,  the  commercial  benefits  for  the 
would  expand  as  long  as  China's  econ 
continues  to  prosper,  an  outcome  that 
pends  on  China's  adherence  to  economic 
form.  That,  in  turn,  depends  on  the  poli 
future  of  China's  reformers,  of  whom 
Rongji  is  the  most  visionary  and  powerf 
bolstering  REFORM.  Indeed,  Zhu's  wil 
ness  to  offer  such  sweeping  concession 
his  proposal  reflects  his  desire  to  speed 
pace  of  economic  reform  in  China  against 
siderable  opposition  by  state  enterprises 
others  who  would  be  harmed  by  the  ope 
of  the  markets.  Just  as  nafta  bolstered 
political  forces  of  economic  reform  in  Me: 
a  wto  agreement  would  bolster  refort 
China. 

It  might  be  possible  to  negotiate  an 
better  deal  than  the  one  Zhu  extende 
April.  But  as  President  Clinton  has  com 
counseled  on  other  issues,  public  policy  o 
fails  when  the  perfect  is  allowed  to  bee 
the  enemy  of  the  good — or,  in  this  case, 
enemy  of  a  better  deal  than  anyone  expec 

Although  no  one  can  know  for  sur< 
seems  likely  that  had  President  Clinton 
cepted  Zhu's  wto  offer  in  April,  China  w 
have  reacted  to  NATO's  accidental  bombin 
its  embassy  in  Belgrade  with  more  restr 
and  greater  trust  in  America's  word.  Inst 
stung  by  what  the  Chinese  must  have 
ceived  as  an  American  rebuff  to  its  ai 
tious  trade-liberalization  offer,  the  Chit 
responded  with  anger  and  suspicion, 
pending  talks  in  several  areas  of  mu 
interest. 

The  good  news  is  that  China  has  now 
naled  its  willingness  to  continue  negotiatjl 
to  finalize  a  wto  deal.  Washington  should* 
double  its  efforts  toward  this  end,  even  ;1 
tightens  its  internal  controls  to  prevent  fuK 
leaks  of  military  secrets  and  maintains  sip 
port  for  human  rights. 

wto  membership  would  increase  M 
prospects  for  a  more  prosperous,  democr;ic 
and  stable  China.  And  that  is  unquestion;lj 
in  America's  national  interest. 
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Hyperion 

See  the  Future  First" 


800.286.8000  ext.  1 
vvvvw.hyperion.com/welcome; 


When  Ron  invests  online, 
he  does  it  himself. 

But  with  Schwab, 
he  doesn't  do  it  alone. 

RON  INVESTS  WITH  SCHWAB.COM  BECAUSE  HE  LIKES  CALLING  THE  SHOTS. 
"BUT  I  ALSO  LIKE  THAT  I  CAN  CALL  AND  GET  HELP  WHEN  I  NEED  IT,"  HE  SAYS. 

Charles  Schwab  on  investing 


"I've  been  trading  for 
irs.  Now,  my  preferred 
thod  is  online,"  says 
n.  "That's  the  way 
1  trading  these  days, 
id  I  always  do  it  at 
iwab.com.  It  makes  it 
much  easier." 
That's  nice  to  hear, 
id  if  you  need  help 
ile  you're  online? 
"1  call  somebody  at 

wab.  I  just  call  up  the  800  number  and  get 
nebody  on  the  phone.  They  have  the  website 
1  the  back-up  of  Schwab's  professionals.  You 
'ays  feel  comfortable  with  them,  because  of 
•ir  support.  From  my  perspective,  it's  really 
te  good." 

In  fact,  Schwab's  representatives  are  more 
in  happy  to  talk  by  phone  day  or  night,  7  days 
/eek.  Even  while  you're  online.  No  one  else 
srs  service  quite  like  Schwab. 
"It's  the  strongest  possible  combination," 
"itinues  Ron,  "the  quickness  and  ease  of  the 
ernet  and  the  team  of  professionals  you  can 
to  for  help.  You  can't  ask  for  anything  more 
en  you  think  about  it." 

Among  other  things,  Ron  also  has  access 


"I  see  the  Internet 
as  the  single  most 
empowering  force 

for  the 
individual  investor" 


to  the  Analyst  Center  on 
Schwab.com.  It  provides 
access  to  analyst  reports 
such  as  Credit  Suisse 
First  Boston  Corporation 
and  Hambrecht  &  Quist. 
Information  once  only 
available  to  professional 
money  managers.  Schwab 
makes  these  reports  avail- 
able, so  you  can  ask  better 
questions  about  the  invest- 
ments you're  considering. 

It's  just  part  of  a  wealth  of  information  at 
Ron's  fingertips  and  yours. 

Whether  it's  online,  in  your  local  branch  or 
on  the  phone,  as  Ron  says,  "Their  service  has 
been  top-notch  right  across  the  board.  They 
give  you  everything  you  need  at  all  times.  And 
freedom  to  do  what  you  want." 

A  concluding  thought,  Ron?  "Every  person  I 
talk  to  seems  like  they  care  about  the  customer. 
It's  the  right  way  to  run  the  business." 

If  you're  ready  to  move  up  to  Schwab,  call 
1-800-4  SCHWAB,  log  on  to  our  website  at 
www.schwab.com  or  visit  us  at  any  of  our 
over  290  branches. 


days  alter  the  provider  makes  the  reports  available  to  institutional  clients,  who  may  act  on  the  reports  in  the  meantime.  Access  to  services  and  your  account  may 
ed  during  periods  of  peak  demand  or  market  volatility  or  for  other  reasons.  ©Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (0499-1503). 
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Economic  Trends 


BY  GENE  KORETZ 

WAVING  A 
STATISTICAL  WAND 

Why  the  new  economy  isn't  so  new 

With  Alan  Greenspan  leading  the 
cheering  section,  anyone  pooh- 
poohing  the  New  Economy  had  better 
think  twice.  The  numbers  keep  rolling 
in:  low  inflation  in  the  face  of  rock-bot- 
tom unemployment,  fat  productivity 
gains,  and  a  surging  federal  budget  sur- 
plus. The  continuing  improvement  in 
such  measures  in  the  ninth  year  of  a 
business  expansion  seems  almost  too 
good  to  be  true. 

And  it  may  be — just  a  little.  What 
many  people  seem  to  have  ignored  is 
that  the  Bureau  of  Labor  Statistics  has 
been  working  overtime  since  the  mid- 
1990s  to  improve  the  accuracy  of  the 
consumer  price  index  and  remove  an 
upward  bias  in  its  readings.  According 
to  economists  at  Goldman,  Sachs  &  Co., 

REVISIONS  PUT 
A  GLOSS  ON  THE  DATA 


I  INCREASE.  WITHOUT  REVISIONS 
OF  CONSUMER  PRICE  INDEX* 


CONSUMER  PRICES     NONFARM  PRODUCTIVITY 

▲  PERCENT  CHANGE,  YEAR  OVER  YEAR 
*IN  1995-1999  DATA:  LABOR  DEPT.,  RFA  ESTIMATES 

such  revisions  from  1995  through  1997 
reduced  the  recorded  pace  of  consumer 
inflation  by  at  least  three-tenths  of  a 
percentage  point. 

Statisticians  have  been  even  busier 
since  then.  Economist  Kevin  H.  Mcln- 
tyre  of  rfa,  a  West  Chester  (Pa.)  eco- 
nomic consulting  firm,  estimates  that 
further  changes  made  in  1998  and 
1999 — reflecting  an  updated  market  bas- 
ket of  items,  quality  changes  in  person- 
al computers,  and  consumption  shifts  in 
response  to  fluctuating  prices — have 
clipped  half  a  percentage  point  more 
from  inflation  readings. 

The  key  point  to  remember,  however,  is 
that  the  bls  doesn't  revise  its  higher  es- 
timates of  past  inflation  when  it  makes 
such  improvements.  So  a  significant  chunk 
of  the  reported  downturn  in  inflation  since 


1995 — perhaps  three-quarters  of  a  per- 
centage point — reflects  changes  in  the  be- 
havior of  statisticians  rather  than  changes 
in  the  underlying  pace  of  price  hikes. 

The  same  is  true  of  the  economy's 
new  higher  growth  path  and  vaunted 
productivity  pickup.  At  any  given  level 
of  nominal  gross  domestic  product,  a 
lower  inflation  estimate  translates  into 
higher  real  output.  And  since  labor  in- 
put doesn't  change,  that  implies  higher 
labor  productivity.  Revisions  in  the  CPI, 
particularly  since  1997,  says  Mclntyre, 
are  responsible  for  "a  good  part  of  the 
recent  jump  in  productivity." 

Statisticians  also  deserve  a  little  cred- 
it for  the  budget  surplus.  Since  the  fed- 
eral government  uses  the  cpi  to  index 
such  big-budget  items  as  Social  Security 
and  military  pensions,  as  well  as  in- 
come-tax brackets,  a  downsized  cpi  has 
helped  in  two  ways:  It  has  kept  a  lid  on 
inflation  adjustments  to  transfer  pay- 
ments, and  it  has  pushed  people  with 
rising  incomes  into  higher  tax  brackets. 

While  it's  hard  to  estimate  the  im- 
pact of  these  statistical  changes  on  the 
budget  precisely,  it  has  been  far  from 
negligible.  A  few  years  ago,  the  Con- 
gressional Budget  Office  estimated  that 
a  percentage-point  decline  in  inflation 
would  save  the  government  $140  billion 
from  1998  to  2002. 

Does  this  imply  that  the  New  Econo- 
my is  all  statistical  smoke  and  mirrors? 
Hardly.  What  it  does  suggest  is  that 
the  old  economy  wasn't  quite  as  lack- 
luster as  it  seemed  and  that  the  recent 
improvement  has  been  exaggerated. 


QUICK  TO  FIRE  AND 
QUICK  TO  HIRE 

The  two  trends  could  be  related 

Are  labor  markets  red-hot  or  are 
they  cooling?  If  you  look  at  the  un- 
employment rate  or  listen  to  employer 
complaints  about  labor  shortages,  the 
answer  seems  clear.  But  the  latest  tally 
by  consultants  Challenger,  Gray  & 
Christmas  of  job-cut  announcements 
tells  an  apparently  different  story. 

After  hitting  a  10-year  high  last  year, 
planned  layoffs  by  major  corporations 
are  running  41%  over  1998's  pace — 
264,920  jobs  through  April  compared 
with  187,898.  April  was  the  13th  con- 
secutive month  in  which  the  job-cut  to- 
tal exceeded  its  year-earlier  level. 

Alan  Greenspan  offered  an  explana- 
tion for  the  seeming  contradiction  be- 
tween low  unemployment  and  high  lay- 
offs in  the  question  period  after  the  Fed 


o— 1 

▲  THOUSANDS  OF  JOBS  I 
DATA:  CHALLENGER! 
GRAY  &  CHRISTMAS  INI 


chairman's  recent  speech  in  Chica 
may  be,  he  said,  that  employer 
creased  tendency 
to  shed  employees 
has  actually  en- 
couraged hiring. 
Whereas  employ- 
ers in  the  past 
worried  that  hir- 
ing new  workers 
was  a  relatively 
heavy  commit- 
ment, the  knowl- 
edge that  they 
now  have  the 
freedom  to  let 
them  go  if  condi- 
tions warrant  may 
have  made  them 
less  reluctant  to  add  employees. 

In  other  words,  in  today's  fast-c 
ing  economy,  more  layoffs  and  f 
hhing  may  be  two  aspects  of  the  ki 
labor  market  flexibility  that  proi 
job  growth.  Interesting  thought. 


FIGURING  OUT 
THE  FED'S  INTEN 

The  message  in  its  tighter  tilt  § 

What  accounts  for  the  markets' ■ 
tively  mild  initial  reaction  tin 
news  that  the  Fed  is  leaning  toft 
tighter  money?  One  explanation  is  I 
ably  that  the  move  was  anticipate!) 
Fed  watchers  in  the  wake  of  the  H 
upward  blip  in  consumer  prices.  AnB 
may  be  awareness  that  the  adoption 
restrictive  bias  is  no  guarantee  theB 
will  actually  raise  interest  rates. 

Economist  William  Dudley  of  % 
man,  Sachs  notes  that  the  Green 
Fed  has  adopted  29  tightening  bft 
since  late  1987  but  has  followed  thiB 
with  an  actual  tightening  withim 
months  in  fewer  than  half  of  those  (■ 
By  contrast,  its  22  directives  favorim 
easier  monetary  policy  produced  eu 
moves  within  six  months  after  ■ 
adoption  nearly  90%  of  the  time. 

Indeed,  a  tightening  bias  seenB 
have  little  predictive  power.  Since  m 
notes  Dudley,  the  fomc  has  had  a  tfl 
ening  bias  at  14  of  its  meetings  bum 
tightened  monetary  policy  only  one™ 
has  eased  three  times.  The  Fed,  he  I 
likes  to  use  tightening  directives  tJk 
the  market  to  push  up  interest  rate* 
thus  lessen  the  need  for  actual  tight*! 
Since  a  significant  backup  in  rates  hi 
ready  occurred  before  the  Fed's  lflj 
bias  shift,  its  new  stance  will  term 
keep  the  market  from  changing  its  M 
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i  INFLATION 
(MING  BACK? 

,  but  a  jump  in  prices  startles  the  markets  and  the  Fed 


US.  ECONOMY 


HOW  OIL  HAS 
KEWED  INFLATION 


CONSUMER  PRICE 
INDEX 


TOTS 


In  Wall  Street's  galaxy,  the 
Phantom  Menace  is  inflation, 
he  Dark  Side  of  the  economy's  Force.  The  financial 
sets  know  that  benign  inflation  is  the  single  most 
>rtant  factor  supporting  the  economy's  amazing 
ij  Drmance  of  recent  years.  Without  it,  this  economic 
f  i  will  collapse, 
lat's  why  the  May  14  news  of  an  unexpected  0.7% 
)  in  the  April  consumer  price  index,  the  largest 
;hly  rise  in  more  than  nine  years,  looked  as  scary  as 
h  Maul  wielding  his  light  saber.  The  surge  touched 
selling  frenzy.  The  Dow  Jones  industrial  average 
]  ged  194  points  for  the  day,  and  the  yield  on  the  30- 
«  Treasury  bond  spiked  to  a  12-month  high  of  5.92% 
f  ars  of  an  interest-rate  hike  by  the  Federal  Reserve 

I"  ,n  to  creep  back  into  the  market's  psyche. 
The  Fed  partly  validated 
those  fears  at  its  May  18  pol- 
icy meeting.  Although  it 
stopped  short  of  raising  in- 
terest rates,  the  policymak- 
ers announced  that  they  were 
now  leaning  toward  tighten- 
ing, the  kind  of  formal  deci- 
sion that  heretofore  was  not 
made  public  until  weeks  af- 
ter policy  meetings.  The  Fed 
said  it  was  "concerned  about 
Dotential  for  a  buildup  of  inflationary  imbalances," 
it  cited  "already  tight  domestic  labor  markets 
ongoing  strength  in  demand  in  excess  of  produc- 
y  gains"  as  the  reasons  for  its  heightened  state  of 

le  stock  and  bond  markets  bristled  at  the  Fed's 
3,  but  because  of  the  April  cpi  surprise  and  recent 
lg  economic  data,  the  Fed's  shift  in  thinking  had  al- 
y  been  anticipated  by  the  markets  and  largely 
id  into  stocks  and  bonds,  starting  with  the  May  14 
)ff.  The  Fed's  new  openness  means  that  the  central 
:  can  tighten  financial  conditions  in  the  economy 
•ly  by  disclosing  its  policy  leaning  without  actually 
ng  short-term  rates. 

CRUCIAL  QUESTION  for  the  outlook  is  this: 
the  cpi  jump  real  or  just  special  effects?  The 
1  data  certainly  looked  ominous.  The  markets  had 
cted  a  sharp  cpi  advance  because  of  the  67%  spike 
1  prices  from  mid-February  to  early  May.  But  they 
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were  shocked  by  a  0.4%  surge  in  the  core  index,  which 
excludes  energy  and  food,  the  biggest  increase  in  more 
than  four  years. 

In  addition,  a  broad-based  gain  in  industrial  pro- 
duction added  to  fears  that  not  only  is  the  economy 
not  slowing  down,  but  that  one  of  the  economy's  soft- 
est areas  was  gaining  fresh  momentum.  Weak  factory 
employment  and  output  have  been  huge  factors  hold- 
ing down  wages  and  goods  prices. 

However,  data  other  than 
the  April  cpi  argue  that  there 
is  no  reason  to  turn  into  an 
inflation-phobe  just  yet.  Most 
important,  wage  growth  is 
slowing,  indicating  that  there 
is  still  some  slack  in  the  labor 
markets.  In  addition,  a  great 
chunk  of  U.  S.  industrial  ca- 
pacity remains  idle,  and  busi- 
nesses will  not  have  any 
pricing  power  until  supply 
channels  tighten  up. 

Finally,  despite  some  stabilization  outside  the  U.  S.,  a 
glut  of  global  capacity  persists.  Any  global  upturn  is  go- 
ing to  be  too  gradual  to  absorb  that  excess  capacity 
very  quickly.  That  means  the  dollar  should  remain 
strong,  and  falling  import  prices  will  continue  to  offset 
increases  in  domestic  prices.  Note  that  import  prices 
stopped  falling  from  October  through  February  as  a  re- 
sult of  last  year's  drop  in  the  dollar.  But  import  prices 
resumed  their  decline  in  March  and  April,  in  the  wake 
of  the  dollar's  renewed  strength. 

IN  ADDITION,  A  CLOSE  LOOK  at  the  April  data 

shows  why  last  month's  cpi  surge  is  less  than  meets  the 
eye.  A  6.1%  rise  in  consumer  energy  prices,  a  record 
one-month  rise,  accounted  for  0.3  percentage  points  of 
the  0.7-point  increase  in  the  overall  index.  Energy  has 
accounted  for  most  of  the  ups  and  downs  in  inflation 
during  the  past  two  years.  Moreover,  oil  prices  have  ac- 
tually fallen  in  recent  weeks,  likely  reflecting  still-weak 
global  demand  and  "cheating"  by  some  of  the  oil-pro- 
ducing nations  that  had  agreed  back  in  February  to  cut 
output  to  specified  quotas  (charts). 

Only  two  categories  accounted  for  about  half  of  the 
0.4%  increase  in  the  core  index:  Apparel  prices  rose 
1.5%,  after  declining  for  six  months  in  a  row,  and  to- 
bacco prices  jumped  3.6%.  Tobacco  inflation  is  running 
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at  33%  per  year,  but  that  has  nothing  to  do  with  the 
economy's  inflation  potential.  And  apparel  prices  have 
been  below  their  year-ago  level  for  five  months  in  a 
row.  Excluding  tobacco  and  apparel,  the  core  index 
rose  close  to  the  0.2%  that  the  markets  had  been  ex- 
pecting. Moreover,  the  April  producer  price  index 
looked  as  tame  as  ever. 

KEEP  IN  MIND,  HOWEVER,  that  the  price  indexes  are 
history  as  far  as  the  Fed  and  the  Street  are  concerned. 
A  bigger  concern  is  what's  next  for  inflation.  For  that, 
policymakers  and  investors  look  at  how  the  economy  is 
doing.  What  they  want  to  avoid  is  an  overheated  econ- 
omy that  will  begin  to  push  up  costs  and  prices.  That's 
why  the  unexpected  0.6%  advance  in  industrial  pro- 
duction was  another  reason  for  the  May  14  sell-off. 

Unlike  the  CPI  jump,  the  output  numbers  appear  to 
be  signaling  a  reversal  from  past  trends.  March  output 
was  revised  to  show  a  0.5%  rise,  instead  of  the  tiny 
0.1%  gain  first  reported.  In  April,  a  wide  range  of  in- 
dustries from  household  appliances,  clothing,  and  ener- 
gy to  computer  equipment  posted  substantial  increases. 

As  it  stands,  though,  U.  S.  industry  has  tons  of  idle 
capacity,  so  cost  pressures  are  a  long  way  off.  Because 
of  big  investments  in  high-tech  equipment,  capacity 
over  the  past  year  has  grown  more  than  twice  as  fast 
as  output  has.  The  operating  rate  for  all  industry  did 
edge  up  in  both  March  and  April,  to  80.6%  from  Feb- 
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ruary's  80.2%.  But  that  rate  is  well  below  the 
mark  where  bottlenecks  lead  to  price  hikes  (chart] 

Manufacturing's  nascent  recovery  comes  just  aJ 
tailing  and  housing  are  taking  a  breather.  But  \ 
slowdown  is  a  tap  on  the  brakes,  not  a  full  stop.  F3 
sales  rose  just  0.1%  in  April,  and  the  March  a 
gain  was  cut  in  half,  to  0.1%.  Much  of  the  weaki 
though,  was  at  car  dealerships.  Excluding  vehicle 
chases,  store  buying  rose  a  stronger  0.4%  in 
months.  At  the  same  time,  housing  starts  fell  a  s 
10.1%  to  an  annual  rate  of  1.57  million  in  April.  S 
hit  their  lowest  level  in  a  year,  and  every  regior 
cept  the  West  showed  a  decline. 

But  don't  expect  retailing 
and  housing  to  weaken  much 
further.  Consumer  fundamen- 
tals remain  solid.  Stock  mar- 
ket gains  are  still  adding  to 
household  wealth.  And  mort- 
gage rates,  though  higher  than 
they  were  last  autumn,  are 
very  attractive. 

What  Wall  Street  fears,  of 
course,  is  that  superhot 
growth  will  ultimately  become 
too  much  of  a  good  thing.  Investors  and  policymaj 
alike  know  that  once  inflation  strikes,  battling  it  cal 
very  costly  to  the  economy. 
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TRYING  TO  BALANCE  A  LOPSIDED  RECOVERY 


3.00 


Officials  at  the  Bank  of  En- 
gland are  hinting  at  one 
more  interest-rate  cut,  but  the 
aim  is  less  to  pump  up  economic 
growth  than  to  take  some  air  out 
of  the  pound  sterling. 

After  its  May  6 
meeting,  at  which  the 
Monetary  Policy  Com- 
mittee (mpc)  left  its 
benchmark  rate  at 
5.25%,  the  boe  said 
that  unless  sterling 
weakened,  inflation 
may  undershoot  the 
bank's  target  rate,  so 
further  interest-rate 
cuts  would  be  in  or- 
der. Thanks  to  a  jump  in  housing 
costs,  consumer  prices  jumped 
0.7%  in  April,  but  for  the  year, 
prices  are  up  only  1.6%.  Exclud- 
ing mortgage  interest,  the  under- 
lying rate  is  2.4%,  below  the 


INFLATION  BECOMES 
LESS  THREATENING 
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boe's  target  of  2.5%  (chart). 

The  fear  is  that  an  overvalued 
currency  means  an  asymmetrical 
recovery.  In  fact,  because  of 
falling  exports,  manufacturing  re- 
mains weak.  The  purchasing  man- 
agers' index  in  April 
edged  up  to  48.1% 
from  March's  47.2%, 
but  it  is  still  below 
50%,  suggesting  the 
factory  sector  con- 
tracted further  in 
April.  Construction, 
retailing,  and  services, 
however,  are  report- 
ing output  gains. 
The  gap  between 
foreign  and  domestic  demand  has 
cut  into  overall  economic  growth. 
In  1998,  real  gross  domestic  prod- 
uct grew  1.1%,  but  without  for- 
eign trade,  the  gain  was  3.1%. 
The  picture  is  not  improving  for 


1999.  The  trade  deficit  mush- 
roomed to  a  record  2.7  billion 
pounds  ($4.3  billion)  in  January 
and  narrowed  a  bit  in  Februar 
Policymakers  may  cut  rates 
soon  as  the  next  mpc  meeting, 
June  9  and  10.  But  so  far,  lower 
British  rates  have  not  weakened 
investor  demand  for  sterling.  Tl| 
boe  has  chopped  rates  2%  percef 
age  points  since  October,  but  thf 
pound  is  up  4%  since  then  on  a  [ 
ti'ade-weighted  basis.  Much  like 
the  U.  S.  dollar,  sterling's  strengj 
reflects  a  gap  in  growth  outlook 
Britain's  domestic  economy  look, 
healthier  than  those  of  its  neigh 
bors  in  the  euro  zone.  In  additic 
even  with  the  previous  cuts, 
British  rates  are  well  above  the 
yields  in  the  euro  zone  and  the 
U.  S.  Until  those  differentials  ra- 
row,  Britain  will  not  see  a  revei; 
sal  in  sterling's  upward  trend. 
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Is  your  e-business 
walking  a  tightrope? 


The  power  of  the  Pentium  III  processor. 

Your  safety  net  in  the  Internet  economy. 


Pentium®,  „ 


It's  a  fact.  Doing  business  through  the 
Internet  exposes  your  company  to  viruses, 
unauthorized  access,  and  potentially 
overwhelming  network  traffic  loads.  Your 
afety  net?  The  Intel®  Pentium®  III  processor.  It  has 
ie  power  to  run  sophisticated  compression,  encryption 
nd  anti-virus  software  behind  the  scenes,  without 


compromising  performance.  So  you  work  faster  and  safer. 
And  to  add  an  even  higher  level  of  protection,  each 
processor  has  a  unique  serial  number  to  help  protect  your 
vital  assets.  To  learn  more  about  the  Pentium  III  processor, 
visit  us  on  the  Web,  where  you'll  also  find 
information  on  Intel®  products  and  the 

year  2000*  |  ►  www.intel.com/Pentiumlll  |        The  Computer  Inside.- 
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LOOKING  FOR 


Just  a  few  months  ago.  Whirlpool 
Corp.  was  being  squeezed  through 
the  wringer  of  deflation.  Despite 
the  strong  U.  S.  economy,  fierce 
global  competition  had  forced  U.  S.  ap- 
pliance makers  to  cut  prices  by  2%  last 
year.  But  now,  says  Chief  Financial  Offi- 
cer Ralph  F.  Hake,  "we're  seeing  an 
abatement  of  the  pricing  pressures.  This 
is  an  upbeat  industry." 

Whirlpool  is  a  telling  micro-indicator  of 
what  is  happening  in  the  U.  S.  economy. 
With  signs  of  a  turnaround  in  the  global 
economy,  the  pressures  that  have  driven 
down  prices  around  the  world  are  easing. 
For  two  years,  economists  and  investors 
in  the  U.  S.  had  scanned  the  horizon  for 
signs  of  the  inflation  they  feared  must  ac- 
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company  low  unemployment  and  rapid 
growth.  Instead,  they  found  that  infla- 
tion had  shrunk — to  1.6%  in  1998 — as 
the  global  meltdown  slashed  the  cost  of 
Asian  imports,  oil  prices  plunged,  cen- 
tral bankers  pushed  down  interest  rates, 
and  companies  squeezed  more  produc- 
tivity out  of  their  operations  to  offset 
rising  wages. 

On  May  14,  however,  the  inflation 
watchers  found  something  to  worry 
about.  The  Bureau  of  Labor  Statistics 
reported  that  the  consumer  price  index 
had  spiked  0.7%  in  April — the  largest 
monthly  jump  since  October,  1990,  lifting 
the  CPI  to  an  annualized  3.9%  rate  over 
the  past  three  months.  "It  was  a  wake-up 
call,"  says  Cynthia  Latta,  chief  U.  S.  econ- 
omist for  Standard  &  Poor's  DRI. 

The  second  alarm  soimded  on  May  18, 
when  the  Federal  Reserve  announced 
that  the  governors  at  its  open-market 
committee  meeting  had  adopted  a  tight- 


ening bias — meaning  that  it  is  now  m 
pared  to  hike  rates  if  the  "buildup  ojn- 
flationary  imbalances"  doesn't  subsidp 
was  a  clear  sign  that  Fed  Chairman  m 
Greenspan  was  once  again  worried,  f 
To  be  sure,  this  year's  inflation  I 
much  gentler  creature  than  the  mons|fc 
that  terrorized  the  economy  in  the  ,Hfc 
and  '80s.  And  economists,  include 
Patrick  C.  Jackman  of  the  bls,  are  qck 
to  point  out  that  the  April  number  K 
distorted  by  "special  factore" — includilto. 
big  jump  in  tobacco  prices — and  is^' 
likely  to  recur. 

Another  factor  in  the  CPI  jolt,  the 
surge  in  oil  prices,  reflects  a  comeU 
from  last  year's  steep  deflation — to 
normal  levels.  With  global  demand  si 
and  supplies  plentiful,  ciude  had  falle| 
below  $11  a  barrel  last  December, 
since  opec  has  reasserted  some  cor 
over  output  and  demand  has  picked 
Asia,  prices  have  soared — to  nearly! 
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Are  prices 
hitting  the 
danger  zone? 
The  Fed  isn't 
taking  any 
chances 


[ROUBLE 


arly  May.  Gasoline,  which  rose  a 
15%  in  April,  accounted  for  more 

half  of  the  cpi  hike.  But,  says  James 
sten,  a  fuel  analyst  with  Standard  & 
's  Piatt's,  "prices  are  simply  getting 

to  where  they  were  at  the  end  of 
."  Indeed,  the  price  of  gas  has  fallen 

a  bit,  and  on  May  19,  oil  had  slipped 
.6.88  a  barrel. 

urthermore,  despite  the  signs  of 
ng  power  that  Whirlpool  sees,  most 


corporations  aren't  anticipating  big 
price  hikes.  The  latest  survey  of  cfos 
in  the  Financial  Executives  Institute 
found  they  expect  to  raise  their  prices 
a  mere  0.8%  in  1999.  The  National  As- 
sociation for  Business  Economics, 
meanwhile,  now  predicts  consumer 
prices  will  creep  up  2.0%  this  year,  and 
then  2.4%  next  year. 

One  sign  that  the  April  scare  is  per- 
haps just  that  is  the  reaction  of  the  Fed 


(page  40).  The  central  bank  cited  con- 
cern over  inflationary  pressures  building 
in  the  economy — but  chose  only  to  an- 
nounce a  tightening  bias  rather  than  a 
rate  hike.  Indeed,  the  Fed  didn't  have  to 
act:  On  May  19,  the  yield  on  the  bench- 
mark 30-year  treasury  bond  was  5.80%, 
up  a  full  point  from  the  low  during  last 
fall's  global  crisis.  That  has  already 
slowed  mortgage  refinancings  and  may 
cool  the  economy  enough  to  ease  the  in- 
flation threat  without  a  hike. 
AGGRESSIVENESS.  On  the  other  hand, 
there  are  lots  of  places  where  inflation 
seems  more  than  an  idle  threat.  "We  are 
beginning  to  see  pressures  in  the  cost 
area,  particularly  fuel,"  says  James  E. 
Goodwin,  president  of  ual  Corp.  In  re- 
sponse, U.S.  airlines  have  been  trying 
to  raise  fares,  but  not  always  success- 
fully. Similarly,  industrial  commodities 
have  been  struggling  for-  higher  prices. 
Copper  has  climbed  back  to  70(2  a  pound, 
from  a  low  of  62c,  and  nickel  and  alu- 
minum are  also  rising.  We're  in  "transi- 
tion from  abject  bearishness  to  neutral," 
says  William  O'Neill,  head  of  commodities 
research  at  Merrill  Lynch  &  Co.  "And  I 
see  more  upside  in  2000." 

Manufacturers,  too,  are  at  least  flunk- 
ing about  raising  prices.  Until  recently, 
U.  S.  manufacturers,  including  Detroit's 
auto  makers,  felt  they  had  "zero  pricing 
power1,"  says  Gordon  Richards,  chief  econ- 
omist of  the  National  Association  of  Man- 
ufacturers. But  at  the  early  May  meeting 
of  the  Business  Council,  companies  that 
expected  their  pricing  power  to  be 
stronger  in  six  months  outnumbered 
those  that  expect  it  to  be  weaker  by  a  4- 
to-1  margin. 

The  more  aggressive  approach  is  al- 
ready apparent  among  drugmakers  and 
health-care  providers.  Prices  for  existing 
drugs  jumped  4.2%  in  the  first  quarter- 
over  year-ago  levels,  according  to  IMS 
Health— vs.  3.2%  for  all  of  1998,  and 
2.5%  in  1997.  But  "that  is  trivial"  com- 
pared with  the  "astronomical"  prices  of 
new  drugs,  complains  Dr.  Joe  Gerstein, 
medical  director  for  phar-macy  programs 
for  Tufts  Health  Plan.  High  drug  prices 
are  part  of  what's  driving  health-care 
costs  to  levels  "that  should  be  seen  as 
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GLOBAL  RECOVERY 

As  markets  in  Asia 
and  elsewhere 
strengthen,  the  defla- 
tionary forces 
unleashed  by  last 
year's  global  economic 
crisis  subside. 


OIL  PRICES 

A  huge  surge  from 
last  year's  lows 
helped  boost 
the  CPI.  But  the 
price  of  oil  has 
fallen  a  bit 
since. 


PRICING  POWER 

Most  companies  still 
lack  it.  But  drugs, 
health  care,  and  build- 
ing supplies  are  up. 
Home  buyers  are  see- 
ing that  sellers  have 
plenty  of  power,  too. 
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alanning,"  adds  Daniel  S.  Messina,  chief 
financial  officer  for  Aetna  U.  S.  Health- 
care Inc.  Aetna  increased  its  hmo  pric- 
ing by  7%  for  1999,  and  premiums  for 
non-HMo  plans  by  7%  to  10%. 

And  as  buyers  in  most  housing  mar- 
kets can  attest,  anybody  selling  a  house 
or  condo  has  palpable  pricing  power. 
Nationally,  the  median  price  of  an  ex- 
isting home  jumped  4.6%  over  year- 
ago  levels,  to  $131,600  in  the  first  quar- 
ter, according  to  the  National 
Association  of  Realtors.  But  in  hot 
markets  on  both  coasts,  and  some  in 
between,  prices  are  soaring — 13.2%  in 
San  Francisco,  12.9%  in  Miami,  and 
13.67r  in  Kalamazoo,  Mich. 
WAGE  WARNING.  The  big  question  now  is 
whether  inflation  will  remain  contained  in 


such  pockets  as  housing  and  health  care 
or  break  out  into  the  wider  economy. 
Supermarket  prices  are  "fairly  flat,"  says 
Blythe  J.  McGarvie,  cfo  of  Hannaford 
Brothers  Co.,  a  $3.3  billion  supermarket 
chain.  Says  Wal-Mart  Stores  Inc.  cfo 
John  B.  Menzer:  "We're  not  seeing  any 
price  inflation."  Indeed,  Wal-Mart  is  ac- 
celerating its  "price  rollback"  program. 

Although  Detroit  is  having  another 
banner  year,  prices  are  not.  Ford  Motor 
Co.  could  only  inch  up  the  sticker  price 
of  its  hot-selling  pickups,  minivans,  and 
sport  utilities  by  $50  to  $95  in  May. 
Meanwhile,  prices  for  telecommunications 
and  computer  gear — the  engines  of  the 
New  Economy — are  still  falling. 

Now,  all  eyes  are  on  the  next  batch 
of  statistics  to  determine  whether  the 


April  numbers  were  just  a  cruel  ski 
So  far,  labor  cost  increases  hav« 
mained  modest,  even  as  unemployife 
has  sunk  to  4.3%.  And  in  reft 
months,  real  wage  hikes  have  act» 
been  slowing.  But,  warned  Green'* 
on  May  6,  "at  some  point,  labor  msfe 
conditions  can  become  so  tight  tha 
rise  in  nominal  wages  will  start 
pacing  the  gains  in  productivity, 
prices  will  inevitably  begin  to  accjii 
ate."  Indeed,  cautions  Nicholas  Pm 
chief  economist  at  Fleet  Finaip 
Corp.,  "you  can  no  longer  say  tit 
are  no  signs  of  inflation."  Just  loo« 
By  William  C.  Symonds  in  Bom 
with  Laura  Cohn  in  Washington,  m 
Naughton  in  Detroit,  Amy  Barrem 
Philadelphia,  and  bureau  reports 


COMMENTARY 


By  Owen  Ullmann  &  Laura  Cohn 


WHY  THE  FED'S  OPEN-MOUTH  POLICY  WORKS 


Not  too  many  years  ago,  Fed- 
eral Reserve  officials  con- 
ducted monetary  policy  as  if 
they  were  members  of  the  Polit- 
buro plotting  behind  the  thick 
walls  of  the  Kremlin.  The  Fed's 
reasoning:  Secrecy  was  essential 
if  central  bankers  were  to  avoid 
political  pressure  from  those  who 
would  like  to  influence  Fed  policy 
on  interest  rates. 

But  for  the  past  five  years, 
Fed  Chairman  Alan  Greenspan 
has  been  dismantling  those  Krem- 
lin walls,  brick  by  brick.  On  May 
18,  we  saw  the  results  of  his  ef- 
forts. Instead  of  waiting  six 
weeks  or  more  to  let  the  markets 
know  what  it  thought,  the  policy- 
setting  Federal  Open  Market 
Committee  broadcast  the  outcome 
of  its  meeting  immediately:  Yes, 
the  Fed  will  adopt  a  tightening 
bias  in  light  of  rising  inflation 
risks.  The  markets,  which  had 
reeled  on  news  of  a  surprisingly 
high  consumer  price  index  for  April, 
took  the  news  in  stride — relieved  to 
see  that  the  Fed  was  not  yet  ready 
to  raise  rates. 

It  all  worked  beautifully.  Alan 
Greenspan,  who  is  a  great  believer 
in  free  markets,  loves  it  when 
traders  do  the  Fed's  work — raising 
and  lowering  bond  yields  to  keep 
the  domestic  economy  on  course.  As 
the  reaction  to  the  Fed's  May  18 
announcement  shows,  the  markets 


are  fully  capable  of  taking  direction 
from  the  Fed.  Now  that  traders 
have  pushed  rates  higher,  the  dan- 
ger of  the  economy's  overheating 
and  actually  sparking  unacceptable 
levels  of  inflation  is  diminished.  "It's 
a  way  for  the  Fed  to  raise  rates 
without  actually  having  to  raise 
them,"  says  M.  Cary  Leahey,  an 
economist  at  Primark  Decision  Eco- 
nomics in  New  York. 

A  more  transparent  monetary  poli- 


cy also  takes  the  guesswork  outl 
of  the  markets,  which  could  mak| 
them  less  volatile.  In  1994,  wheii 
Greenspan  &  Co.  began  raising  I 
interest  rates  to  preempt  infla-  I 
tion,  an  unprepared  bond  markell 
collapsed.  A  year  ago,  when 
traders  heard  minors  that  the 
Fed  was  leaning  toward  a  rate  I 
hike  (which  never  occurred),  the! 
stock  market  plummeted.  "The 
Fed's  open-mouth  policy  will  keel 
investors  from  misreading  their  | 
intentions,"  says  Mark  P.  Vitner,(j 
an  economist  at  First  Union 
Corp.  in  Charlotte,  N.  C. 
SAME  INFO.  What's  more,  it  level 
the  playing  field.  In  the  past,  Fe 
watchers  on  Wall  Street  have  to 
their  wealthy  clients  where  they 
believed  the  central  bank  was 
leaning.  That  information  gave  ii 
stitutional  investors  a  chance  to 
trade  ahead  of  the  official  fomc 
report,  which  would  arrive  week 
later,  and  left  small  investors  to 
flail  in  their  wake. 

Now,  everyone  from  home  buyers 
in  North  Dakota  to  executives  in 
Florida  contemplating  capital 
budgets  gets  the  same  information-! 
and  the  right  information — at  exact! 
the  same  time.  To  his  credit, 
Greenspan  has  actually  managed  to 
make  capitalism  more  democratic. 


Ullmann  and  Cohn  cover  tfie 
more  open  Federal  Reserve. 
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SHINGTON 


1EASURY  AND  THE  FED 
ERE  NEVER  THIS  CLOSE 

3  unusual  and  unlikely  partnership  of  Greenspan  and  Summers 


few  years  back,  at  a  weekly  lunch 
attended  by  officials  from  the  Trea- 
sury Dept.  and  the  Federal  Re- 
e,  the  talk  turned  to  flaws  in  mea- 
ng  gross  domestic  product.  Most 
icipants  tuned  out.  Not  Fed  Chair- 
Alan  Greenspan  and  then-Treasury 
!er  Secretary  Lawrence  H.  Sum- 
s,  though.  "You  can't  believe  how 
trailed  they  were  getting  into  all 
minutiae  on  national  income  ac- 
its,"  recalls  economist  Alicia  H 
jiell,  an  Assistant  Treasury  Sec- 
ry  at  the  time. 

hat  happens  a  lot  when  the  Fed 
;f  and  Treasury  Secretary-des- 
te  get  together,  associates  say. 
r  the  years,  an  intimate  bond 
been  forged  between  the  two: 
y  admire  each  other's  intellect 

share  a  love  of  analyzing  the 
t  obscure  economic  data.  Indeed, 

may  be  closer  than  any  previous 
running  the  Fed  and  Treasury,  says 
nell.  "They  have  a  terrific  relation- 
,  personally  and  professionally,"  de- 
ing  Secretary  Robert  E.  Rubin 

business  week.  "I  have  no 
)t  that  will  continue." 
I  PRAISE.   On  the  surface, 
mspan  and  Summers  make  an 
match.  The  Fed  chief,  73,  was 
e  bloomer  who  didn't  earn  his 
orate  (from  New  York  Uni- 
ity)  until  he  was  51.  Mean- 
e,  the  44-year-old  Summers,  the 
ocious  scion  of  a  famous  line  of 
;omists,   became,   at   28,  the 
igest  tenured  professor  in  Hai-vard 
k'ersity's  history.  What's  more, 
mspan,  a  former  devotee  of  the 
er  Ayn  Rand,  is  a  conservative 
ubliean  who  distrusts  Big  Govern- 
t.  Summers  is  a  centrist  Democrat 

doesn't  place  blind  faith  in  the 
kets. 

espite  their  ideological 
fences,  they  take  the 
3  empirical  approach.  As  they 
pie  with  economic  issues,  both 

let  the  evidence — not  a  precon 
ed  theoretical  view- 
t — lead  them  to  similar 
lusions.  That  process 

guided  Greenspan's 
etary-policy  steward- 

and  made  Summers  a 
fan  of  the  Fed  chiefs 
ormance.  "I've  heard 


Larry  say:  'Greenspan  rarely  gets  it 
wrong,'"  says  a  friend  of  the  Treasury 
Secretary-designate.  High  praise  indeed 
from  Summers,  who  has  no  lack  of  ap- 
preciation for  his  own  intellect. 

The  feeling  is  clearly  mutual. 
Greenspan  issued  an  unprecedented 
statement  of  support  when  President 


Despite  ideological  differences,  both 
men  let  evidence-not  a  preconceived 
theoretical  viewpoint-guide  them 


Clinton  nominated  Summers  on  May  12. 
The  statement  was  meant  to  reassure 
Wall  Street,  which  is  nervous  about 
Summers'  lack  of  market  experience. 
Still,  friends  of  Greenspan's  say  Rubin's 
successor  is  one  of  the  rare  officials  the 
Fed  chairman  considers  "brilliant." 
Notes  Gene  B.  Sperling,  director  of  the 
White  House  National  Economic  Coun- 
cil: "The  chairman  appreciates  Larry's 
intellectual  firepower,  and  Larry  holds 
veiy  few  people  in  higher  regard  than 
Alan  Greenspan." 

Accordingly,  they  influence  each  other. 
Associates  say  Summers  helped  per- 
suade Greenspan  to  support  tighter  reg- 
ulation of  hedge  funds,  while  the  Fed 
boss  has  persuaded  Summers  that 
weakening  the  dollar  is  not  a  wise 
method  of  reducing  a  high  trade  deficit. 
Recently,  Summers  has  also  come 
around  to  Greenspan's  view  that  tech- 
nology is  spurring  a  rise  in  productivity. 
BANKING  BREAKTHROUGH?  One  possible 
outcome  of  the  friendship  between  Sum- 
mers and  Greenspan — who  play  tennis 
together  regularly,  too — is  final 
passage  of  a  banking-reform  bill. 
With  Rubin  gone,  some  Clinton 
aides  anticipate  an  end  to  the 
deadlock  between  the  Fed 
and  the  Treasury  over 
how  to  tear  down  De- 
pression-era walls  be- 
tween the  banking  and 
securities  businesses.  Ru- 
bin and  Greenspan  have 
each  insisted  that  his  agency 
take  the  lead  role  in  oversee- 
ing a  deregulated  industry. 
"Larry  won't  reverse  course 
right  away,  but  he'd  be  in- 
clined to  look  for  a  compro- 
mise," predicts  an  Administra- 
tion insider. 
How  long  will  this  partnei'ship 
last?  Greenspan's  teim  expires  in 
June,  2000,  and  it  is  already  being 
suggested  privately  within  the  Ad- 
ministration that  the  Fed  chairman 
be  nominated  for  a  fourth  term.  The 
chief  proponent,  of  course,  is  Sum- 
mers. So  Greenspan,  who  shows  no 
interest  in  retiring,  is  likely  to  stay  a 
while  longer.  Summers  could  stay  on, 
too,  but  only  if  Vice-President  Al  Gore 
wins  in  2000  and  keeps  him  on  as 
Treasury  Secretaiy. 
Even  if  Summers  does  leave  at  the 
end  of  Clinton's  term,  both  the  Fed 
chief  and  the  incoming  Treasury  boss 
agree  that  someday,  Sum- 
mers could  return  to  Wash- 
ington as — what  else? — Fed 
chairman.  After  all,  he  has 
been  trained  by  the 
master. 

By  Owen  Ullmann  in 
Washington 
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DEALMAKERS 


AN  UNDERSEA  CREATURE 
WITH  A  BIG  APPETITE 

Telco  startup  Global  Crossing  bulks  up  fast 


It  was  hardly  the  four-star  fare  over 
which  high-powered  execs  usually  cel- 
ebrate deals.  To  mark  the  successful 
negotiation  of  an  $11.2  billion  deal  to  buy 
Frontier  Corp.  in  March,  the  top  execu- 
tives of  Global  Crossing  Ltd.  repaired  to 
Gray's  Papaya  at  West  72nd  Street  and 
Broadway  in  Manhattan  for  a  quick  hot 
dog.  "Why  go  to  Le  Cirque  when  it's 
just  three  guys?"  quips  Global  Crossing 
Chairman  Gary  Winnick. 

Especially  when  there  are  so  many 
more  deals  to  chase.  Just  two  years  after 
Winnick  and  a  small  group  of  fellow  in- 
vestors created  Global  Crossing,  the 
Bermuda-based  undersea  cable  company 
is  striking  deals  at  a  breakneck  pace.  Its 
$35.5  billion  agreement  on  May  Hi  to 
merge  with  Baby  Bell  U  S  West  Inc.  is 
its  third  in  as  many  months.  If  regulator's 
approve,  it  would  give  Global  the  local, 

EARLY  1997 

Gary  Winnick  and  other 
investors  provide 
$75  million  to  launch 
Atlantic  Crossing. 


TRUJILLO  AND 
ANNUNZIATA: 

Forging  a  new  giant 

long-distance,  and  in- 
ternational phone  lines 
to  make  it  a  giant. 

Global  Crossing's 
supercharged  growth 
is  testimony  to  the 
power  of  a  lofty  stock 
price.  With  scarcely 
200  employees  and 
first-quarter  losses  of 
$14.9  milhon  on  $173 
million  in  revenues, 
Global  Crossing's 
market  value  is  $25 
billion.  But  Global  has 
the  most  up-to-date 
undersea  fiber-optic 
cables.  And  it  is  aim- 
ing to  build  a  net- 
work that  will  stretch 
more  than  70,000 
miles  to  reach  more 
than  80%  of  the 
world's  markets. 

Winnick  &  Co., 
moreover,  are  hardly 
through  shopping. 
"This  isn't  the  end  for 
-  us  at  all,"  says 
Robert  Annunziata,  Global  Crossing's 
chief  executive.  Industry  sources  say 
Global  Crossing  is  looking  at  several  re- 
gional telecom  companies  in  Europe,  pos- 
sibly including  London's  colt  Telecom. 

It's  a  far  cry  from  Global  Crossing's 
beginnings.  In  1997,  Winnick,  a  former 
Drexel  Burnham  Lambert  bond  sales- 
man, found  $750  million  to  lay  a  fiber-op- 
tic cable  that  would  cany  some  existing 
transatlantic  traffic.  By  late  that  year, 
Global  had  commitments  for  use  of  40% 
of  its  first  line.  So  Winnick  went  to  the 
bond  markets  for  $800  million  to  lay 
three  more.  That  summer,  Global  Cross- 
ing sold  about  10%  of  the  company  to 
the  public  for  $399  million,  and  its  market 
value  soon  reached  $5.2  billion.  That 
gave  the  young  company  the  where- 
withal to  aim  higher — to  grow  into  a  ma- 
jor telecom  supplier  by  selling  services 


such  as  high-speed  data  transmisoi 

That's  where  US  West  came  in.l 
smallest  Baby  Bell  had  been  eager  ij  c 
a  deal  to  move  beyond  local  servicen 
sparsely  populated  region.  Indeeolir 
dustry  sources  say  Qwest  Commub 
tions  International  Inc.,  a  U.  S.  fiber* 
work  upstart  backed  by  De'n 
billionaire  Philip  F.  Anschutz,  hadjt 
proached  US  West  three  times  abet 
merger  or  joint  venture. 
FCC  fight.  But  U  S  West  ceo  Solae 
D.  Trujillo  worried  that  Anschutz  nif 
turn  around  and  sell  a  fattened  Qwesa 
industry  source  says.  So  he  approaae 
Winnick.  On  Saturday,  May  8,  says  Sr 
nick,  the  two  "compared  our  vieww 
where  the  world  was  going."  A  \ie 
later,  both  sides  were  holed  up  at  Gh. 
Crossing's  law  firm,  Skadden  Arp  i 
New  York.  "Their  vision  of  the  worl  i 
similar  to  ours,"  says  Trujillo,  who  ih 
with  Annunziata  will  be  co-ceos.  Gloll , 
expected  to  allow  Frontier  and  U  S  'is 
to  maintain  their  brand  identities,!)!] 
the  three  companies  will  have  gu;ar 
teed  access  to  one  another's  market 

The  deal  leaves  Global  Crossing  dt 
plenty  of  challenges.  For  starters.sh 
company  will  compete  with  long-distac 
carriers  to  whom  it  sells  capacity  o  it 
undersea  cables.  In  fact,  it  is  lobbin 
the  Federal  Communications  Corel 
sion  to  stop  33  telecom  companies  -ir 
eluding  some  Global  Crossing  m 
tomers — from  laying  an  undersea  cab  t 
Japan.  Moreover,  at&t  is  likely  to  is 
the  fcc  to  make  U  S  West  open  its  m 
kets  to  local-phone  competition.  "Th  is 
sue  is  not  mergers,  it's  monopolies,"  ty 
James  Cicconi,  at&t's  general  couns^ 

Then  there's  the  matter  of  meran 
U  S  West  and  Global  Crossing.  For  &» 
the  company  will  operate  with  two  (jft 
a  pairing  that  hasn't  often  worked  irJi 
past.  Winnick  will  step  aside  oncel 
deal  is  done  and  vote  his  9%  stak  i 
the  combined  company  from  a  seaio: 
the  board.  "I'm  an  owner,  I  don't  ha\  t 
be  CEO,"  says  Winnick.  And  he's  sll 
dealmaker,  who  can  be  found  whoopif ) 
up  at  Gray's  Papaya. 

By  Ronald  Graver  in  Los  Angelesp 
Peter  Elstrom  in  New  York 


MARCH  20,  1997 

The  renamed  Global 
Crossing  raises  $735 
million  and  plans  to  lay 
14,000  km  of  fiber-optic 


cable  beneath  the 
Atlantic  Ocean. 

MARCH  24,  1998 

Teleglobe,  a  long-dis- 
tance carrier,  becomes 
first  firm  customer. 
By  September,  Global 
Crossing  has  commit- 
ments for  40%  of 
capacity. 


AUGUST  13,  1998 

Global  Crossing  raises 
$399  million  in  IPO  of 
10.4%  of  equity. 

MARCH  16,  1999 

Global  Crossing  agrees 
to  merge  with  telephone 
operator  Frontier  Corp. 
in  $11.2  billion  stock 
transaction. 


APRIL  26,  1999 

Global  Crossing  strikes' 
$885  million  deal  to  ty 
undersea  cable  install*! 
Global  Marine. 


MAY  16,  1999 

Global  Crossing  and 
US  West  agree  to  mer^ 
in  $35.5  billion 
stock  swap. 


I 
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We're  looking  for  people 
who  can't  resist  solving  a  problem. 


GJ4 


9 


If  you 
can  give  your 
undivided  attention 
to  the  puzzles  of  the  busi- 
ness world,  let's  talk.  Because 
we're  interested  in  people  who  know 
that  the  bigger  the  challenge,  the  better  the 
opportunity.  Start  finding  answers,  www.ey.com 


:ONSULTING     TAX  ASSURANCE 


M  Ernst  &  Young 


From  thought  to  finish. 


>  Ernst  &  Young  lip 
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COMMUNICATIONS 


RISKS  SOAR, 

THE  ROCKETS  DON'T 

The  payoff  in  satellites  keeps  receding 


Commercial  satellites  were  supposed 
to  be  the  next  big  bonanza  in  glob- 
al communications — the  spark  for 
an  era  of  whizzy  new  services  like 
phone  calls  from  the  middle  of  the 
desert  or  Internet  access  from  the  top 
of  Mt.  Everest.  Sure,  the  projects  would 
be  expensive:  $140  billion  worth  of  the 
silver  birds  were  set  to  be  launched  in 
the  next  10  years  at  a  cost  of  $70  billion 
in  rockets  and  ground  services,  accord- 
ing to  the  International  Space  Business 
Council.  But  once  in  space,  the  satel- 
lites could  generate  more  than  $150 
billion  a  year  from  telephony,  high- 
speed Internet  access,  and  satellite 
images  by  2008. 

That  was  the  promise.  Now,  for  the 
new  math.  A  string  of  rocket  fail- 
ures, the  prospect  of  rising 
insurance  costs,  and  more 
restrictive  federal  export 
policies  that  make  it  harder 
to  launch  birds  abroad  have 
changed  the  payoff  calculations. 
Worse,  the  financial  turmoil  of  Iridium — 
which  spent  $5  billion  to  launch  a  global 
phone  system  now  used  by  about  only 
10,000  people — has  investors  wondering 
whether  these  grandiose  business 
schemes  can  ever  make  money.  Iridium 
announced  on  May  13  that  it's  in  technical 
default  on  $800  million  in  debt,  and  on 
May  18,  PanAmSat  Corp.  said  its  1999 
results  will  be  below  expectations  be- 
cause Hughes  is  late  delivering  satellites. 
For  investors,  "the  ardor  has  definitely 
cooled,"  says  Paul  H.  Nisbet,  president  of 
aerospace  consultancy  JSA  Research  Inc. 
DEEP  FREEZE.  Already  it's  looking  much 
more  difficult  for  projects  to  get  fund- 
ing. In  1998,  says  Donaldson,  Lufkin,  & 
Jenrette  Inc.,  17  satellite  deals  raised 
$6.1  billion  in  debt  and  equity.  Now,  the 
initial-public-offering  market  for  satellite 
companies  has  gone  into  a  deep  freeze, 
and  companies  are  scrambling  even  to 
float  junk  bonds.  CD  Radio,  a  plan  to 
beam  high-quality  audio  to  cars  in  the 
U.  S.,  recently  raised  $200  million  in 
debt  but  had  to  pay  14.5%  interest  and 
offer  warrants  to  back  the  bonds. 

Some  firms  are  paying  even  more: 
Bonds  issued  last  July  from  ico  Global 
( lommunications  Holdings  Inc.,  a  mo- 
bile-phone project,  are  now  trading  at  a 


HOUSTON,  WE  HAVE  A  PROBLEM 

Satellite  projects  aren't  managing  to  escape  gravity 

IRIDIUM  66-satellite  global-phone  system  has  only 
10,000  customers;  is  in  technical  default  on  an 
$800  million  loan;  has  hired  DLJ  to  restructure  debt 

ICO  GLOBAL  COMMUNICATIONS  An  IPO  last 
summer  fell  short  of  plan;  issued  stock  Apr.  4  was 
priced  40%  below  previous  offer 

ELLIPSO  To  keep  the  project  afloat,  Boeing,  once  a 
prime  contractor,  will  buy  a  controlling  interest 


yield  of  32%  to  33%,  says  Scott  D. 
Moskowitz,  senior  managing  director  at 
Bear,  Steams  &  Co.  "The  capital  mar- 
kets are  incredibly  difficult,"  says 
William  B.  F.  Kidd,  an  analyst  with  C.  E. 
Unterberg,  Towbin. 

Not  all  projects  are  lost  in  space. 
ORBCOMM,  a  partnership  between  Orbital 
Sciences  Corp.  and  Canada's  Teleglobe, 
has  launched  28  satellites  and  signed  up 
130  corporate  clients  for  its  messaging 
network,  says  Orbital  Sciences  CFO  Jef- 
frey V.  Pirone.  The  venture  could  hit 
revenues  of  $75  million  this  year. 

Likewise,  Loral's  Globalstar  is  pro- 
ceeding with  its  plan  to  wholesale  mobile- 
phone  service.  It  has  launched  20  of  52 


planned    sate  it* 
and  expects  to  llgi 
service  this  year,  n 
ceo  Bernard  L.  Schvtai 
concedes  "investors  are  spooked.'Bu 
he  isn't  worried  about  raising  $600  rrp 
more  for  Globalstar:  If  lenders  cm 
too  steep  a  price,  he  says,  Gil 
star's  partners  will  cough  itf 
Today's  rocket  failures! 
capital  flight  may  subsifl 
time  for  other  projects 
being  planned.  Teledesic, 
satellite  "Internet  in  the 
backed  by  cell-phone  pioneer 
O.   McCaw   and   Microsoft  Cdp.' 
William  H.  Gates  III,  has  alrid 
raised  $1  billion  from  Motorola  nc 
Boeing  Co.,  and  other  sourc<  t 
help  with  its  2003  launch,  thi 
investors  have  a  long-term  ie: 
spective,"  says  a  spokesman. 
But  higher  launch  and  insui 
costs  are  throwing  Teledesic's  i 
budget  into  doubt.  "A  more  rez, 
able  figure  is  $15  billion,  but  th<| 
not  willing  to  say  that  yet  for  fea 
scaring  off  Wall  Street,"  says  Mp 
Caceres  of  researcher  Teal  Gr8] 
Teledesic  plans  eventually  to  go  pi!i< 
Teledesic's  rivals  have  worries,  toil 
jump-start  its  three-satellite  Spacwa 
project,  Hughes  Electronics  Corp. la 
to  shell  out  over  $1.4  billion  of  its  w 
money.  That  could  i 
off  big,  however:  Atsr 
ca  Online  Inc.  is  coat 
ering  investing  up  1  $ 
billion  in  Spacewayat 
cording  to  sources  <d® 
to  both  companies.  'ffi 
larly,  Boeing  Co.,  orm 
prime  contractor,  is  as 
set  to  take  over  theft 
billion  Ellipso  proic! 
which  aims  to  proB 
phone  service  viM 
birds  in  unusual  ellijia 
orbits. 

Analysts  remain  downbeat  at 
phone  projects  like  Iridium  or  Ellsi 
But  they  like  schemes  to  use  satelte 
for  high-speed  broadband  data  conn 
nications,  such  as  Spaceway  and  Lbk 
heed  Martin's  Astrolink.  As  compae 
and  consumers  search  for  greater  bjlO 
width  to  speed  up  digital  eommuic: 
tions,  satellite  will  be  seen  as  a  n<ef 
sary  complement  to  optical  fiber,  \f 
analyst  Timothy  O'Neil  of  Sound% 
Technology  Group.  And  when  it  cckft 
to  broadband,  there  doesn't  seem  tlx 
any  reluctance  to  invest  billions. 

By  Andy  Reinhardt  in  Silicon  Vom 
Calif.,  with  Catherine  Yang  in  WsA 
ington  and  bureau  reports 
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TCP  Total  Network  Security 


McAfee  Total  Virus  Defense 


Sniffer  Total  Network  Visibility 


Magic  Total  Service  Desk 


Scary  thing  is  this  guy  is  not  alone.  Lots  of  people  would  love  nothing  more  than  to  mess 
with  your  network.  fortunately,  you  are  not  alone  either.  over  bo%  of  the  fortune  1do  have 
chosen  Network  Associates  for  their  network  security  and  management.  To  find  out  more 
call  l-bdd-332-9966,  dept.  1  "3  3  7 ,  or  visit  www.nai.com.  but  contact 
us  soon,  because  his  tongue  isn't  the  only  thing  he  wants  to  pierce. 


network 

ASSOCIATES 

Who's  watching  your  network 
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PAY  UP:  Denying  benefits  "isn't  going  to  work  anymore,"  says  Nachtigal 

LABOR 


NOW,  TEMP  WORKERS 
ARE  A  FULL-TIME  HEADACHE 

A  ruling  could  make  'permatemps'  a  lot  pricier  to  have  around 


Is  the  honeymoon  over?  For  years, 
companies  have  found  that  using  tem- 
porary  workers  gives  them  great  flex- 
ibility and  helps  cut  costs.  The  beauty  of 
the  arrangement,  which  many  workers 
also  embraced,  was  that  there  were  no 
messy  commitments.  But  a  three-judge 
panel  of  the  U.  S.  Court  of  Appeals  for 
the  Ninth  Circuit  has  ruled  that  work- 
ers who  are  on  the  payroll  for  more 
than  a  few  months,  whether  indepen- 
dent contractors  or  so-called  perma- 
temps placed  by  agencies,  are  common- 
law  employees — not  officially  married 
to  the  company,  but  living  with  it  and 
entitled  to  the  same  benefits  permanent 
staffers  get. 

The  precedent,  which  arose  from  suits 
by  independent  contractors  at  Microsoft 
Corp.,  could  radically  change  the  way 
companies  regard  their  temps.  Besides 
having  to  offer  temporary  workers  the 
same  benefits  any  regular  employee  on 
the  job  for  the  same  time  would  receive, 
the  case  opens  the  door  for  permatemps 
to  sue  employers  under  most  employ- 
ment laws,  such  as  those  covering  sex  or 
race  discrimination  or  family  leave.  As 
Fredric  S.  Singerman,  a  management 


lawyer  at  Seyfarth,  Shaw,  Fairweather 
&  Geraldson,  puts  it,  the  courts  are 
"boxing  in  the  temp  industry." 

That's  not  good  news  for  temp  agen- 
cies. The  ranks  of  temps  have  more  than 
doubled  in  the  past  Ave  years,  largely 
because  companies  can  save  up  to  40% 
on  total  labor  costs  by  avoiding  pay- 
ments for  benefits  such  as  paid  vacation 
and  sick  leave.  On  any  given  day  in 
America,  nearly  3  million  workers  are  in 


WIDE  SWATH 


Basically,  says  the 
circuit  court,  temps  on  a  given 
job  for  more  than  a  few  months 
may  be  common-law  employees 


temporary  assignments.  Close  to  half  of 
these  recruits  stay  on  the  job  for  six 
months  or  more,  according  to  the  Bu- 
reau of  Labor  Statistics.  That's  a  lot  of 
people  who  will  be  affected  by  the  rul- 
ing. "I  hope  it  forces  Microsoft  and  oth- 
er companies  that  employ  permatemps 
to  realize  that  this  isn't  going  to  work 


anymore,"  says  Jeff  Nachtigal,  whJ 
worked  as  a  full-time  temp  for  two  j 
at  Microsoft's  Sidewalk.com. 

Without  a  doubt,  it  will  be  costly! 
Microsoft,  the  ruling  means  that  I 
sands  of  its  6,000-plus  temps  must  a 
fered  a  coveted  benefit:  the  chanJ 
participate  in  its  stock-purchase  I 
Microohsoft  also  may  be  forced  to  I 
health  care  and  other  benefits,  v| 
are  also  part  of  the  suit.  MicrosJ 
appealing  the  special  panel's  rulir| 
the  entire  court. 
OVERRULED.  The  ruling  is  surpris 
far-reaching.  The  case  arose  aftei 
Internal  Revenue  Service  said  in 
that  Microsoft  had  improperly  class 
a  few  hundred  independent  contra 
who  the  agency  said  should  have 
considered  permanent  employees, 
agement  lawyers  anticipated  that  a 
sequent  class  action  would  apply  on 
those  employees.  And  a  Microsoft-fr 
ly  judge  in  Seattle  agreed. 

But  on  May  12,  the  three-judge 
el  overruled  the  lower  court  judge, 
panel  saw  essentially  no  difference 
tween  independent  contractors 
temps,  which  greatly  expanded 
number  of  individuals  who  could 
the  Microsoft  class  action.  It  went 
argue  why  all  long-term  temps  ca 
considered  common-law  employee 
Microsoft:  Although  a  worker  ma 
employed  by  a  temp  agency,  if  Micr 
controls  the  worker  on  the  job,  the 
ware  company  may  be  regarded 
joint  employer  with  the  agency.  "Ev 
for  some  purposes  a  worker  is  co 
ered  an  employee  of  the  agency, 
would  not  preclude  his  status  of 
mon-law  employee  of  Microsoft," 
ruling  states. 

The  ruling  means  that  employe! 
permatemps  face  a  painful  choice:  E 
long-term  temps  in  benefit  plans  or 
render  control  over  them  to  the 
cies.  The  second  alternative  would  m 
that   agencies  wm 
hire  and  fire  tew 
promote  and  disci* 
them,  do  perform^ 
reviews,  decide  wsft 
and  tell  them  whd» 
do  on  a  daily  basisB 
a  company  isn't  im 
ested  in  being  coip 
ered  the  employer, 
need  to  do  things  differently,"  says 
ward  A.  Lens,  general  counsel  of 
National  Association  of  Temporal 
Staffing  Services.  Companies  that 
heed  his  advice  may  find  themselve 
the  hook — just  like  Microsoft. 

By  Aaron  Bernstei 
Washington, 
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8,900  Ingenious  Employees 


183  Years  of  Vital  Service  and  Experience 


Introducing .. . 

Constellation  energy  broup 


Constellation  Power  Source,  Inc.  ^  Constellation  Power,  Inc.  ^  Constellation 
Energy  Source,  Inc.       BGE  Home  Products  and  Services,  Inc.  ^  Constellation  Real 
Estate  Group,  Inc.  ^  Constellation  Investments,  Inc.  %  Baltimore  Gas  and  Electric 


Because  There  is  Power  in  Numbers 


$9  Billion  in  Assets 


One  Perceptive  Company 


63  Million  Megawatt  Hours  of  Electricity 


Constellation 
Energy  Group 
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HOLLIS:  HE2000  looks  good  so  far 


rURNAROUNDS 


NISSAN:  ON 
FHE  ROAD  AGAIN 

Sales  are  up-and  it's  counting  on  new  models  for  acceleration 


Just  a  year  ago,  Nissan  Motor  Corp. 
USA  looked  like  it  was  racing  to- 
ward oblivion.  The  company's  $787 
nillion  loss  had  pulled  parent  Nissan 
VIotor  Co.  into  the  red.  Sales  were  in 
ree  fall,  dropping  by  a  third  in  the  first 
bur  months  of  the  year.  And  with  no 
azzy  new  models,  the  only  way  to  move 
nventory  was  through  fire-sale  pricing. 

Now,  however,  Nissan  seems  to  be 
legotiating  a  U-turn  in  North  America. 
n  the  year  that  ended 
>n  Mar.  31,  it  managed 
o  eke  out  a  $40  million 
>perating  profit — wel- 
come news  for  its  debt- 
aden  parent,  which  is  ex- 
pected to  post  a  net  loss 
bis  year.  Since  January, 
J.  S.  sales  are  up  8.2%, 
,o  192,681  vehicles,  and 
n  April,  sales  spurted 
51.7%  over  1998. 

That  still  hasn't  been 
inough  to  revive  Nissan's  U.  S.  market 
share,  which  at  3.6%  is  down  from  5.2% 
n  1995.  Indeed,  for  Nissan,  it's  been  a 
ong,  embarrassing  fall.  Toyota  Motor 
[}orp.  and  American  Honda  Motor  Co. 
low  hold  8.3%  and  6.2%  of  the  U.  S. 
narket,  respectively. 

Still,  the  trend  is  promising.  "At  least 
ve're  in  the  race  again,"  says  Jed  Con- 
lelly,  who  took  over  as  general  manag- 
;r  of  the  Nissan  Div.  on  May  5. 

To  keep  up  the  momentum,  Connelly 
s  counting  on  a  bunch  of  new  models 
ncluding  the  Xterra,  a  small  suv  aimed 
it  Gen  Xers  that  Nissan  will  release  to 
lealers  on  May  25.  Built  on  the  same 
platform  as  Nissan's  Frontier  compact 
pickup,  it  is  priced  at  $17,869,  less  than 
he  Toyota  RAV4  and  Honda  CR-V.  Nis- 


NISSAN  S  U-TURN 


MAR. 


IAN.  '99  FEB 

A  PERCENT  CHANGE 

DATA:  WARD  S  AUTOMOTIVE  REPORTS 


san  has  done  little  to  disguise  the  Xter- 
ra's  truck  roots:  The  interior  is  basic, 
the  plastic  seats  can  be  hosed  down, 
and  the  ride  is  rugged. 
OPTIMISTIC.  Analysts  and  dealers  are 
cheering.  "The  Xterra  is  going  to  be 
fabulous  for  us,"  says  Danny  Jackson, 
co-owner  of  Baker-Jackson  Nissan  in 
Houston.  Nissan  has  already  upped  first- 
year  sales  estimates  to  65,000  from  the 
original  48,000,  based  on  focus  group 
reactions.  But  analyst 
James  Hall,  of  researcher 
AutoPacific  Inc.,  says  Nis- 
san could  easily  sell 
100,000. 

Dealers  will  get  a  new 
Maxima  the  same  day  the 
Xterra  hits  their  show- 
rooms, too.  The  2000  mod- 
el gets  a  face-lift,  a  peppi- 
er 220-horsepower  engine, 
standard  antilock  brakes, 
and  a  lower  sticker  price. 
The  sleeper  in  Nissan's  new  lineup 
may  be  the  crew-cab  version  of  its  Fron- 
tier truck,  which  features  four  doors — the 
first  compact  pick-up  to  do  so.  John  W. 
Gartman,  vice-president  of  Santa  Monica 
Nissan  Inc.,  says  that  on  the  first  week- 
end he  had  the  crew-cab,  he  sold  two — to 
families  trading  in  a  Volvo  and  a  Ford 
Explorer.  "It's  the  suv-type  buyer  who 
will  migrate  to  the  compact  crew-cab,"  he 
says.  "They  need  seats,  four  doors,  and  a 
place  to  throw  junk." 

In  a  new  ad  campaign,  Nissan  has 
reached  back  to  the  '70s — when  it  was 
called  Datsun — for  its  "Datsun:  We  Are 
Driven"  tag  line.  Now  it's  simply  "Dri- 
ven." Nissan  will  have  to  be,  to  stay 
on  the  comeback  route. 

By  Larry  Armstrong  in  Los  Angeles 


APR 


NEW  HOPE: 

Nissan  Xterra 


MEDICINE 


AN  AIDS  DRUG 
WITH  A  NEW  M.0.1 

It  may  kill  the  fuel  the  virus 
uses  to  spread-in  animals  I 

Experts  in  aids  research  rarely  ge. 
excited  at  the  first  report  of  a  ne\| 
ding.  After  all,  few  test-tube  su 
cesses  are  repeated  in  animal  exper 
ments.  Indeed,  David  M.  Anderson,  a 
sistant  director  of  the  Washingto 
Regional  Primate  Center  at  the  Unive 
sity  of  Washington  in  Seattle,  is  so  useiij 
to  seeing  ambiguous  data  from  animal 
tests  that  he  was  surprised  when  he  sail 
data  on  a  new  drug  called  HE2000.  Ini 
fected  monkeys  taking  the  drug  "liveijj 
longer,  gained  weight,  and  had  more  eijl 
ergy,"  he  says.  "It  was  not  an  outcome  I 
expected." 

Now  the  expectations  for  HE2000  ari 
rising.  If  it  proves  effective  in  humans,  i 
could  be  a  breakthrough  in  the  $5  biliioi! 
market  for  aids  therapies.  On  May  i 
HE2000's  maker,  San  diego-based  Hollis 
Eden  Pharmaceuticals  Inc.  launched 
clinical  trial  in  humans  in  South  Africa 
and  one  week  later  won  approval  froii 
the  Food  &  Ding  Administration  to  be, 
gin  clinical  trials  in  the  U.  S. 
GREAT  NEED.  It's  far  too  soon  to  sal 
whether  HE2ooo  could  really  be  an  effectiv 
aids  drug.  And  Hollis-Eden  is  so  tin' 
most  Wall  Street  biotech  analysts  barel; 
notice  it.  But  the  ding's  success  in  anil 
mal  trials  suggests  Hollis-Eden  may  b; 
on  to  something  important.  "It's  an  intell 
esting  drug,"  says  P.  Spencer  Cox,  a  dij 
rector  at  Treatment  Action  Group,  an  aid| 
advocacy  organization.  "But  we  don't  knoV 
anything  about  its  safety  or  efficacy." 
There  is  a  desperate  need  for  ne\j: 
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BOAT 
FOR  SALE 


From 


$299 


Big  space  at  a  small  price. 

Unbelievable?  Not  with  the  OnStream  30GB  and  50GB 
digital  Storage  solutions.    You've  watched  the  cost  of  servers 

continue  to  decline.  That's  good.  And  you'd  think  the  cost  of  effective 
backup  solutions  would  follow.  But  they  haven't.  Until  now.  Introducing 
the  OnStream  30GB  and  50GB  Digital  Tape  Drives  that  cost  only  a  fraction 
of  what  you're  used  to  paying.  But  don't  let  the  low  price  fool  you.  With 
our  breakthrough  technology  Advanced  Digital  Recording  (ADR'M),  we've 
combined  a  collection  of  more  than  47  patented  technology  innovations 
that  deliver  an  unprecedented  blend  of  reliability  performance,  capacity, 
convenience,  and  affordability.  And,  you'll  be  able  to  backup  most  servers 
on  a  single  cartridge.  Now  that's  smart.  To  learn  more  about  OnStream 
and  our  reliable  workgroup  backup  solutions,  call  1-800-759-4621  ext.  212 
or  visit  www.onstream.com/clever 


OnStream 


Recording  the  Digital  Age™ 


Jnlist 

ndows  Magazine  1999 


COMPUSA 

nu  www  supotsroac 


GLOBAL 

COMPUTER  SUPPLIES 


micro  cEncEs  moMsmMsmm' 
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types  of  aids  drugs.  At  least  33  million 
adults  and  children  worldwide  are  now 
living  with  hiv,  the  virus  that  causes 
aids,  according  to  unaids,  the  United 
Nations  program  on  hiv/aids.  Drug  cock- 
tails made  up  of  protease  inhibitors  and 
retrovirals  can  keep  hiv  in  check  and 
stave  off  full-blown  aids.  But  they  cost 
thousands  of  dollars  a  year,  and  don't 
eradicate  the  virus.  With  prolonged  use, 
the  virus  may  also  become  resistant  to 
the  drugs.  Recent  studies  show  that  up 
to  28%  of  people  being  infected  with  hiv 
today  get  viral  strains  resistant  to  at 
least  one  aids  drug. 

HE2000  could  prove  to  be  cheaper  than 
the  cocktails  because  it's  easier  to  make 
and  it's  administered  less  often.  HE2000 
might  also  address  the  resistance  prob- 
lem. The  drug  is  a  synthetic  version  of 
dhea,  a  naturally  occurring  hormone. 
Unlike  the  currently  prescribed  drags, 
HE2000  appeal's  to  work  by  shutting  down 
key  cellular  proteins  the  virus  needs  dur- 
ing infection.  "That's  important,"  says  Dr. 
Thomas  C.  Merigan,  the  director  of  Stan- 
ford University's  Center  for  aids  re- 
search. "If  something  works  on  the  cell, 
not  the  virus,  there  is  less  pressure  for 
the  virus  to  mutate  and  become  resis- 
tant." Says  Richard  B.  Hollis,  "We  want 
to  look  at  hiv  and  other  diseases  from  a 
different  perspective  in  the  hopes  of  de- 
veloping breakthrough  compounds." 
DUBIOUS.  So  far,  the  data  from  Ander- 
son's study  on  monkeys  are  promising. 
Three  that  had  been  infected  with  an 
extremely  virulent  virus  were  given  two 
courses  of  the  drug  over  three  months. 
None  became  resistant  to  the  treatment 
or  experienced  side  effects,  and  all  lived 
nearly  twice  as  long  as  the  animals  in  the 
control  group.  Still,  even  though  the  mon- 
keys' viral  levels  fell  95%,  detectable  lev- 
els remained,  indicating  HE2000  didn't 
completely  wipe  out  the  virus.  "We  have 
seen  a  beneficial  effect,  but  we  need  to  do 
more  research,"  says  Anderson. 

Some  aids  activists  are  dubious.  Martin 
Delaney,  founding  director  of  Project  In- 
form, worries  that  HE2000  could  be  anoth- 
er drug  with  an  ill-defined  mechanism 
that  doesn't  work  "I'm  very  skeptical,"  he 
says.  Other  researchers  warn  that  many 
promising  treatments  disappoint  in  hu- 
man tests.  "We  still  need  to  see  a  suc- 
cessful proof  of  concept  in  people,"  says 
Dr.  Jacob  P.  Lalezari,  a  virologist  at  the 
University  of  California  at  San  Francisco. 

That's  why  the  human  trials  are  criti- 
cal. Hollis-Eden  hopes  for  results  from  its 
U.  S.  and  South  Africa  tests  by  Septem- 
ber. If  the  outcomes  are  positive,  HE2000 
and  Hollis-Eden  could  be  on  the  fast 
track  to  larger  successes. 

By  Ellen  Licking  in  New  York 


COMMENTARY 


By  Catherine  Arnst 

THE  WAR  AGAINST  CANCER 
NEEDS  NEW  RECRUITS 


On  May  17,  results  were  released 
on  the  largest  clinical  trial  yet 
comparing  standard  therapy  for 
advanced  breast  cancer  to  a  risky 
treatment  involving  very  high  doses 
of  chemotherapy  followed  by  bone 
marrow  transplants.  Researchers 
found  no  advantage  to  the  more  ag- 
gressive approach — but  that  news 
came  too  late  for  the  12,000  U.  S. 
women  who  have  already  undergone 


the  ravaging  high-dose  chemo.  Sadly, 
it  took  researchers  seven  years  to 
collect  enough  data  to  reach  their 
conclusion — because  only  553  women 
ever  enrolled  in  the  trial. 
COST  FACTOR.  The  small  number 
highlights  the  biggest  problem  facing 
cancer  researchers:  the  extreme 
paucity  of  patients  entering  clinical 
trials  that  underpin  treatment  deci- 
sions. Prostate  cancer  researchers 
have  had  to  close  down  trials  that 
would  answer  such  key  questions  as 
whether  or  not  to  surgically  remove 
the  prostate,  because  they  can't  enroll 
enough  patients.  In  fact,  a  survey  re- 
leased on  May  15  by  the  American 
Society  of  Clinical  Oncology  (asco) 
found  that  less  than  5%  of  all  U.  S. 
cancer  patients  take  pari  in  clinical 
trials,  even  though  20%  are  eligible. 

No  one  knows  why  95%  of  women 
who  undergo  high-dose  chemo  don't 
enroll  in  trials.  But  the  data  point  to 
possible  reasons.  The  asco  survey 
found  that  cost  was  a  factor  limiting 
participation  in  clinical  trials.  Con- 
trary to  expectations,  though,  it's  not 
because  insurers  won't  pay.  While 


most  policies  state  that  clinical  trials 
are  not  covered,  in  reality,  95%  of 
patients  enrolled  in  trials  do  submit 
claims,  less  than  10%  of  which  are 
denied. 

The  bigger  obstacle  may  be  the 
cost  to  doctors.  Oncologists  estimate 
that  they  must  spend  some  200  add 
tional  hour's  on  each  patient  in  a  clii 
ical  trial.  That  time  is  hard  to  come 
by  in  today's  managed  care  environ 
ment,  where 
doctors  are  pre 
sured  to  see 
ever  more  pa- 
tients. It  costs 
doctors  on  aver 
age  $2,000  per 
patient  to  parti 
ipate  in  a  trial, 
and  expenses 
can  range  as 
high  as  $6,500. 
But  the  currenl 
reimbursement 
is  only  $750  pe 
patient  from  th 
RARE  BREED:  Less    National  Cance 
than  5%  of  cancer   Institute,  a  go^ 
patients  join  trials  ernment  agenc 
that  funds  aboi 
50%  of  all  trials,  and  $2,500  from 
drag  companies. 

Clearly,  more  must  be  done  to  er 
courage  participation.  Patients  musi 
be  made  aware  of  the  advantages— 
to  themselves  and  to  society  at  lar£ 
The  Susan  G.  Komen  Breast  Cance 
Foundation  in  Dallas,  which  funds  r 
search,  is  setting  the  right  exam- 
ple— it  is  about  to  announce  a 
$200,000  pilot  program  in  seven  citi 
to  encourage  trial  participation.  Re- 
imbursements for  government  trial: 
must  also  be  increased  to  reflect  th 
costs,  and  medical  groups  must  gua 
antee  doctors  time  for  research. 

The  nci  estimates  that  8.2  million 
Americans  have  cancer,  and  another 
1.2  million  cases  will  be  diagnosed  tl 
year.  But  only  20,000  cancer  patients 
are  enrolled  in  clinical  trials.  Ending 
that  shortfall  is  a  cost  society  can  w 
afford. 

Senior  writer  Arnst  covers  scient 
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THE  SEC  MAKES 
UN  ONLINE  COLLAR 

N  ITS  FIRST  ACTION  AGAINST 
m  electronic  brokerage  firm, 
;he  Securities  &  Exchange 
Tommission  censured  Datek 
inline  Brokerage  Services  on 
May  18.  The  charge?  Datek 
illegedly  dipped  into  cus- 
omer  funds,  in  part  to  cover 
ts  own  trading  obligations. 
The  sec  says  Datek  improp- 
erly used  up  to  $42.7  million 
n  special  reserve  accounts  in 

•  me  day  and  falsified  records 
m  several  occasions.  Henry 
Klehm  III,  the  sec's  senior 
issociate  regional  director  in 

|  Mew  York,  says  if  the  market 
lad  tanked  and  customers 
iad  cashed  out,  Datek  would 
lave  been  unable  to  pay  up. 
\  Datek  spokesman  says  the 
illeged  violations  were  due 


CLOSING  BELL 


PENNEY  WISE 

On  May  18,  three  days  before 
its  annual  meeting,  J.C.  Pen- 
ney posted  a  4%  decline  in 
first-quarter  net  income,  to 
$167  million.  But  Penney  also 
announced  that  it  will  spin 
off  20%  of  its  Eckerd  Drug- 
store chain  and  sell  its  cred- 
it-card business,  raising 
about  $6  billion  to  help  pay 
off  debt  and  buy  back  snares. 
Investors  and  analysts 
cheered,  and  Penney's  long- 
depressed  stock  rose  9.7% 
that  day  to  close  at  $50,125. 
But  Penney  has  a  ways  to  go: 
Its  stock  is  still  36%  below 
its  52-week  high. 


MAY  10,  '99  MAY  19,  '99 

DATA;  BLOOMBERG  FINANCIAL  MARKETS 


to  a  "bad  calculation."  The 
sec  is  worried  about  similar 
practices  at  other  brokers, 
even  as  online  investing 
surges:  Such  trading  in  the 
first  quarter  was  35%  higher 
than  in  the  fourth. 


BATTLE  OF  THE 
BREAD  SPREADS 

LET  THE   MARGARINE  WARS 

begin:  On  May  17,  the  Food  & 
Drug  Administration  autho- 
rized Johnson  &  Johnson  to 
begin  marketing  Benecol,  its 
cholesterol-lowering  spread, 
which  will  compete  with  a 
similar  product  from  Unilever. 
J&J  had  first  intended  to  mar- 
ket Benecol  as  a  dietary  sup- 
plement, but  the  fda  deemed 
it  a  food,  which  requires 
tighter  scrutiny.  Soon,  3,200 
J&J  salespeople  will  be  out 
spreading  the  word  to  physi- 
cians and  phanriaeists.  Mean- 
while, J&J  may  still  be  on  the 
acquisition  trail:  A  source 
close  to  the  company  says 
that  despite  any  reports  to 
the  contrary,  merger  talks  are 
continuing  with  Centocor. 


PHONE  VICTIMS 
GET  PUT  ON  HOLD 

VICTIMS  OF  "SLAMMING"  BY 

marketers  of  long-distance 
service  will  have  to  wait  for 
redress.  On  May  18,  the 
U.  S.  Court  of  Appeals  in 
Washington  delayed  imple- 
mentation of  a  Federal  Com- 
munications Commission  rule 
that  would  have  specified  re- 
lief when  companies  switch 
their  long-distance  carriers 
without  their  knowledge. 
Under  the  rule,  victims  could 
get  a  30-day  credit  from 
their  long-distance  companies 
and  the  difference  between 
the  slammers'  phone  charge 
and  the  actual  long-distance 
fee.  But  mci  WorldCom  and 
other  carriers  claimed  the 
rule  was  too  hard  to  admin- 
ister. Now  the  court  will  re- 
view the  rule,  which  could 
take  six  months. 


HEADLINER:  JEAN-PIERRE  ROSSO 


HEAVY  (EQUIPMENT)  HITTER 


At  one  point  in  the  early 
'90s,  Tenneco  was  so  eager 
to  unload  farm  and  con- 
struction-equipment mak- 
er Case  that  it  of- 
fered to  sell  it  for 
$1,  plus  heavy 
debt.  No  takers. 
But  things  have 
changed  since 
Case  was  spun 
off  in  1994.  On 
May  17,  Tenneco 
agreed  to  sell  out  to 
Fiat-controlled  New  Hol- 
land for  a  cool  $4.3  billion. 

Jean-Pierre  Rosso,  58, 
the  French-bom  executive 
credited  with  Case's  turn- 
around, will  be  chairman 
and  CEO.  Despite  the  dismal 
heavy  equipment  market, 
he's  bullish.  "This  is  a  fan- 
tastic opportunity  to  build  a 
global  company  able  to  meet 


the  world's  food  and  infra- 
structure needs,"  he  insists. 
"You  don't  do  these  things 
for  the  short  term." 
Indeed,  Rosso 
sees  no  upturn  in 
North  America 
or  Asia  soon. 
But  the  merged 
company  may 
be  well-posi- 
tioned when  de- 
mand revives.  Cas< 
brings  high-end  farm 
machines  and  experience  in 
Latin  America  and  Russia. 
New  Holland  has  smaller 
models  but  greater  strengtl 
in  Europe  and  Asia.  Sa- 
lomon Smith  Barney  ana- 
lyst Tobias  Levkovich  also 
says  Rosso  will  wring  out 
savings  beyond  the  $500 
million  already  planned. 

By  Richard  Melcfie 


GD  HAS  GULFSTREAM 
IN  ITS  SIGHTS 

THE   FEDS   NIXED  GENERAL 

Dynamics'  bid  for  Newport 
News  Shipbuilding,  but  that's 
not  halting  gd's  buying  binge. 
On  May  17,  the  defense  con- 
tractor announced  plans  to 
pay  $5  billion  for  Gulfstream 
Aerospace,  a  maker  of  corpo- 
rate jets.  And  GD  officials  say 
they  plan  to  spend  $3  billion 
more  to  continue  their  shop- 
ping spree.  The  move  into 
the  commercial  arena  may  in- 
dicate that  GD  fears  slower 
growth  in  other  areas  where 
it  has  been  expanding,  in- 
cluding shipbuilding  and  ar- 
mored vehicles. 


A  HEALTHY  MERGER 
0FE-D0CS?   

TWO  HIGH-PROFILE  STARTUPS 
in  online  health  information, 
WebMD  and  Healtheon.  are 
talking  about  a  merger. 
Healtheon,  founded  by  serial 


entrepreneur  James  Clark 
who  co-founded  Silic 
Graphics  and  Netscape — cc 
firms  that  talks  are  going  i 
Merger  discussions  on  t 
$5.5  billion  deal  wTere  head 
down  to  the  wire  on  May 
Both  companies  offer  inf( 
mation  for  doctors  and  p 
tients  and  the  ability  to 
business  online.  "Bigger 
better.  It  will  help  in  distr 
ution  and  in  establishi: 
credibility,"  says  Dona 
Gleklen,  chairman  of  riv 
Inteli-Health. 

ETCETERA... 

■  Dell  Computer's  earnin 
rose  more  than  40%,  to 
million,  but  gross  margins  fc- 

■  Liberate  Technologies, 
Network  Computer,  has 
new  mission  and  plans  an  if 

■  U.  S.  Bancorp  is  buyii 
Western  Bancorp  in  a  $9C 
million  deal. 

■  rs  Airways  Group  Chai 
man  Steven  Wolf  will  forge 
500%  bonus. 
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todyear  Eagie  Aquastee!  Run-Flat 


oody  looks  out  for  your  family  better  than 
i  do.  But  Goodyear  can  help.  With  Eagle 
jasteel  Run-Flat  radials  you  can  literally  run 
if  a  hazard,  lose  all  air  pressure  and  keep 
'ing  for  up  to  50  miles  at  up  to  55  mph*  No 


FREE! 

Low  Tire  Pressure 
Warning  System 

Up  to  5399  value. 

Limited-time  offerr 
Installation  not  included. 


re  getting  stuck  in  bad  weather  and  having  to  get  out 


of  your  car  in  emergency  lanes  or  in  the  middle  of  nowhere 
to  change  a  tire.  Goodyear  Run-Flat  technology 
helps  the  tire  keep  its  shape,  so  you  can  stay 
behind  the  wheel  and  keep  driving  to  safety.  To 
learn  more  about  Goodyear's  innovative  Run-Flal 
technology,  visit  our  website  at:  www.runflat.com. 
Goodyear.  Number  One  in  tires. 


m 


Fairfax  County  is  home  to  more  than 
2,000  leading  information  technology  companies. 


-  -A  _ 


In  a  world  where  technology  changes  overnight,  there's  one  place  where  the  conditions  for  change  never  change 
a  bit.  Where  compares  like  Cable  &  Wireless,  Oracle,  Nextel,  Concert  and  Network  Solutions  can  count  on  access 
to  three  major  airpc  Where  the  schools  are  among  the  nation's  best.  Where  the  world's  largest  customer  for 
information  technology,  3  federal  government,  is  right  next  door.  Want  to  change  the  face  of  information  technology? 
Then  change  your  busint    address.  Call  703-790-0600  or  visit  our  Web  site.  And  join  us  in  Fairfax  County. 


FAIRFAX  COUNTY,  VIRGINIA.  PLATINUM  SPONSOR  OF  THE  2000  WORLD  CONGRESS  ON  INFORMATION  TECHNOLOGY. 


v/ ww. FairfaxCountyEDA.org 


Washington  Outlook 


TED  BY  DOUGLAS  HARBRECHT 


NEW  ERA  OF  TRUSTBUSTING 
AY  BE  JUST  WARMING  UP 


s  the  Administration  enters  its  dog  days,  regulators  seem 
to  be  in  a  swoon.  From  the  Food  &  Drag  Administration 
to  the  Federal  Communications  Commission,  government 

are  taking  a  decidedly  hands-off  approach.  With  two  ex- 
ions.  The  trustbusters  at  the  Federal  Trade  Commission 
the  Justice  Dept.  are  working  overtime.  The  latest  target: 
Way  13,  Justice  charged  American  Airlines  Inc.  with  killing 
ipstarts  that  threatened  its  Dallas-hub  dominance, 
ike  the  landmark  Microsoft  Corp.  lawsuit,  the  American 

and  similar  actions  against  Visa  and  MasterCard,  generic 
rmaker  Mylan,  and  Toys  'R'  Us  signal  a  new  wave  of  an- 
ist  activism.  The  litmus  test  isn't  big- 
.  In  fact,  most  mergers  in  this  latest,  fu- 
5  round  of  consolidation  are  getting  the 
Ira  light.  The  targets  are  industiy  gi- 

that  Justice  and  the  ftc  think  use 
t  might  to  squelch  rivals — thereby  sti- 

innovation  and  raising  prices. 
rhile  ftc:  Chairman  Robert  Pitofsky  and 
ice's  antitrust  chief  Joel  I.  Klein  believe 

market  forces  can't  cure  all  ills,  they 
itain  that  the  cases  they  are  bringing 
t  depart  from  established  law.  "I  would 
to  think  that  what  we  are  doing  is  con-  PITOFSKY 

;nt  with  fundamental  antitrust,  adopted   

adjusted  for  the  New  Economy,"  says  Pitofsky. 

FRONTIER  But  trustbustere  don't  just  worry  that  high-tech 
vation  could  be  damaged  by  titans  that  use  unfair  practices 
rab  market  share.  The  government  also  wants  to  unleash 
vation  elsewhere.  Justice  says,  for  instance,  that  inter- 
ing  ownership  of  Visa  and  MasterCard  stifles  new  credit- 
products.  And  enforcers  are  eyeing  deregulated  markets  to 
ire  vigorous  competition.  Case  in  point:  After  airline  dereg- 
on  in  1978,  large  carriers  began  channeling  traffic  into 
airports,  and  Justice  says  American  used  its  hub  dominance 
ill  upstarts  by  lowering  prices  below  cost, 
s  they  struggle  to  modernize  antitrust  enforcement,  regu- 


lators are  pushing  into  new  frontiers.  In  a  Mai'.  8  settlement,  for 
instance,  Intel  Corp.  agreed  to  unprecedented  limits  on  how  it 
uses  its  intellectual  property.  The  ftc  is  still  probing  Intel 
for  alleged  anticompetitive  practices.  And  for  only  the  second 
time  in  its  history,  the  ftc  is  seeking  monetary  damages  in  an 
antitrast  case — $120  million  from  Mylan  Laboratories  Inc.  The 
agency  says  Mylan  raised  prices  by  illegally  cornering  the 
market  for  two  anti-anxiety  drugs. 

For  all  their  activism,  the  enforcers  have  escaped  the 
wrath  of  regulation-averse  Republicans,  who  approved  ad- 
ditional money  for  the  trustbusters  last  year  and  appear  set 
to  give  them  even  more  in  1999.  "Repub- 
lican members  worry  about  being  nailed 
as  anticonsumer  and  a  tool  of  business," 
says  James  C.  Miller  III,  Ronald  Rea- 
gan's first  ftc  chairman.  Republicans  also 
say  that  targeted  lawsuits  can  prevent 
the  need  for  regulation  later.  Though 
Miller  describes  the  Clintonites  as  "ex- 
cessively interventionist,"  he  considers 
them  "within  the  broad  confines  of  re- 
spectable antitrust  thinking." 

Many  Republicans  are  also  under  pres- 
sure from  businesses  that  think  they  are 
"  victims  of  anticompetitive  behavior.  Senate 
Judiciary  Chairman  OiTin  G.  Hatch  of  Utah,  the  home  state  of 
Microsoft  competitor  Novell  Inc.,  is  a  booster  of  Justice's  case. 
A  number  of  other  competitors  are  part  of  an  anti-Microsoft 
coalition  that  has  been  cooperating  with  Justice.  "An  increasing 
number  of  large  businesses  recognize  that  it  is  in  their  strate- 
gic interest  to  have  vigorous  antitrust,"  says  Albert  A.  Foer  of 
the  American  Antitrast  Institute. 

The  courts,  of  course,  will  have  the  final  word  on  the  an- 
titrast initiative.  But  it  looks  likely  that  trastbusting,  Clin- 
ton-style, may  survive  into  the  next  Administration — even 
with  a  Republican  in  the  White  House. 

By  Susan  Garland,  with  Paula  Dwyer 


tig  n  i/t  it  rust 


CAPITAL  WRAPUP 


IRED  IN  SPACE 

Republicans  want  to  shoot  down  a 
t  project  of  Vice-President  Al 
re — a  $75  million  satellite  that 
mid  beam  live  pictures  of  the  Earth 
wn  to  the  Net  and  take  the  planet's 
nperature.  On  May  19,  the  House 
ssed  an  authorization  measure  that 
ed  funding  for  the  Trania  project. 
ie  mission  amounts  to  nothing  but  an 
pensive  screen-saver,  say  gop  critics 
d  some  space-policy  experts, 
raocrats  call  the  cut  a  cheap  parti- 
a  stunt. 


IS  HELMS  SLOWING  DOWN? 

►  Is  ill  health  hampering  the  agenda  of 
Senate  Foreign  Relations  Committee 
Chairman  Jesse  Helms  (R-N.C.)?  His 
office  won't  comment.  But  the  panel 
was  slow  to  hold  hearings  on  Kosovo. 
And  the  77-year-old  Helms  hasn't  sent 
out  an  expected  letter  to  build  support 
for  a  pro-Taiwan  measure.  Insiders  say 
Helms  has  been  slow  to  recover  from 
knee  surgery  last  year.  Also  hindering 
his  panel's  work:  the  recent  death  of  its 
staff  director  and  Helms's  boyhood 
chum,  retired  Admiral  James  Nance. 


HILLARY  WATCH 

►  Will  First  Lady  Hillary  Rodham 
Clinton  run  for  the  Senate  next  year? 
"My  guess  is  that  80%,  she  runs," 
says  Housing  &  Urban  Development 
Secretary  Andrew  Cuomo.  "If  she 
runs,  she  wins.  I  wouldn't  say 
whether  or  not  she  should  do  it. 
That's  a  personal  decision.  But  she'd 
be  a  great  representative  for  New 
York."  Cuomo  knows  a  thing  or  two 
about  New  York  politics.  He  ran  the 
gubernatorial  campaigns  for  his 
father,  Mario  Cuomo. 
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E  A  K 


ERFORMANC 


It's    what   j  o  it 


? 

J\ 


XPECT 


ROM    PEOPLE    I  IN  THE 


I  OUNT A I 


TATE 


It's  as  if  the  term  "the  great 
outdoors"  was  invented  for  West  Virginia.  The 
majestic  mountain  scenery  has  been  known  to 
inspire  a  passion  for  nature  in  even  the  most 
jaded  urbanite.  The  countryside  can  take  your 
breath  away,  so  the  next  time  you're  driving 


Toy 


ota  Motor  Manufac,ur. 


e  s '  Virginia, 


through  this  natural  wonder,  do  what  the  locals 
often  do.  Stop  the  car  and  see  what  the  moun- 
tain air  will  inspire  in  you. 

Of  course,  if  you  happen  to 
be  driving  a  Toyota  through  the  Mountain  State 
in  the  near  future,  you  may  have  the  advantage 
of  some  local  passion  right  there  with  you. 

That's  because  West  Virginians 
are  now  producing  Toyota  engines  at  a  brand- 
new  manufacturing  plant  in  Putnam  County. 
By  the  time  it's  fully  operational,  this  $900  mil- 
lion plant  will  have  the  capacity  to  build  500,000 
engines  and  360.000  transmissions  per  year, 
using  many  U.S.  parts. 

Local  people  manufacture 
Toyota  vehicles  and  components  in  25  coun- 
tries around  the  world.  It  helps  the  products  we 
sell  answer  the  special  needs  and  standards  of 
all  our  drivers,  wherever  they  may  be. 

Here  in  America,  our  sec- 
ond-largest manufacturing  base,  Toyota  has 
invested  more  than  $9  billion  in  manufacturing, 
research  and  design. 

Local  investment.  It's  the 
engine  for  growth  in  West  Virginia  -  and  in 
communities  around  the  world. 


TOYOTA  People  Drive  Us 


International  Business 


TECHNOLOGY 


JAPAN'S 
HIGH-TECH 


^  /in**? 


Can  Kyoto  become  a 
version  of  Silicon  Valley? 


Osamu  Murata,  armed  with  little 
more  than  a  junior-high  educa- 
tion, saw  the  future  in  ceramics. 
Sickly  as  a  child,  he  dropped  out 
of  school  to  work  as  a  salesman  for  his 
father's  ceramic  shop  in  Kyoto.  But  the 
enterprising  son  soon  steered  the  com- 
pany away  from  traditional  tableware. 
;  As  electronics  boomed  in  the  1970s,  Mu- 
rata churned  out  innovative  ceramic 


components  to  control  the  flow  of  elec- 
tricity in  household  products  and  elec- 
tronics. Murata  Manufacturing  Co.  is 
now  the  world  leader  in  such  compo- 
nents, found  in  notebook  computers, 
palmtops,  cell  phones,  and  handheld  au- 
dio gear.  Last  year,  Murata  had  almost 
$3  billion  in  sales,  posted  about  $500 
million  in  operating  profits,  and  has  a 
market  capitalization  of  $9.2  billion. 


Murata  is  a  legend  in 
Kyoto  itself  is  a  city  of  many  legel 
Japan's  former  capital  has  a  historic 
utation  for  traditional  arts,  scenic  bj 
ty,  and  austere  sensibilities.  But  a 
spirit  has  infused  Kyoto's  narrow  sti 
and  cloistered  gardens.  It's  a  moo 
high-tech  entrepreneurship  and  cal 
exuberance  unmatched  by  any  o 
city  in  Japan.  At  a  time  when  To) 
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?d  blue  chips  such  as  Hitachi,  Toshi- 
NEC,  and  Mitsubishi  Electric  are 
sh  in  red  ink,  Kyoto  boasts  scores  of 
:essful,  and  hundreds  of  budding, 
l-tech  businesses. 

he  likes  of  custom  chipmaker  Rohm 
and  giant  Kyocera  Corp.,  a  world 
er  in  ceramic  packages  for  semi- 
luctors,  are  already  sure  values.  In 
itegory  by  itself  stands  Nintendo 
whose  astonishing  Pokemon  car- 
i-and-game  franchise  is  a  $5  billion 
ial  phenomenon.  But  beside  these 
its  are  scores  of  startups  making 
r  name  in  chips,  new  materials, 
nicals,  computer  equipment,  and 
1  software. 

RESSIVE.  None  ap- 
iches  Tokyo's  high-tech 
is  in  terms  of  fame, 

or  research  and  devel- 
ent  spending.  But  many 
miraculously  escaped 

ravages  of  Japan's 
vn-out  financial  crisis, 
to's  nimble  startups 

setting  an  example  for 

big  companies,"  says 
endra  Negi,  a  senior 
yst  at  Merrill  Lynch  & 

in  Tokyo.  "They're 
3  entrepreneurial,  they 
much  more  aggressive, 

they're  not  afraid  of 
iking  the  rules."  If 
e  companies  keep  up 
r  stellar  record,  they 
i  one  day  redefine  ex- 
nce  for  Japan  and  Asia. 

they  cut  a  path  for  ex- 
ives  looking  to  pull 
r  businesses  out  of 
ssion. 

ow  did  Kyoto  avoid 
in's  economic  quick- 
Mainly  by  keeping  an 
use  focus  on  defined 
es.  Just  as  important, 
to's  myriad  small  ven- 
s  have  avoided  "big 
oany  disease"  that  of- 
results  in  overcapacity, 
oated  workforce,  and 
profit  margins.  So  Ky- 
i  companies,  though 
derided  as  marginal  to 
/o's  titans,  are  now 
/ing  then-  real  strength. 
ie  disdain  of  Japan's 
y  hitters  was  a  bless- 
in  other  ways.  In  the 
s,  Kyoto's  tiny  startups 
i  ignored  by  the  pow- 
i  Ministry  of  Interna- 
il  Trade  &  Industry 
I),  which  sponsored 
>ive  efforts  to  develop 
1,8,  fast  computers,  and 
*t  software.  So  Kyoto 


didn't  get  dragged  along  as  miti  drove 
its  chosen  cadre  of  high-tech  giants — 
NEC,  Fujitsu,  Hitachi,  and  the  rest — 
into  orgies  of  capital  spending  on  mem- 
ory chips  and  suchlike  that  never 
generated  the  profits  they  sought. 

miti's  misguided  policies  were  also  a 
big  turn-off  to  smart,  nonconformist  en- 
gineers, many  of  whom  migrated  to  Ky- 
oto. No  surprise  there.  Year  after  year, 
Kyoto  tops  opinion  polls  as  the  place 
most  Japanese  would  prefer  to  live.  A 
gracious  city  of  1.4  million,  it  has  33 
universities  and  11  colleges — the  highest 
concentration  in  the  country.  Four  of 
Japan's  five  Nobel  laureates  in  sciences 
come  from  Kyoto  University.  "Just  like 

A  CITY  RICH  IN  HISTORY  AND  LEGEND 


Kyoto's  Vanguard 

(For  fiscal  year  ended  March,  1999) 


SALES 
(MILLIONS) 

NET  PROFIT 
(MILLIONS) 

HORIBA  (MEASURING  INSTRUMENTS) 

$549 

$4.6 

KYOCERA  (CERAMIC  CHIP  PACKAGES) 

5,897 

229 

MURATA  (CAPACITORS) 

2,984 

234 

NICHIC0N*(CAPACITORS) 

845 

47 

NIOEC  (MICROMOTORS) 

1,078 

46 

OMRON  (CONTROL  COMPONENTS) 

4,514 

17 

ROHM  (CUSTOM  INTEGRATED  CIRCUITS) 

2,671 

424 

SANYO  CHEMICAL  INDUSTRIES  (RESINS) 

583 

41 

Stanford  University,  we  are  nurturing 
independent-minded  people,"  says  Kazu- 
mi  Matsushige,  director  of  Kyoto  Uni- 
versity's Venture  Business  Laboratory. 

Kyoto  may  not  yet  rival  California's 
Silicon  Valley  with  its  myriad  cutting- 
edge  companies.  But  few  other  regions 
in  Japan  have  as  much  potential.  Kyoto 
officials  estimate  that  about  300  high- 
tech ventures  have  sprouted  in  recent 
years.  Of  these,  several  dozen  will  prob- 
ably make  initial  public  offerings  within 
the  coming  year  or  two.  The  city  is  ac- 
tively encouraging  new  high-tech  busi- 
nesses. It  has  teamed  up  with  business 
leaders  and  universities  to  promote  new 
ventures  and  help  bankroll  them.  Kyoto 
is  the  only  Japanese  city  to 
boast  a  privately  operated 
research  park  in  its  down- 
town district.  Japan  des- 
perately needs  a  new  gush- 
er of  innovation,  which  such 
initiatives  aim  to  stimulate. 
The  nation  lags  behind  in 
booming,  knowledge-based 
sectors  such  as  software, 
infonnation  technology,  and 
the  Internet. 

For  months,  the  picture 
in  Japan  as  a  whole  has 
been  unremittingly  bleak. 
But  the  influential  Nikkei 
Financial  Daily  rated  Ky- 
oto's Nidec  Corp. — a  maker 
of  miniature  motors — as 
No.  1  in  terms  of  stock  per- 
formance. And  it  praised 
founder  Shigenobu  Naga- 
mori  as  the  chief  executive 
who  has  done  the  most  to 
raise  his  company's  share 
value  on  the  Tokyo  Stock 
Exchange.  Kyotoites  Rohm, 
Murata,  and  Nintendo  all 
followed  close  behind  in  the 
ranking. 

COMPLACENCY.  Corporate 
Japan  has  much  to  learn 
from  Kyoto's  small  and 
tightly  focused  operations. 
Consider  Sanyo  Chemical 
Industries  Ltd.,  a  leading 
manufacturer  of  specialty 
materials.  Though  a  mem- 
ber of  the  Mitsui  keiretsu, 
it  escaped  the  complacency 
typical  of  these  Japanese 
conglomerates.  Sanyo's 


'Estimate 


line  and  concentrate  on 
profitable,  original  products. 

Meanwhile,  the  credit 
crunch  that  is  taking  its  toll 
on  Japanese  companies  is 
of  little  concern  to  Kyoto's 
older  ventures.  Nichicon 
Corp.,  the  world's  largest 
maker  of  the  aluminum 
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Kyoto's  startups  are  cutting  a  new  path:  They 
are  entrepreneurial-and  unafraid  to  break  the  rules 


electric  capacitors  used  in  everything 
from  cars  to  computers,  for  example, 
has  steadily  built  up  its  cash  reserves 
while  cutting  costs.  "Suddenly,  cash  flow 
management  is  the  thing  to  do  in  Japan, 
but  we've  been  doing  it  for  30  years," 
says  President  Ippei  Takeda. 

If  there  is  one  thing  that  crystallizes 
the  Kyoto  spirit,  it's  a  driving  commit- 
ment to  originality.  Most  of  the  suc- 
cessful corporations  are  manufacturers, 
but  not  the  low-tech  sort.  Many  of  their 
developments  are  driving  the  electronic 
revolution,  albeit  in 
ways  the  uninitiated 
can't  see. 

Take  Osamu  Tsuji,  a 
specialist  in  plasma  tech- 
nology who  had  worked 
in  the  U.S.  at  NASA. 
Twenty  years  ago,  he 
launched  SAMCO  Inter- 
national in  a  rented 
garage  in  Kyoto  to  de- 
velop equipment  for 
manufacturing  semicon- 
ductors. His  thin-film 
technology  is  used  not 
only  in  chip  fabrication 
but  also  in  production  of 
flat-panel  displays  and 
microsensors.  Now,  he 
is  developing  thin  films 
for  fuel  cells  and  super- 
conductors. One  prod- 
uct being  tested  by  a 
major  Japanese  brewer,  for  example,  is 
a  special  coating  that  enables  plastic 
bottles  to  be  reused  10  to  15  times. 
"Even  though  the  technology  changes 
rapidly,  we  stay  ahead  of  it,"  Tsuji  says. 
EXOTIC  CHIP.  Ken  Sato,  the  founder  of 
Rohm,  is  inclined  to  agree.  He  built 
Rohm  into  a  leading  global  maker  of 
custom  integrated  circuits  that  go  into 
finished  electronics.  The  company  was 
the  first  to  commercialize  an  exotic  chip 
known  as  fram,  for  ferroelectric  ran- 
dom-access memory,  which  stores  infor- 
mation even  when  the  electricity  is 
turned  off.  And  it  developed  the  world's 
first  semiconductor  laser  for  optical-mag- 
netic disks  used  in  computer  storage. 

For  Kyoto's  companies,  hewing  to  in- 
ternational markets  is  critical.  Three- 
quarters  of  Nidec's  business  is  over- 
seas. The  ratio  is  more  than  50%  at 
both  Rohm  and  Murata.  "Tokyo  com- 
panies dominate  the  domestic  market," 
explains  Nobuo  Hatta,  a  Rohm  board 


member  in  charge  of  overseas  sales.  "So 
we  had  to  become  global  to  survive." 

Kyoto  companies  also  have  had  to 
stay  cost-efficient  and  attune  themselves 
better  to  clients'  needs.  They  empha- 
size short  lead  times,  speedy  delivery, 
and  zero  defects.  Five  years  ago, 
Nichicon's  Takeda  cut  lead  time  at  his 
main  plant  from  22  days  to  11.  Recent- 
ly, it  lopped  that  to  7  days — a  standard 
that's  companywide  now.  Nichicon  had 
planned  to  unveil  an  organic  capacitor, 
made  of  a  special  polymer  compound, 


in  September.  But  its  engineers  worked 
seven-day  shifts  to  advance  the  launch 
by  half  a  year. 

Kyoto's  first  crop  of  ventures  got 
their  start  just  after  the  war.  Although 
it  ranked  as  one  of  Japan's  six  largest 
cities,  Kyoto  alone  was  spared  the  U.S. 
bombings  that  leveled  homes  and  facto- 
ries in  Tokyo,  Osaka,  Nagoya.  and  other 
big  centers.  It  was  the  only  city  whose 
factories  could  quickly  resume  produc- 
tion. Refugees  streaming  back  to  Japan 
from  other  parts  of  Asia  flocked  to  the 
city  in  search  of  work.  It  was  in  this  pe- 
riod that  Kazuo  Inamori,  a  native  of 
Kagoshima  in  southern  Japan,  found 
work  in  a  ceramics  company.  Some 
years  later,  when  Inamori's  employer 
rejected  his  idea  to  build  a  cathode-ray 
tube  for  the  fledgling  TV  industry,  In- 
amori bolted.  In  1959,  he  founded  Kyo- 
cera  and  built  it  into  the  world's  largest 
manufacturer  of  ceramic  chip  packages. 

Kyoto  startups  like  Kyocera  had  all 


the  energy  and  intellectual  resourl 
needed  to  spawn  a  Silicon  Valley-stl 
phenomenon.  But  they  still  made  n» 
takes  such  as  diversifying  unwisa 
Their  successors,  such  as  Nidec  si 
Nintendo,  strove  harder  to  break  1 
mold.  However,  it  was  difficult  to  ovl 
come  Japan's  twin  liabilities — a  deartm 
venture  capital  and  physical  distaij 
from  the  U.  S.,  where  key  trends! 
communications  take  shape. 
BREAKAWAY  VENTURES.  Now,  the  cii 
entrepreneurs  want  to  create  a  nl 
wave  of  breakaway  vfj 
tures.  Takayuki  KirH 
ra,  managing  directoitt 
Kyoto  Research  Pan 
believes  some  of  i 
budding  software  ml 
ers  have  a  shot,  h 
Furukawa,  the  38-ydj 
old  president  of  Vi<i 
System,  is  building  p 
a  successful  game-?* 
velopment  house  wl 
$58  million  in  sales  11 
year — much  of  it  aini 
at  the  Nintendo  sift 
Sony  PlayStation  nm 
kets.  And  a  fiourishg 
media  outfit  calm 
Capriccioso  has  creal 
a  "virtual  studio,"  wh|5 
20  young  staffers  I 
supercomputers  to  cijj| 
a  weekly  TV  animatl 
series.  The  team  is  also  working  oji 
full-length  animation  film  in  Engl:H 
aimed  at  the  world  market. 

To  bolster  such  activities,  Flit i- 
meikan  University  offers  interdiscil 
nary  management  courses  for  buddi 
engineers,  scientists,  and  even  art  il 
jors.  The  school  also  promotes  studl 
internships  at  venture  businessS 
"We're  creating  the  eggs  right  noj'l 
says  Ritsumeikan  director  Mitsuhffl 
Kohga,  an  economics  professor.  "In  ■ 
next  few  years,  you'll  see  some  of  tip 
begin  to  hatch." 

Japan  needs  these  success  stora 
and  Kyoto  yearns  to  provide  them. 
old  practices  that  regulated  Japan  'n 
are  finally  dissolving  under  the  pil 
sures  of  recession  and  global  compji 
tion.  The  tumult  may  provide  Kyoi's 
new  breed  of  entrepreneurs  a  chancctl 
write  the  rule  book  for  Japan's  ijW 
economy. 

By  Irene  M.  Kmiii  in  Kiio 
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NEW  FUND 


Prudential  introduces 
a  new  stock  fund  you'll 
really  love  at  tax  time. 

Prudential  lax-Managed  Equity  Fund 


A  SMART 
CHOICE  FOR 
RETIREMENT 
PLANNING 


By  keeping  more  of 
your  money  working 
for  you,  Prudential 
Tax-Managed  Equity 
Fund  can  help  you 
accumulate  wealth 
faster.  Talk  to  a 
Prudential  professional, 
or  a  representative  at 
select  investment 
firms,  to  find  out 
how  the  Fund  can 
complement  your 
tax-deferred 
retirement 
accounts. 


Everybody  likes  to  make  money  in  the  stock  market,  but  nobody  likes  to  pay 
taxes.  Investing  in  a  401  (k)  plan  and  IRAs  is  one  option.  Now  Prudential 
takes  tax-smart  investing  even  further  with  a  new  fund  designed  to  help 
reduce  the  effects  of  capital  gains  taxes  while  seeking  long-term  growth. 


Now  more  than  ever,  it  pays  to 
be  tax-wise.  Recent  tax  law  changes 
reduce  long-term  capital  gains  taxes 
to  20%.  But  if  your  mutual  funds  don't 
aim  to  limit  investment  income  and 
capital  gains  over  the  short  term,  you 
may  be  paying  taxes  as  high  as  39.6%. 
Prudential  Tax-Managed  Equity  Fund 
uses  a  variety  of  investment  strategies 
to  minimize  your  tax  liability: 

•  Invest  with  long-term  growth 
perspective. 

•  Offset  realized  gains  with 
realized  losses. 

•  Sell  highest  tax-cost  lots  first. 

•  Reduce  emphasis  on  income- 
generating  securities. 


A  highly  disciplined  approach  to 
finding  quality  stocks.  The  managers 
of  Prudential  Tax-Managed  Equity  Fund 
combine  extensive  stock-picking  experience 
with  rigorous  analysis  to  make  targeted  stock 
selections  among  a  universe  of  large  -  and 
mid-cap  stocks. 

A  Rock  Solid  record  of  money 
management.  For  over  a  century, 
Prudential  has  been  helping  people  build 
wealth  through  a  wide  range  of  investment 
vehicles.  Our  fund  managers  have  earned 
a  solid  reputation  for  their  pursuit  of 
consistent  long-term  results. 

For  more  complete  information  including 
charges  and  expenses,  call  for  a  prospectus. 
Read  it  carefully  before  you  invest  or 
send  money. 

1-800-THE-ROCK 

ext.  3601 

www.prudential.com 


Jf    ff  ^ 


(£fo  Prudential 


ie  Fund  may  not  be  appropnote  for  all  investors.  There  is  no  assuronce  that  the  Fund's  ob|ective  will  be  achieved.  The  information  presented  should  not  be  construed  as  tax  advice.  The  Fund  expects  to  distribute  tax- 
Jle  income  or  capital  gains  from  time  to  time.  Investment  return  ond  the  vaiue  of  your  investment  will  fluctuate  so  that,  when  redeemed,  your  shares  moy  be  worth  more  or  less  than  their  original  cost.  The  Fund  may 
ret  in  foreign  secunties,  which  are  subject  to  the  risks  of  currency  fluctuation  ond  the  impact  of  social,  political  and  economic  change.  The  Fund  may  also  invest  in  derivotive  securities,  which  have  their  own  risks, 
lese  risks  moy  result  in  greater  share  price  volatility.  Shores  of  the  Fund  ore  distributed  by  Prudential  Investment  Management  Services  LLC,  member  SIPC,  751  Broad  Street,  Nework,  NJ  07102,  a  subsidiory  of 
ie  Prudential  Insurance  Company  of  America,  751  Brood  Street,  Nework,  NJ  07102. 
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GERMANY 


REVOLT  OF 

THE  MOONLIGHTERS 

Germany's  new  tax  on  second  jobs  has  the  nation  in  an  uproar 


Every  morning  at  3  for  the  past  year 
and  a  half,  Elsbeth  Dittmann  has 
driven  through  the  dark  streets  of 
Dortmund,  Germany,  delivering  the 
morning  paper  to  120  customers.  A  few 
hours  later,  she  would  stait  her  day  job 
as  a  health-care  aide.  The  59-year-old 
German  has  been  moonlighting  to  sup- 
port her  20-year-old  son  and  her  hus- 
band, a  former  bricklayer  with  heart 
trouble.  But  on  Apr.  1.  her 
part-time  job  became  subject 
to  a  hefty  44%  tax,  slicing  her 
monthly  wage  nearly  in  half, 
to  $195.  So  she  quit.  "I  didn't 
do  it  for  kicks,"  Dittmann  says. 
"I  need  the  money." 

From  Berlin  to  Baden- 
Baden,  Germans  in  low-paying 
,jobs  are  resigning  in  droves. 
The  reason:  For  the  first  time 
since  the  late  1970s,  Chancellor 
Gerhard  Schroder's  government 
is  requiring  workers  to  pay  so- 
cial security  and  income  taxes 
on  second  jobs  paying  under 
$350  a  month.  At  the  same 
time,  the  government  is  step- 
ping up  investigations  of  self- 
employed  workers,  who  are  ex- 
cused from  paying  social 
security  taxes.  The  measures 
have  sparked  another  outcry 
against  the  Schroder  govern- 
ment's heavyhanded  attempts 
to  impose  new  restrictions  on 
Germany's  already  overregu- 
lated  labor  markets. 
UNION  BACKING.  Schroder's 
amoves  are  aimed  at  boosting 
tax  and  other  revenues  needed 
to  pay  for  Germany's  social  safe- 
ty net.  They're  also  intended  to 
pressure  employers  to  hire  full- 
time  workers  to  occupy  jobs 
now  done  by  less-costly  part- 
timers.  Indeed,  Germany's 
biggest  trade  union,  i<  i  Metall,  is 
largely  behind  the  im  es.  The 
new  law  taxing  the  1 . 1  million 
workers  with  low-payin  second 
jobs  was  rammed  through  the 
Bundestag  by  Labor  Minister 
Walter  Riester,  formerly  deputy 
chairman  of  the  metal  workers' 
union.  The  unions  backed  the 


plan  because  they  argue  that  it's  not 
right  for  moonlighters  to  be  free  from 
taxes  when  full-time  employees  must  pay 
taxes  on  any  overtime  work.  The  unions 
also  believe  the  new  taxes  could  help  re- 
duce Germany's  10.6%  unemployment 
rate  by  turning  part-time  work  into  full- 
time  jobs. 

Instead,  the  measures  are  stirring 
controversy  and  charges  that  the  gov- 


CRACKING  DOWN  ON  PART-TIMERS 

THE  MEASURES  For  the  first  time  since  the 
late  1970s,  Germany  has  imposed  social 
security  taxes  and  income  taxes  on  second 
jobs  paying  less  than  $350  a  month 

THE  RATIONALE  Bonn  is  trying  to  boost  tax 
revenues  while  pressing  employers  to  hire 
fully  taxable  full-time  workers  to  fill  jobs  now 
handled  by  more  than  one  part-timer 

THE  TARGET  Workers  in  part-time  jobs 
ranging  from  cleaning  to  delivery  to  catering, 
mostly  women,  students,  and  retirees 

THE  CONSEQUENCES  Unemployment  may 
rise  above  the  current  10.6%,  while  official 
vacancies  may  rise  in  low-paying  service  jobs 
as  more  workers  look  for  jobs  off  the  books 
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eminent  is  just  destroying  legitirmj 
jobs.  "This  is  the  totally  wrong  si 
proach.  It's  just  piecemeal  engineering 
says  Adrian  Ottnad,  an  economist  I 
the  Bonn  Institute  for  Social  and  E<[ 
nomic  Research.  He  argues  that  tl 
government  should  be  working  on  mci 
sweeping  reforms  to  build  flexible  j 
bor  markets.  Karl  Heinz  Dake,  prel 
dent  of  the  Gemian  Taxpayers  Assn.l 
Wiesbaden,  adds  that  the  crackdown  | 
moonlighting  won't  create  new  jobs  tl 
will  likely  force  more  people  into  t| 
booming  black  economy. 
"THE  WRONG  PEOPLE."  Newspapers 
publishing  furious  debates  on  the  iss 
That's  partly  because  the  long-protecl 
"630-mark,"  or  $350-and-under,  jobs 
held  mostly  by  women,  students, 
pensioners — those  who  find  it  hardest 
find  work.  "This  is  hitting  the  wrc 
people,"  says  Jiirgen  Schneider,  h€ 
of  circulation  in  Dortmund  for  t 
newspaper  Westdeutsche  Allgeme 
Zeitung,  and  Dittmann's  boss.  A  dem 
stration  is  scheduled  for  May  31 
Bonn,  with  one  regional  chapter  of  1 
Hotel  &  Restaurant  Assn.  alone  aim 
to  send  50  busloads  of  protesters. 

Meanwhile, 


DITTMANN:  Her 

part-time  income 
was  slashed 
nearly  in  half 


e 

ployers  in  serv 
businesses  compl 
that  the  govemm 
is  hurting  them  j 
as  the  country  is  t 
ing  to  build  up  its  service  sector.  Hot 
restaurants,  and  cleaning  services 
expected  to  lose  up  to  800,000  employ* 
Clients  of  Central  Cleaning,  which  se: 
part-time  workers  to  clean  offices 
Frankfurt,  will  find  dirty  carpets  in 
morning.  Soccer  fans  at  Gottlieb  Dain 
Stadium  in  Stuttgart  will  have  to  wai 
longer  lines  for  sausages  and  sodas 
cause  kiosk  owner  Walter  Daferner 
to  shut  two  of  his  eight  outlets  after 
of  his  employees  quit. 

The  Labor  Ministry  is  surprised 
the  outciy.  "We'll  listen  to  the  criticii 
and  consider  whether  a  change  is  r 
essary,"  say  Klaus  Achenbach,  state 
retary  for  Riester.  He  argues  that  i 
not  fair  that  someone  with  a  second 
doesn't  have  to  pay  taxes. 

Still,  the  crackdown  on  moonlight 
may  well  have  the  opposite  impact 
the  economy  than  the  government 
tends.  It's  one  thing  for  Germans 
deal  with  late  newspapers  and  dir 
carpets.  It's  another  for  the  govt 
ment  to  clamp  clown  on  flexible  la 
practices  just  when  Germany  ne 
more  jobs. 

By  Karen  Lowry  Miller  in  Fra 
furl,  with  Katharine  A.  Schmidt 
Stuttgart 


62  BUSINESS  WEEK  /  MAY  -SI  1999 


Where  do  you  want  to  go  today?* 


Microsoft 


You're  just  this  far  from  getting 
your  solution  started. 


Every  business  solution  is  unique,  because  every  company 
is  unique.  So  when  you're  planning  your  solution,  it's  best  to  have 
the  broadest  range  of  people  and  technology  to  choose  from  in 
order  to  get  the  solution  that's  exactly  right  for  you.  That's  why  Microsoft'-based  solutions  are 

designed  to  be  flexible  enough  to  work  with  such  a  broad  range 
^'l^^^^IOli^^fSte  '         0f  industry  partners.  That  includes  the  partners  listed  below, 

who  are  qualified  and  committed  to  helping  you  with  all  phases 
of  building  your  digital  nervous  system,  from  consulting  to  customized  applications  to  hardware.  To 
find  out  more  about  these  partners  and  the  solutions  they're  part  of,  visit  www.microsoft.com/dns 


Partners  who  can  help  you  build  a  digital  nervous  system  for  your  business: 


Cisco  Systems 


USWeb/CKS 


• 

GREAT  PLAINS 


Spe«Tum_       Iff  ERNST& YOUNG  LLP 


EWLETT* 
PACKARD 


Cambridge  Technology  Partners 


Compaq.  isaaw 


1  19  Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  Where  do  you  want  to  go  today?  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  Other 
:t  and  company  names  mentioned  herein  may  be  the  trademarks  of  their  respective  owners. 


"Sis: 

4  With  Microsoft,  your  company  is  only  |  |-| 


The  digital  economy  holds  virtually  unlimited  possibilities  for  your  busines 
Want  to  capitalize  on  everything  your  company  knows,  every  minute  of  the 
Want  to  integrate  your  supply  chain?  Want  to  be  closer  to  your  best  employ 
Your  best  vendors?  Your  best  customers? 

It's  all  possible.  But  you  probably  don't  want  to  hear  that  it's  possible.  T 
not  news.  You  probably  want  to  hear  how  you  do  it.  That  would  be  news.  V 
here's  the  long  and  short  of  it:  If  you're  using  Microsoft'  software  to  help 
run  your  company,  the  possibilities  of  the  digital  economy  are  closer  thar 
think.  Only  as  far  away  as  your  PC,  in  fact. 

What  do  we  mean  by  that?  You  see,  many  people  out  there  are  alrea 
using  Microsoft  products,  and  chances  are  your  employees,  customers,  e 
suppliers  are  among  them.  Which  gives  you  an  extraordinary  opportunity. 
With  just  a  few  evolutionary  steps,  you  can  start  to  add  the  things  you  ne; 
to  bring  the  possibilities  of  the  digital  economy  into  your  organization,  anc 


e  best  integrated  solution  from  desktop  to  datacenter: 


I      aerating  system  used  by  millions  around  the  world  on  PCs,  handheld  devices,  and  servers  to  bring  PCs  and  the  internet  together. 
Office  -  The  word's  most  popular  business  productivity  software,  enabling  people  to  develop  ideas  and  share  knowledge  in  powerful  new  ways. 
BackOffice  -  The  flexible  server  platform  for  building  mission-critical  e-commerce,  knowledge  management,  and  line-of-business  solutions. 


R  from  all  the  possibilities  of  the  digital  economy.  ► 


idividuals  involved  will  still  feel  comfortable  because  they're  using 
tar  Microsoft  tools.  In  other  words,  moving  your  company  into  the  digital 
Dmy  can  be  a  simple  process  of  evolution.  And  when  your  business 
'letes  this  evolution,  where  all  of  your  people  are  working  within  a  system 
allows  a  rich,  rapid,  and  accurate  flow  of  business  information,  that's  a 
il  nervous  system. 

Ve'd  like  to  show  you  how  Microsoft  Office,  the  BackOffice1  family,  and 
'indows*  platform  can  combine  with  many  hardware,  software,  and  service 
ers  to  more  quickly  and  easily  evolve  your  company  into  an  organization 
id  for  success  in  the  new  digital  economy.  In  short,  a  company  with  a 
rful  digital  nervous  system.  For  complete  details  and  helpful  case  studies, 
www.microsoft.com/dns 

Microsoft 

Where  do  you  want  to  go  today?' 


-orporation  All  rights  reserved.  Microsoft,  BackOffice.  Windows,  and  Where  do  you  want  to  go  today7  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


International  Outlook 


EDITED  BY  PAUL  MAGNUSSON 


ISRAEL:  THE  ROAD  TO  PEACE 
RUNS  THROUGH  THE  ECONOMY 


After  his  impressive  May  17  elec- 
toral victory  over  Israeli  Prime 
Minister  Benjamin  Netanyahu, 
Labor  Party  leader  Ehud  Barak  be- 
gan constructing  the  broad  govern- 
ment coalition  he'll  need  to  restart 
the  moribund  Arab-Israeli  peace 
process.  But  as  the  57-year-old  sol- 
dier-turned-politician focuses  on  re- 
viving talks  with  the  Palestinians  and 
bringing  Lebanon  and  Syria  back  to 
the  negotiating  table,  he  faces  a  more 
immediate  challenge.  If  Barak  is  to 
persuade  fractious  Israelis  to  go  along 
with  his  dramatic  political  initiatives, 
he'll  have  to  protect  his  popularity 
by  reviving  the  ailing  economy. 

After  three  years  of  moves  by  Ne- 
tanyahu to  alter  a  peace  process  he 
never  believed  in,  hope  for  progress, 
if  not  tranquility,  is  returning  to  the 
Middle  East.  Euphoric  voters  are  also 
hoping  that  Barak  can  return  the 
economy  to  the  high  rates  of  growth 
it  enjoyed  in  the  early  1990s.  Sur- 
rounding nations  hope  the  benefits 
will  spread  to  them. 

Economic  issues,  in  fact,  played  a 
much  bigger  role  than  in  past  Israeli 
elections  and  were  a  key  part  of  the 
Labor  campaign.  The  past  two  years 
have  seen  poor  growth  of  less  than 
2%,  despite  a  population  increase  of 
2.5%.  This  year  the  economy  is  un- 

likely  to  perform  much  better.  Un-  JeeWaV  tO  t)OOSt  grOWth 


NO  ROOM 


Despite  his 
election  vows,  a  big  budget 
deficit  leaves  Barak  little 


A  YOUNG  LABOR  SUPPORTER  CELEBRATES 


employment,  once  virtually  unknown 
in  Israel,  is  close  to  9%,  its  highest 
rate  in  years.  Even  the  boom  in  the 

high-tech  sector  has  slowed  in  recent  months,  owing  to  a  drop 
in  exports  to  the  Far  East  and  a  cut  in  government  re- 
search spending. 

NETANYAHU  SPENT  freely.  Although  Barak  has  promised 
tu  create  300,000  new  jobs,  a  budget  deficit  amounting  to  2% 

GDP  leaves  precious  little  leeway  for  pump-priming  the  Is- 
raeli economy.  Barak  can  thank  Netanyahu  for  that.  While  the 
utgoing  Prime  Minister  claimed  to  be  a  card-carrying  free 
marketeer,  Netanyahu  liberally  funded  such  special-interest 
groups  as  settlers  in  the  occupied  territories  to  retain  their 
support.  And  Barak  knows  that  any  inflationary  moves  to 
stimulate  the  economy  will  face  opposition  from  Jacob  A. 
Frenkel,  the  tough  Bank  of  Israel  governor. 

The  trick  for  Barak  will  be  to  redirect  government  fund- 
ing to  projects  with  a  big  economic  payoff.  Among  the  like- 
ly losers  are  the  144  Jewish  settlements  in  the  West  Bank 
and  Gaza  Strip.  By  contrast.  Israel's  educational  system,  a 
target  of  some  of  Netanyahu's  harshest  cuts,  is  going  to  be 


a  top  priority  for  spending,  Bar; 
aides  say. 

The  task  of  implementing  the 
government's  economic  policy  co 
fall  to  Shlomo  Ben-Ami,  the  cun 
front-runner  for  Finance  Minister. 
54-year-old  history  professor  and 
mer  ambassador  to  Spain  is  of 
roccan  background.  He  is  also  se 
tive  to  the  needs  of  the  count 
lower-income  families.  Appointing 
Ami  and  other  Sephardic  Jews  w( 
help  Barak  win  support  from  Isra 
of  Moroccan  and  Middle  Eastern 
gin.  Barak  is  keenly  aware  of  the 
ing  economic  desperation  in  Isr 
development  towns — towns  est 
lished  after  1948  to  absorb  im 
grants.  In  these  traditional  Likud 
tions,  many  have  switched  allegia 
to  the  ultra-religious  Shas  party,  w! 
saw  its  share  of  the  vote  rise 
matically  on  May  17. 
A  NEW  GENERATION.  A  revived  pe 
effort  could  also  pay  economic  d 
dends,  particularly  to  the  Palest 
ans.  To  show  he  can  be  trust 
Barak  is  expected  to  quickly  ca 
out  provisions  of  the  Israeli-Pa 
tinian  Wye  Plantation  acco 
reached  last  October.  These  incl 
easing  travel  across  Israel  pre 
between  the  West  Bank  and  G 
and  opening  Gaza's  seaport  to  si 
ping.  "I  expect  Barak's  win  will  1 
breathe  new  life  into  the  Pales 
ian  economy,"  says  Mohamr 
Ishteyeh,  head  of  the  Palestir 
Council  for  Development  and  Reconstruction. 

Dramatic  changes  sweeping  the  broader  Arab  world  c( 
help  Barak's  efforts  to  bolster  the  economy.  A  new  gem 
tion  of  Arab  leadership,  less  resistant  to  change,  is  in 
wings.  The  February  7  death  of  Jordan's  King  Hussein  a 
a  47-year  reign  is  only  the  prelude  to  more  torch-passinj 
Syria,  Saudi  Arabia,  and  inside  the  Palestinian  Nati< 
Authority. 

And  for  the  first  time  ever,  substantive  economic  refon 
bringing  such  countries  as  Egypt  and  Morocco  into  the  br< 
er  global  economy.  Even  Saudi  Arabia  and  other  arch-con 
vative  members  of  the  Gulf  Cooperation  Council  are  startin 
experiment  with  privatization  and  deregulation  as  they  posi 
themselves  to  enter  the  World  Trade  Organization. 

Reviving  the  peace  process  and  the  economy  are  Bar 
biggest  challenges.  Progress  in  one  will  profoundly 
the  other.  The  payoff  for  all  could  be  enormous. 

By  Need  Saridler  in  Jerusalem  and  John  Rossant  in 
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Wysiwyg 

What  you  see  is  what  you  get.  A  rather  unimaginative  way  of  looking  at  the  world. Take  the  Saab 
9-5  Wagon.  On  the  surface,  a  cargo  carrier.  But  look  under  the  hood.  A  turbocharged  engine  that 
generates  a  massive  229  ft.-lb.  of  torque. The  car's  versatility  is  evident:  CargoTracks™  for  securing 
loads,  an  optional  sliding  floor  to  make  loading  easier.  But  what  about  the  torsionally  rigid  body 
construction  that  gives  the  car  responsiveness  and  feel  similar  to  a  sport  sedan?  Can  you  see  that? 


Social  Issues 


COMMENTARY 


By  Aaron  Bernstein 


WHAT  CAN  K.O.  INEQUALITY?  COLLEGE 


Bachchi  Nguyen, 
20,  probably 
wouldn't  make  it 
through  college 
without  grants  and 
loans.  It's  not  that  she's 
a  slacker.  The  Universi- 
ty of  California  at 
Riverside  junior  juggles 
an  18-unit  course  load  in 
business  administration 
and  works  15  hours  a 
week  as  a  bank  teller. 
Nguyen's  parents,  who 
immigrated  from  Viet- 
nam in  1992.  can't  help 
with  the  $13,000-a-year 
tuition.  Her  father,  a 
construction  worker, 
and  her  mother  have  10 
children,  two  still  at 
home.  "The  grants  and 
loans  take  some  pres- 
sure off  my  shoulders," 
says  Nguyen,  who  has 
gotten  S3.000  a  year  in 
federal  Pell  grants  plus 
810.000  in  loans  so  far. 

Many  more  students 
soon  will  be  joining 
Nguyen  at  the  loan  win- 
dow. Over  the  next  15 
years,  the  prime  col- 
lege-going age  group 
will  swell  by  nearly 
25%,  as  the 
baby  boomers' 
children — 
dubbed  Gener- 
ation Y — turn 
18.  Education 
experts  call  it 
Tidal  Wave  II: 
a  flood  of  new 
students  on  a 
scale  the  U.  S.  hasn't  seen  since  the 
boomers  kicked  off  a  burst  of  cam- 
pus-building three  decades  ago.  By 
2015,  today's  campus  population  of 
nearly  15  million  could  soar  as  high 
as  22  million  students.  By  contrast, 
just  2.4  million  students — mostly  the 
so-called  baby  busters — were  added 
to  the  rolls  over  the  past  15  years. 

But  the  new  crop  of  students  will 
differ  markedly  from  their  parents. 


NEWWAVE 

Like  a  growing 
number  of 
students,  Nguyen 
depends  on 
grants  and  loans 


Instead  of  coming  largely  from  mid- 
dle-class families,  two-thirds  of  the 
increase  in  Generation  Y-ers  will  be 
among  students  like  Nguyen,  the 
children  of  minority,  immigrant,  and 
poorer  families  who  make  up  a  larger 
share  of  the  population  today — and 
who  often  need  extra  aid  to  get 
through  college.  "There's  a  train 
wreck  coming  unless  we  find  ways  to 
help,''  says  William  Pickens,  execu- 
tive director  of  the  California  Citi- 
zens Commission  on  Higher  Educa- 
tion. His  group,  mostly  business 
leaders,  was  formed  to  help  Califor- 
nia cope  with  the  change,  which  is 
expected  to  hit  hardest  in  the  fast- 
growing  and  racially  diverse  state. 


How  the  U.  S.  handles  this  torr 
of  young  people  has  vast  implication* 
for  its  global  competitiveness  and  foi 
deep-seated  social  problems,  such  as 
persistent  income  inequality.  Certain 
ly,  plenty  of  students  have  flocked  to 
college  campuses  in  the  past  15 
years,  as  computers  and  other  high- 
tech innovations  sparked  an  explo- 
sion in  employers'  need  for  higher- 
skilled  workers.  But  new  research 
shows  that  the  growth  of  skilled 
workers  has  actually  slowed  in  the 
1990s  compared  with  prior  decades. 
The  reasons  are  largely  demographic 
Today's  college-age  generation,  the 
baby  busters,  has  just  IT  million  pec 
pie.  squeezed  in  between  72  million 
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decisions,  you  need  the  unvarnished 
truth.  This  is  when  you  can  rely 
on  the  CPAs  in  your  company. 
Every  CPA  is  committed  to  giving 
you  an  honest,  accurate  analysis 
of  your  situation.  Just  as  important, 
CPAs  are  versatile  business 
strategists  who  can  provide  the 
valuable  insights  and  information 
top  management  needs  to  improve 
business  performance.  With  no 
strings  attached. 


THE  CPA 


OST  DANGEROUS 


ST  E  S S  ARE  THE  ONES 
EEL  YOU  EXACTLY 


VANT  TO  HEAR. 


nstitute  of  Certified  Public  Accountant'. 


Social  Issues 


Sure,  more  college  aid  is  costly.  But  with  projected 
federal  surpluses  of  $4.7  trillion,  the  U.S.  can  afford  it 


boomers  and  60  million  Gen  Y-ers 
born  from  1979  to  1994. 

In  fact,  the  percentage  of  the  total 
labor  force  that  has  attended  college 
barely  budged  in  the  1990s.  And 
while  the  ranks  of  students  continue 
to  rise  in  absolute  terms,  they  have 
been  falling  as  a  share  of  the  popula- 
tion. This  has  eause.d  national  spend- 
ing on  higher  ed  to  lag,  too 
(charts).  The  share  of  gross 
domestic  product  devoted 
to  higher  education  has 
been  flat  for  nearly  two 
decades  and  actually  has 
slumped  since  1992,  the 
first  time  this  has  hap- 
pened in  a  non-recession 
period  since  the  1940s.  The 
result:  U.  S.  workforce 
skills  may  not  keep  pace 
with  the  needs  of  a  globally 
competitive  economy. 
SHORTFALLS.  True,  the 
U.  S.  economy  has  outper- 
formed its  rivals  in  recent 
years,  due  to  low  inflation 
and  rapid  productivity 
growth.  But  skills  short- 
ages already  are  hampering 
many  employers.  If  the 
shortfalls  remain  chronic, 
they  will  hamstring  the 
economy  and  impede  pro- 
ductivity advances.  Without 
steady  growth  in  the  sup- 
ply of  skilled  workers,  U.  S. 
companies  won't  be  able  to 
capitalize  on  the  new  tech- 
nologies that  are  helping  to 
spur  the  New  Economy. 

Tidal  Wave  II  presents 
the  U.  S.  with  an  opportu- 
nity as  well  as  a  challenge. 
Putting  more  Gen  Y-ers 
through  college  would  re- 
quire major  changes.  Universities 
would  have  to  become  more  efficient 
to  hold  down  costs,  experts  say.  And 
government — state  and  federal 
alike — would  have  to  cough  up  $22 
billion  to  $35  billion  extra  a  year,  af- 
ter inflation,  on  top  of  the  roughly 
$45  billion  in  public  funds  now  spent 
on  higher  ed,  according  to  calcula- 
tions based  on  a  study  by  the  Com- 
mission on  National  Investment  in 
Higher  Education,  a  group  of  busi- 
ness and  education  leaders. 


A  tall  order?  Sure,  but  not  an  unre- 
alistic one  today,  given  the  $4.7  trillion 
federal  budget  surplus  projected  for 
the  next  15  years.  And  consider  the 
potential  payback.  Billions  for  higher 
ed  are  an  investment  in  human  capital 
that  would  make  the  U.  S.  workforce 
more  competitive.  By  comparison,  the 
Clinton  Administration's  plan  to  pay 


Accommodating  Tidal  Wave  II 
would  serve  an  important  social  goal 
as  well:  reducing  the  yawning  chasm 
between  rich  and  poor  families.  The 
red-hot  economy  of  recent  years 
hasn't  reduced  wage  inequality  as 
most  economists  had  expected.  Yes, 
the  wage  gap  has  stopped  worsening; 
as  shortages  of  less  skilled  labor 


A  WATERSHED 
OPPORTUNITY: 
EDUCATING 
THE  NEXT 
WAVE  OF 
STUDENTS 


IF  HIGHER-ED 
SPEHOIHG  CLIMBS. 


COLLEGE  EHROLLMEHT 
COULD  RISE... 


SPENDING  ON  HIGHER  EDUCATION 
AS  A  SHARE  OF  GDP 


SHARE  OF  U  S  POPULATION 
ENROLLED  IN  HIGHER  EDUCATION 
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DATA.  THOMAS  G.  MORTENSON.  POST-SECONDARY  EDUCATION  OPPORTUNITY  NEWSLETTER 


...ESPECIALLY  FROM 
LOW-INCOME  FAMILIES... 


...SO  SUPPLY  AND  DEMAND 
OF  SKILLS  CAN  BALANCE. 


...HELPING  TO 
REDUCE  INEQUALITY 


SHARE  OF  24-YEAR-OLDS 
WITH  COLLEGE  DEGREE 
IN  1996.  BY  FAMILY  INCOME 


RATIO  OF  HOURLY  WAGES  OF  COLLEGE 
GRADUATES  TO  HIGH  SCHOOL  GRADUATES 


APERCEHI 


APERCEM 


-INCLUDES  WORKERS  WITH 
COLLEGE  DEGREES  PLUS  HALF 
OF  THOSE  WITH  SOME  COLLEGE 


DATA:  LAWRENCE  F  KATZ.  DAVID  H.  AUTOR,  HARVARD  UNIVERSITY 

down  the  national  debt  to  fix  Social 
Security  would  do  little  to  lift  long- 
term  economic  growth.  "Spending  on 
social-maintenance  programs  like  So- 
cial Security  isn't  investing  in  the  fu- 
ture," says  former  New  Jersey  Gover- 
nor Thomas  M.  Kean,  now  president 
of  Drew  University  in  New  Jersey 
and  co-chair  of  the  Commission  on 
National  Investment  in  Higher  Edu- 
cation. The  U.  S.,  says  Kean,  must 
"find  a  way  to  divert  a  greater  share 
of  our  budget  to  higher  education." 


DATA:  KEVIN  MURPHY,  UNIVERSITY  OF  CHICAGO 


have  bid  up  the  pay  of  low-income 
workers.  But  the  gap  between  top 
and  bottom  is  at  a  30-year  high. 

Educating  millions  of  new  college 
students  is  the  best  way  to  address 
this,  the  No.  1  social  problem  in  the 
U.  S.  In  addition  to  the  overall  good 
of  educating  more  citizens,  boosting 
the  share  of  the  workforce  with  a  col- 
lege education  would  help  to  narrow 
the  wage  gap.  Through  simple  supply 
and  demand,  it  would  step  up  wages 
among  those  without  college  degrees, 
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whose  ranks  would  be  falling,  thereby 
creating  upward  pressure  on  low- 
skilled  wages.  Of  course,  employers 
could  respond  by  demanding  that  the 
U.  S.  let  in  more  immigrants.  But  if 
immigration  remains  in  check,  the  in- 
come gap  between  high-  and  low- 
skilled  workers  would  shrink. 

At  the  same  time,  meeting  em- 
ployers' seemingly  insatiable  demand 
for  skills  would  slow  the  growth  of 
outsized  pay  increases  among  col- 
lege-educated employees.  "If  we 
could  sustain  major  increases  in  col- 
lege enrollments  over  a  decade,  it 
would  have  a  major 
impact  on  inequality," 
says  Lawrence  F. 
Katz,  an  economist  at 
Harvard  University. 
TUITION  CRUNCH.  With 
the  U.  S.  economy  so 
healthy,  the  wide- 
spread view  is  that  la- 
bor markets  are  flush 
with  highly  trained 
employees.  But  many 
economists  have  been 
focused  on  the  recent 
past.  David  Card,  an 
economist  at  the  Uni- 
versity of  California  at  Berkeley, 
took  a  different  tack,  examining 
trends  over  the  past  50  years.  He 
looked  past  enrollment  rates,  which 
include  many  who  never  complete 
their  studies,  to  focus  on  the  share  of 
each  generation  that  had  earned  a 
college  degree  by  age  30. 

For  the  World  War  II  generation 
that  poured  onto  campuses  with  the 
G.  I.  Bill,  the  share  jumped  from  1% 


with  a  degree  at  30  to 
12%.  Boomers  lifted  that 
portion  to  25%.  There  was 
a  setback  in  the  1970s,  when  the 
share  of  30-year-olds  with  bachelor's 
degrees  slumped  to  23%,  after  a  glut 
of  college  workers  prompted  fears 
about  the  overeducated  American. 
Since  the  early  '80s,  enrollment  gains 
have  mostly  been  making  up  the  lost 
ground.  Today,  only  27%  of  busters 
earn  a  diploma  by  age  30.  "Demo- 
graphics have  been  working  against 
us  in  the  1990s,"  says  Harvard  public 
policy  professor  Thomas  J.  Kane. 


ith  BAs  doubled  betwee 
the  1940s  and  1960s 


THE  RISING  COST 
OF  COLLEGE... 


...HAS  BOOSTED  STUDENTS' 
SHARE  OF  SPENDING 
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The  coming  Gen  Y  boom  provides 
a  chance  to  get  skill  levels  rising 
again.  The  18-to-24  age  group  will 
balloon  from  24  million  to  31  million 
by  2015.  The  problem  is,  a  lot  more 
of  tomorrow's  students  will  need 
help.  Most  of  the  past  decade's  en- 
rollment gains  among  lower-income 
and  minority  families  have  come 
from  two-year  community  colleges. 
Getting  a  ba,  the  real  ticket  to  high- 


er wages,  has  been 
out  of  reach  for  most 
poorer  students.  Many 
are  caught  in  a  crunch 
of  rising  tuition  and  a 
nationwide  cutback  in 
student  aid.  Tuition  at 
public  colleges,  where 
80%  of  all  students  go, 
has  nearly  doubled 
since  1980,  after  infla- 
tion adjustments,  ac- 
cording to  a  new 
study  by  the  Institute 
for  Higher  Education 
Policy  in  Washington, 
D.  C.  Meanwhile,  fed- 
eral, state,  and  local 
governments  have  cut 
their  share  of  j 
total  spending 
on  higher  ed. 
So  there's  less 
financial  aid 
available  today  i 
(charts). 
Not  surprisingly,  students  from 
poor  families  have  fared  the  worst: 
Dependent  as  they  are  on  financial 
aid,  the  cutbacks  sting  more,  and 
their  families'  incomes  have  fallen 
the  most.  The  Institute  found  that 
students  from  the  poorest  families 
are  paying  relatively  more  tuition  vsf 
middle-class  families,  as  the  value  of  j 
government  grants  has  lagged  be- 
hind inflation.  So  the  ability  to  get  al 
degree  has  been  skewed  dramatical- 
ly. In  fact,  the  share  I 
of  students  from  fami 
lies  in  the  uppermost 
bracket  who  got  de- 
grees has  soared  fron 
46%  in  1980  to  93% 
today,  according  to 
Thomas  G.  Mortensor 
an  education  re- 
searcher in  Oskaloosa 
Iowa.  But  the  share 
fell  for  students  from 
the  bottom  quartile, 
and  even  those  in  the 
middle  barely  gained 
ground,  he  found. 
With  so  many  affluent  youngsters 
already  in  college,  more  lower-inconi 
students  will  have  to  attend  if  na- 
tional graduation  rates  are  to  climb 
In  addition,  higher  birth  rates  amon 
minorities,  especially  Hispanics,  me? 
that  nonwhites  will  make  up  two- 
thirds  of  the  increase  in  18-to-24- 
year-olds  through  2015,  according  tc 
the  U.  S.  Census  Bureau.  And  with 
the  exception  of  Asians,  minorities 
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There's  only  one  way  to  increase  national  graduation 
rates:  Get  more  low-income  students  through  college 


tend  to  have  lower-than-average  fam- 
ily incomes  and  are  most  likely  to 
drop  out  of  high  school.  "It  will  re- 
quire a  lot  more  resources  to  in- 
crease future  enrollment  rates,  be- 
cause so  many  of  the  new  students 
will  have  fewer  resources  them- 
selves," says  Sacramento  consultant 
Samuel  M.  Kipp  III,  who  studied 
these  trends  last  year. 

Helping  more  students  to  get 
through  college  would  go  a  long  way 
toward  easing  the  inequality  problem. 
Of  course,  individuals  like  Nguyen 
benefit  directly,  with  better  chances  of 
landing  higher-paying  jobs  if  they  get 
a  college  degree. 
But  there's  a  more 
profound  impact,  as 
well,  that  reaches 
into  the  workings 
of  the  country's  la- 
bor markets.  New 
studies  by  Katz 
and  others  show 
why.  The  econo- 
mists have  found 
that  the  demand 
for  college-educated 
workers  has  been 
outstripping  the  de- 
mand for  nonde- 
greed  workers  by 
3%  to  4%  a  year  in 
every  decade  since 
at  least  the  1940s, 
when  reliable  data 
became  available. 
But  the  growth  in 
the  supply  of  these  skilled  workers 
has  slowed  in  the  1990s,  creating  a 
bigger  mismatch  than  ever.  Today's 
low  jobless  rate  hasn't  been  enough  to 
help  low-skilled  workers  gain  ground 
on  more  educated  ones,  largely  be- 
cause the  demand  for  skilled  workers 
continues  to  exceed  supply. 
SMALL  STEPS?  Putt  ing  a  lot  more 
Gen  Y-ers  through  college  would 
equalize  supply  and  demand.  Katz 
and  University  of  Chicago  economist 
Kevin  Murphy  have  calculated  how 
much  college  enrollments  would  have 
to  climb  to  achieve  labor  market 
equilibrium.  The  conclusion:  about 
500,000  additional  students  a  year  for 
a  decade.  This  is  roughly  how  many 
more  there  would  be  if  Gen  Y-ers  lift 
their  enrollment  by  1%  annually.  In 


other  words,  wage  gains  would  tend 
to  equalize  for  high-  and  low-skilled 
workers  if  the  U.  S.  came  close  to  7 
million  additional  students  a  year  by 
2015.  "If  you  want  to  reverse  in- 
equality, we  need  to  increase  college 
enrollments  as  much  as  we  did  in  the 
1960s,"  says  Berkeley's  Card,  who 
has  done  similar  calculations. 

To  see  those  7  million  Gen  Y-ers 
through  college  graduation  would 
cost  combined  federal,  state,  and  lo- 
cal governments  an  additional  $35 
billion  a  year,  up  from  about  $45  bil- 
lion a  year  now.  But  that's  a  relative- 
ly small  chunk  of  the  $313  billion  the 


"middle-class  students  who  would  at-jj 
tend  college  anyway,"  says  Lawrencdj 
E.  Gladieux,  policy  analyst  at  the 
College  Board,  an  association  of 
3,000  colleges  based  in  Washington,  I 
D.  C.  He  and  other  experts  advocate! 
sinking  those  funds  into  Pell  grants  I 
like  Nguyen  gets,  which  are  restrict-! 
ed  to  low-income  students. 

New  think- 


POSTWAR  DAYS 


The  G.I.  Bill 
flooded  the  U.S. 
with  skilled 
workers.  Can  we 
do  it  again? 


federal  budget  surplus  will  produce 
annually  over  the  next  15  years.  And 
many  states,  which  foot  most  of  the 
higher  ed  bill,  are  running  surpluses, 
too.  "Unless  we  find  more  money, 
we'll  choke  off  enrollments  for  exact- 
ly those  most  underrepresented  in 
higher  education  today,"  says  rand 
Corp.  economist  Steve  Carroll. 

Washington  already  has  taken  a 
step  in  this  direction.  In  1997,  Con- 
gress passed  President  Clinton's  plan 
to  double  federal  spending  for  higher 
ed,  to  some  $24  billion  a  year.  How- 
ever, many  experts  say  his  new 
Hope  Scholarships  and  college  tax 
deductions  are  simply  disguised  mid- 
dle-class tax  breaks  that  will  do  little 
to  boost  overall  enrollments.  Most  of 
the  new  funds  are  likely  to  go  to 


ing  by  colleges! 
also  can  help  I 
keep  down  thej 
cost,  some  ex-J 
perts  say.  To  f 
reduce  the 
need  for  a 
1960s-style 
building  spree  I 
colleges  must  makil 
more  efficient  use  I 
of  their  resources,  I 
recommends  Cali-  I 
fornia's  higher  ed  | 
commission.  For 
example,  colleges  I 
should  deliver 
more  courses  via  I 
the  Internet.  Or 
they  might  use 
classrooms  year- 
round  or  shift 
classes  to  commu-  i 
nity  colleges  that  | 
run  evenings  and  | 
weekends.  Such 
flexibility  also 
-  would  let  more 

'•  *    students  combine  I 
work  and  study.  "Society  must  inves  j 
more  in  higher  education,  but  we 
also  must  make  the  whole  system 
more  effective,"  says  commission 
member  and  Xerox  Corp.  Chief  Sci 
entist  John  Seely  Brown. 

Many  economists  today  argue  tha 
the  U.  S.  and  other  advanced  coun- 
tries are  faced  with  constantly  mov 
ing  up  the  skill  ladder  to  keep  aheac 
in  a  global  economy.  That  goal  will 
be  achieved  only  if  the  U.  S.  renews 
its  commitment  to  higher  education. 
The  investments  required  to  help 
students  like  Nguyen  are  steep,  but 
if  America  doesn't  make  them,  the 
price  could  be  even  steeper. 


Bernstein  covers  social  issues 
from  Washington,  D.  C. 
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IREHOLDER  ACTIVISTS 


HE  TEDDY  ROOSEVELTS 
F  CORPORATE  GOVERNANCE' 

irging  reform,  TIAA-CREF  speaks  softly  and  carries  a  big  stick 


ctivists  in  any  field  are  rarely 
known  for  their  civility,  grace,  or 
diplomacy.  To  prod  the  Establish- 
;  into  change  usually  requires  ag- 
sive,  headline-grabbing  tactics. 
|  what  Dale  M.  Hanson  of  the  Cal- 
ia  Public  Employees'  Retirement 
em  (CalPERS)  used  in  the  1980s  to 
recalcitrant  boards  into  toppling 
laggard  chieftains, 
it  in  recent  years,  the  world's 
ist  pension  fund,  the  $255  billion 
hers  Insurance  &  Annuity 
./College  Retirement  Equities  Fund 
i-CREF),  has  championed  an  entirely 
rent  approach.  Thanks  to  two  for- 
CEOs  it  hired  to  jawbone  their  ex- 
•eres,  cref  has  become  the  master 
ishing  change  through  quiet,  be- 
•the-scenes  diplomacy.  And  along 
the  way,  it  has  re- 
placed CalPERS  as 
the  most  powerful 


ITSCH:  The 

mon  fund's 
'ernance 
ector  pores 
r  company 
"uments  for 
I  practices 


player  in  corporate  governance.  "We're 
not  out  to  make  noise,"  insists  Peter  C. 
Clapman,  63,  the  fund's  chief  counsel 
for  investments.  "We're  out  to  be  an 
effective  force  on  corporate  governance. 
I'd  rather  give  companies  the  chance 
to  make  changes  on  their  own  than  get 
their  dander  up  with  publicity." 
UP  FROM  CALPERS.  The  tactics  have 
worked  remarkably  well  in  persuading 
companies  to  create  more  independent 
boards,  adopt  rules  that  strengthen  di- 
rector involvement,  and  ditch  anti- 
takeover defenses.  "They  are  every  bit  as 
influential  as  CalPERS  in  the  1980s,"  says 
James  E.  Heard,  chairman  of  Proxy  Mon- 
itor Inc.,  which  advises  investors  on  gov- 
ernance issues.  "More  quietly  and  me- 
thodically, they  have  been  able  to 
penetrate  the  boardroom  in  a  way  that 
CalPERS  couldn't." 

In  large  part, 
that's  because  the 
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aid  hired  the  consummate  insider.  B. 
enneth  West,  65,  former  ceo  of  Hairis 
ankcorp  Inc.  in  Chicago  and  a  Motorola 
ic.  director,  has  pressed  some  30  CEOs  a 
lar  for  changes  since  joining  the  fund  in 
)95  as  a  senior  consultant. 

His  involvement  over  four  years  has 
ven  the  fund  a  special  advantage.  "They 
Bit  B.  S.  me — because  I've  been  there," 
lys  West.  "I've  thought  a  lot  about 
iese  issues.  My  corporate  friends  some- 
nes  needle  me.  But  when  you're  on  a 
nnis  court  or  a  golf  course  with  your 
iends,  the  objective  ones  applaud  what 
jef  is  doing  because  they  know  there 
e  abuses  out  there." 

Among  his  first  big  targets  in  1997 

PUTTING  THE  SQUEEZE 

ON  DIRECTORS 

The  world's  largest  pension  fund, 
tiaa-cref  has  quietly  become  the 
most  influential  player  in  the  field 
of  corporate  governance.  But  its 
recent  prominence  owes  much  to 
its  decades-long  involvement  in 
prodding  boards  for  change. 

1970s  Chairman  William  C.  Gree- 
lough  urges  major  investors  to 
'ote  their  proxies  to  influence 
wardroom  behavior.  TIAA-CREF 
)acks  a  proposal  to  require  Gener- 
il  Motors  to  disclose  each  year  its 
)rogress  on  minority  hiring. 

1980s  The  fund  demands  share- 
lolder  votes  on  antitakeover 
iefense  plans  such  as  poison  pills 
it  International  Paper  and  others. 

iARLY  1990s  Urges  companies, 
vith  mixed  results,  to  add  women 
ind  minorities  to  the  boardroom. 

1995  Leads  successful  effort  to 
eshape  board  at  W.R.  Grace. 

i997  Attacks  Disney  and  Heinz 
>ver  the  independence  of  their 
>oards  of  directors.  Both  compa- 
lies  later  make  important  board- 
oom  changes. 

998  Becomes  first  institutional 
nvestor  to  unseat  an  entire  board 
it  troubled  cafeteria  chain 
:urr's/Bishop's. 

.999  Wins  shareholder  support 
igainst  "dead-hand"  pills  at  Lubri- 
ol  and  Bergen  Brunswig, 
jains  agreement  from  Advanced 
/licro  Devices  to  appoint  more 
independent  directors. 


was  the  H.J.  Heinz  Co.  board,  where  a 
majority  of  directors  were  insiders  and 
longtime  friends  of  Chairman  Anthony 
J.  F.  O'Reilly.  A  letter  from  West  ex- 
pressing cref's  concerns  led  to  a  face-to- 
face  meeting  with  O'Reilly  at  Heinz's 
Pittsburgh  headquarters.  At  the  session, 
West  explained  the  fund's  position.  O'Reil- 
ly calmly  gave  his  point  of  view,  declining 
to  make  changes.  "I  have  never  had  an 
acrimonious  conversation  or  even  a  ten- 
sion-filled one,"  says  West.  "I  go  in  not 
only  to  talk  but  to  listen." 

Unimpressed  with  what  it  heard,  cref 
responded  by  filing  a  shareholder  resolu- 
tion with  the  Securities  &  Exchange 
Commission.  Although  Heinz  was  able 
to  exclude  cref's  resolution  from  its 
proxy  because  of  a  technicality,  last  year 
it  filed  another.  After  meeting  again  with 
O'Reilly  and  new  Heinz  ceo  William  R. 
Johnson,  however,  the  fund  withdrew  it. 
Why?  The  steady  increase  in  pressure 
appears  to  have  worked.  Resignations 
and  new  recruits  have  changed  the  board 
so  that  11  of  19  directors  are  now  out- 
siders. Heinz  also  assured  cref  that 
more  changes  were  coming. 
EAGER  DRAFTEE.  West  wins  plaudits  from 
companies  he  has  lobbied  for  reform. 
"Ken  West  has  a  balanced  view  over 
what  is  achievable  and  what  makes 
sense,"  says  Thomas  M.  McCoy,  general 
counsel  at  Advanced  Micro  Devices  Inc. 
"That  makes  him  a  very  effective  advo- 
cate." Earlier  this  year,  cref  reached 
agreement  with  amd  to  increase  the  in- 
dependent directors  on  its  board. 

Pleased  with  West's  success,  the  fund 
hired  a  second  retired  ceo  in  February: 
B.  A.  "Dolph"  Bridgewater,  65,  former 
ceo  of  Brown  Group  in  St.  Louis  and  a 
director  of  fmc  Corp.  His  hiring  as  a  se- 
nior consultant  will  allow  cref  to  double 
the  number  of  company  visits  it  makes  to 
gain  concessions.  Like  West,  he  is  an  ea- 
ger draftee  to  the  cause.  "I  have  labored 
hard  among  the  governed,"  says  the 
lanky,  gray  Bridgewater.  "I'm  interested 
in  the  field  and  believe  that  good  gover- 
nance pays." 

The  fund  also  recently  recruited  as 
full-time  governance  director  Kenneth 
Bertsch,  42,  who  spent  14  years  at  the 
Investor  Responsibility  Research  Cen- 
ter in  Washington,  a  group  that  gathers 
proxy  data  and  analyzes  governance  is- 
sues. An  expert  at  poring  over  company 
documents  in  search  of  poor  practices, 
he  rounds  out  a  team  that  includes  vet- 
eran Richard  M.  Schlefer,  a  CREF  official 
who  has  been  active  in  governance  since 
the  mid-1980s.  In  1987,  he  presented  the 
first  resolution  on  a  poison  pill  by  an  in- 
stitutional investor. 

Together,  the  group  aims  to  maintain 
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nagement 


eputation  as  the  most  influential  play- 
1  governance,  cref's  approach  starts 
a  proprietary  database  that  cata- 
the  governance  practices  at  more 
1,700  of  the  3,300  companies  in  its 
portfolio.  The  fund  monitors  25  gov- 
nce  issues — from  board  independence 
irectors'  conflicts  of  interest.  Com- 
es that  fall  short,  under  a  point  sys- 
devised  by  the  fund,  get  letters  and, 
l,  visits  from  West, 
rily  when  completely  rebuffed  will 
fund  go  public  with  a  dispute,  filing 
jholder  resolutions  and  using  its  mas- 
resources  to  throw  its  weight 
nd.  This  spring,  for  instance,  Clap- 
launched  a  major  initiative  to  ditch 
d-hand"  poison  pills,  a  particularly 
essive  antitakeover  defense  that  can 
;moved  only  by  incumbent  directors, 
n  of  10  targeted  companies  revoked 
El,  and  the  fund  is  still  waiting  to 
from  one  more  corporation.  Two 


in  the  absence  of  poor  stock  performance. 
But  cref's  Clapman  was  among  the  first 
to  counter  that  good-governance  proce- 
dures are  key  because  they  can  cause  a 
board  to  act  more  quickly  to  prevent  a 
corporate  meltdown. 
SOFTBALL.  Disney  may  not  agree  with 
cref's  approach — but  it  hardly  seems  to 
be  ignoring  the  fund  either.  Since  cref 
tried  to  get  the  company  to  put  more 
independent  directors  on  its  board  and 
voted  against  a  new  pay  package  for  ceo 
Eisner  in  1997,  the  entertainment  giant 
has  made  substantial  changes.  Disney 
has  agreed  to  annual  elections  of  all  its 
board  members,  allowed  a  poison  pill  to 
expire,  and  replaced  two  insiders  on  its 
board  with  independents.  A  Disney 
spokesman  said  the  changes  were  in  the 
works  before  cref  showed  up  on  its 
doorstep.  "We're  not  100%  happy,"  says 
Clapman.  "But  you  don't  expect  every- 
thing to  be  accomplished  in  one  year, 


!  ;er  talks  with  CREF,  Disney  agreed  to  hold 
1  ttual  elections  of  its  board,  to  let  a  poison  pill 
:  3ire,  and  to  add  two  independent  directors 


lanies,  however — Lubrizol  Corp.  and 
en  Brunswig  Coip. — decided  to  fight, 
ather  support,  the  fund  telephoned 
let  with  other  large  investors  and 
letters  to  4,000  or  more  individual 
iholders  at  each  company.  At  Lu- 
1,  some  68%  of  the  shares  voted  in 
'  of  cref's  resolution  to  redeem  the 
\t  Brunswig,  the  fund  won  support 
74%  of  the  shares  voted. 
(LED  CHIEFTAINS.  Generally,  though, 
has  found  that  the  diplomatic  ap- 
2h  works.  A  recent  study  carried 
y  three  professors  at  the  University 
rizona  showed  that  cref  wrested 
rnance  concessions  from  42  of  45 
;ted  companies  from  1992  to  1996 
ich  issues  as  poison  pills,  confidential 
ig  for  shareholders,  and  board  di- 
ty.  About  32  of  the  settlements  were 
iated  without  the  issues  coming  to  a 
polder  vote.  "They  are  the  Teddy 
evelts  of  corporate  governance,"  says 
las  H.  Paris  III,  manager  of  share- 
(r  affairs  at  Coca-Cola  Co.  "They 
i  softly  but  carry  a  big  stick." 
hat  rankles  some  chieftains,  howev- 
•  that  the  fund  doesn't  hesitate  to 
governance  issues  even  when  a 
iany  is  performing  well.  That  has 
a  sore  point  with  some  executives, 
Walt  Disney  Co.  ceo  Michael  D. 
ir  to  Heinz's  O'Reilly.  They  have  ar- 
that  shareholders  shouldn't  be  over- 
ncerned  about  governance  practices 


and  we  don't  want  to  take  an  unreason- 
able, hardball  attitude." 

The  fund's  softball  approach,  however, 
sometimes  lets  companies  maintain  egre- 
giously  bad  governance  practices.  Con- 
sider emc  Corp.,  a  Hopkinton  (Mass.) 
maker  of  computer-storage  devices.  Its 
eight-member  board  includes  Chairman 
Richard  J.  Egan's  wife,  brother-in-law, 
son,  and  nephew,  yet  the  Egans  own  just 
over  2%  of  the  company's  shares.  The 
board  also  includes  the  ceo  of  a  company 
on  whose  board  Egan  sits,  as  well  as  a 
former  emc  consultant. 

Alarmed  by  the  board's  lack  of  inde- 
pendence, West  visited  Egan.  The  chief- 
tain told  West  that  his  company  met  62 
of  some  63  guidelines  laid  out  in  the 
fund's  20-page  policy  statement  on  gov- 
ernance and  had  no  plans  to  remake  the 
board.  Surprisingly,  Egan  persuaded 
West  not  to  make  a  fuss.  "He  convinced 
me  that  the  board  is  behaving  very  well 
despite  its  lack  of  independence,"  said 
West.  "There  is  no  such  thing  as  a 
perfect  formula.  What  works  for  some 
doesn't  always  work  for  others." 

In  the  future,  Clapman  and  his  crew 
plan  to  do  a  better  job  of  scrutinizing 
executive  compensation,  as  well  as  gov- 
ernance practices  at  companies  based 
outside  the  U.  S.  But  don't  expect  them 
to  be  anything  but  the  diplomats  of  gov- 
ernance they  have  become. 

By  John  A.  Byrne  in  New  York 
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A  LOT  OF  STATIC 
AT  ERICSSON 

Can  CEO  Nilsson  reconnect  the  telecom  giant? 


As  soon  as  Sven-Christer  Nilsson 
walks  into  a  room,  you  can  see 
why  the  chief  executive  of 
Swedish  phone  giant  Ericsson  is 
well  liked  by  his  colleagues.  Trim  and 
soft-spoken,  he  looks  younger  than 
his  54  years.  He  talks  enthusiastically 
as  he  sketches  his  vision  of  a  fast- 
evolving,  gadget-driven  industry.  You 
wouldn't  think  this  was  a  man  under 
fire. 

But  he  is.  In  his  first  year  at  the 
top,  Nilsson  has  had  to  deal  with  crash- 
ing earnings,  a  slumping  stock  price, 
and  poor  investor  relations.  Although 
he  inherited  most  of  these  problems, 
his  credibility  and  his  job  may  be  at 
risk  if  he  doesn't  show  solid  progress. 
Some  analysts  even  speculate  the  com- 
pany could  be  takeover  bait. 

Nilsson  is  working  overtime  to 
head  off  such  an  outcome.  He  is 
betting  that  the  increasing  use  of 
mobile  phones  to  transmit  reams 
of  information  is  a  prime  opportu- 
nity  for  Ericsson,   the  world 
leader  in  wireless  systems.  He 
also  thinks  Ericsson  can  help 
its  customers  exchange  their 
switchboxes    and  copper 
wiring  for  fixed  and  wire- 
less networks  based  on 
Internet  technology. 
These  would  handle 
both  voice  transmis- 
sions and  huge  vol- 
umes  of  data.  A 
bold  vision,  but  if 
Nilsson  can't  pull  it 
off,  Sweden's  flag- 
ship company  could 
wind  up  as  a  giant 
with  great  technolo- 
gy but  a  tragic  inability 
to  market  it. 

NET  GAME.  The  trouble  is  that  while 
Ericsson  has  a  formidable  presence  in 
wireless  and  fixed-line  networks,  it  has 
fallen  behind  in  the  telecom  market's 


hottest  areas.  Finland's  Nokia  has  so- 
lidified its  hold  on  the  mobile-handset 
business,  with  a  23%  market  share  vs. 
Ericsson's  third-place  15%.  Meanwhile, 
U.  S.  powerhouse 
('i.M-n  Sy.-tt'ins 
has  grabbed 
the  lead  in 
the  Inter- 
net tele- 
phony field, 
where  it 
is  followed 
by  fellow 


North  Americans,  Northern  Tela 
and  Lucent  Technologies.  Most  recq 
Cisco  embarrassed  Ericsson  by  will 
a  data  network  contract  worth  ul 
$60  million  from  Telia,  a  Swedish  i 
com  operator  and  longtime  Ericl 
customer. 

Nilsson  certainly  isn't  sitting  stil 
the  past  few  months,  the  former  he! 
Ericsson's  U.  S.  mobile  businessl 
reshuffled  top  management  and  el 
lished  regional  headquarters  in 
don,  Dallas,  Miami,  and  Hong  If 
He  is  cutting  some  12,000  I 
mostly  in  the  money-losingjl 
line  telecom  equipment  p 
ness.  And  he  argues  h 
Ericsson  has  a  goodi 
at  leading  p 
corn's  e 
wave-1 


HANDS  FULL:  Nilsson 
inherited  myriad  troubles 
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jr  teams  don't  just  work  together,  they  share  one  another's  brilliance. 

At  10:30  today,  we  will  convene  to  put  everybody  on  the  same  page,  despite  some  of  us  being  a  thousand  miles 
apart.  We'll  put  together  the  most  crucial  marketing  plan  in  our  company's  existence.  Every  chart,  every  table  of 
the  data  will  be  simultaneously  shared,  examined,  reviewed,  and  revised  on-screen. 

And  because  it's  all  in  full-motion  video  and  crystal-clear  sound,  we  won't  just  be  working  together  on  the  slides, 
text  and  data.  We'll  be  reading  one  another's  facial  expressions,  vocal  inflections,  and  real  thoughts. 

We  call  this  new  way  of  work  e-Meetings.  And  from  now  on,  things  will  never  be  the  same. 

From  now  on,  any  team,  in  any  company,  anywhere,  can  run  more  effective  meetings  at  a  moment's 
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is  working  hard  to 
churn  out  new  models 


Internet  on  mobile  phones.  "The  future 
will  be  increasingly  in  mobile  and  mobile 
Internet,  and  we  are  extremely  well 
prepared  for  that,"  says  Nilsson. 

Few  doubt  that  Ericsson  is  well 
stocked  with  crack  engineers,  but  can 

they  move  at  Silicon   

Valley  speed  to  keep 
pace  with  Cisco?  Nils- 
son's  biggest  obstacle 
may  be  the  culture  at 
123-year-old  Ericsson. 
Although  the  company 
gets  96%  of  its  rev- 
enues outside  Sweden, 
its  heart  and  soul  still 
lie  in  a  sprawling  com- 
plex of  buildings  near 
Stockholm.  There,  an 
old-style  ethos  of  eight- 
hour  workdays,  com- 
pensation mostly  based 
on  salaries,  and  risk 
aversion  persists.  One 
example:  Although 
women  and  young  peo- 
ple represent  a  huge 
and  fast-growing  mar- 
ket for  mobile  phones, 
Ericsson's  board  re- 
mains all-male  and  mid- 
dle-aged. 

TOP  priority.  The  com- 
pany's ownership  struc- 
ture could  impede  its 
progress,  too.  While  half 
of  its  shares  are  held 
outside  of  Sweden, 
mostly  in  the  U.  S..  its 
key  owners  are 
Swedish.  Thanks  to  spe- 
cial voting  shares,  the 
company  is  controlled  by 
the  Wallenberg  family 
and  an  arm  of  Sweden's 
largest  bank.  Svenska 
Handelsbanken.  This 
setup  once  helped  Erics- 
son take  long-term  risks. 
But  it  makes  it  hard  to 
issue  new  stock,  which 
would  dilute  the  main 
Swedish  investors'  stakes.  And  without 
new  stock.  Ericsson  lacks  the  currency 
needed  for  major  takeovers  of  L  .  S. 
technology  companies. 

For  now,  Nilsson's  top  priority  is  to 
stop  the  bleeding.  In  the  first  quarter  of 
1999.  Ericsson's  pretax  income  fell  by 
519.  to  $155  million,  on  sales  of  So  bil- 
lion. Earnings  for  the  full  year  will  be 
down  from  1998.  The  most  serious  prob- 
lem is  the  decline  in  Ericsson's  mobile- 
phone  handset  business.  Once  a  big 
earner,  mobile  handsets  are  now  barely 
profitable  because  of  pricing  pressure, 


aging  products,  and  clunky  designs. 

In  this  glitzy  market,  rival  Nokia 
has  established  a  strong  brand  pres- 
ence by  launching  a  new  phone  every 
month  for  two  years.  Ericsson  is  work- 
ing hard  to  keep  pace.  In  the  past  cou- 

  pie  of  months,  it  has  shown  off 

Ericsson  six  new  models,  including  the 
ultrathin  T2S  mobile  and  the 
R3$o  Smait  phone,  which  will 

1/ 


BLUEPRINT  FOR  A  TURNAROUND 


COST-CUTTING 

NEW  PRODUCTS 

Cut  more  than  12.000  jobs  to  pull 
old-line  telecom  business  out  of 
the  red 

Try  to  resurrect  flagging  mobile 
handset  business  by  introducing 
flashy  new  lines  of  phones 

ACQUISITIONS 

WIRELESS  INTERNET 

Plug  holes  in  product  line  by 
acquiring  U.S.  technology  compa- 
nies, including  Torrent  Network- 
ing Technologies 


Exploit  Ericsson's  lead  in  wire 
less  systems  to  dominate  the 
next  wave  of  wireless  Internet 
technology 


DATA:  BUSINESS  fttEK 

offer  users  wireless  Internet  access.  It 
has  also  rolled  out  the  rugged,  water- 
proof R250  Pro.  But  analysts  question 
whether  phones  will  let  Ericsson  catch 
up  with  Nokia.  "I  have  my  doubts  that 
these  products  are  sufficiently 
compelling  to  make  a  tremendous  im- 
pact," says  Peter  Richardson,  princi- 
pal analyst  at  Dataquest  Inc.  consul- 
tants in  London. 

Nilsson  is  trying  to  deemphasize  the 
battle  with  Nokia,  saying  his  first  goal 
is  to  pass  Motorola  Inc.  for  second 
place  in  handsets.  He  is  also  placing 


big  bets  on  developing  the  wire! 
networks  that  account  for  almost  q 
of  Ericsson's  revenues.  Its  sales  of  sj 
equipment,  mostly  in  Europe  and  A\ 
grew  by  47%  in  the  first  quarter.  Til 
may  be  up  to  1  billion  mobile  sj 
scribers  worldwide  by  2004.  with  3 
to  40%  using  mobile  systems  for  I 
Internet.  That  will  entail  mass 
equipment  upgrades.  The  world  les 
with  a  third  of  the 
ket,  Ericsson  is  best 
sitioned  to  vie  for 
upgrade  business,  w 
could  amount  to  ten 
billions  of  dollars, 
Sean  Faughnan,  t< 
nology  analyst  at 
Morgan  in  London. 
BUYING    BINGE.  M 
while,  Ericsson  rece 
settled  a  long-rum 
patent  dispute  by 
ing  the  telecom  in 
structure  business 
U.  S.-based  Qualcc 
Inc.  for  an  estim; 
S120  million.  The 
gives  Ericsson  acces 
cdma,  or  code  divj 
multiple  access,  tec! 
ogy,   the   one  mc 
standard  it  was  lad 
cdma  is  used  in  p 
of  the  U.  S.  and  As 
Ericsson  is  also 
ing  up  small  to  med 
size  telecom  compa 
in  the  U.  S.  to  fill  ij 
gaps  in  Internet 
phony.  In  mid-Apr 
bought  Maryland-b 
Torrent  Networ 
Technologies, 
makes  switches  to 
channel  huge  volum 
Internet  traffic.  ( 
bined  with  other  n 
acquisitions  and 
ventures.  Torrent  £ 
Ericsson  a  more 
prehensive  product 
to  compete  with  the  likes  of  Cisco 
Nilsson  insists  that  Ericsson  is  n 
crisis.  The  company  has  been  wr 
off  before  as  too  small  and  too  SwT< 
and  some  analysts  think  its  stoc 
ready  reflects  past  mistakes  and  ft 
risks.  And  any  acquirer  would  ha' 
come  up  with  an  awfully  sweet  de 
coax  key  shareholders  into  relinq 
ing  control.  But  Nilsson  has  huge 
lems — and  Ericsson  is  far  from  cd 
the  tune  in  the  new-  world  of  telec 
By  Stanley  Reed  in  Stockholm,] 
Stephen  Baker  in  Paris 
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Starting  at  $99,  it's  the  least  expensive 
disaster  prevention  you'll  ever  buy 


A  PC  Back-UPS  Pro1  500: 
"APC's  latest  plugs  into  a  USB  port, 
making  it  completely  painless  to  protect 
your  PC  from  power  snafus  and  electrical  spikes  " 
-  PC  Computing  4/99 


/by  8  million  PC  users  can't  be  wrong  about  APC  power  protection. 


wer  problems  are  the  largest  cause  of  data  loss  and  occur 
times  more  frequently  than  computer  viruses.  Besides  an 
tright  power  outage,  keyboard  lock-ups,  system  crashes, 
rrupted  data  and  lost  Internet  connections  are  also  symp- 
tis  of  power  irregularities.  These  events  cause  interruptions 
d  interfere  with  your  ability  to  get  the  job  done. 


An  APC  Uninterruptible  Power  Supply  (UPS)  gives  you  two  lay- 
ers of  protection  in  one  unit.  Memory  cards  and  hard  disks  are 
shielded  from  damaging  surges  while  back  up  battery  power 
enables  you  to  shut  down  during  an  emergency  without  losing 
any  data.  APC  units  are  the  only  UPSs  on  the  market  backed  by 
a  $25,000  equipment  protection  guarantee.  Try  one  today! 


APC  UPS  gives  you: 

nough  outlets  to  protect  your  com- 
uter  plus  displays,  printers,  scanners 
nd  more 

nergency  battery  power  for  continuous 
ptime  through  brief  power  outages 
i  help  save  your  data. 

Jlephone/network  surge  suppression 
)  maintain  your  online  connection. 


•  Auto-shutdown  software  which  saves 
your  files  and  data,  even  when  you're 
away  from  your  computer. 

APC  Safety  and  Reliability  Benefits: 

•  User-replaceable  batteries  reduce 
service  costs 

•  Easy  Overload  Recovery 

•  Site  Wiring  Fault  Indicator 


Audible  and  Visible  Alarms  alert  you 
to  power  events  as  they  occur 

$25,000  equipment  protection  guaran- 
tee (U.S.  and  Canada  only,  see  policy) 

"Best  in  Class"  longest  runtime 
guarantee  (5-40  minutes) 


Legendary  Reliability" 


■a 


Enter  the  "Are  You  at  Risk"  sweepstakes  to  win  a  PC. 

'-289-APCC  x8635  •  FAX:  401-788-2797        Enter  now  http://promo.apcc.com  Key  Code  j  9 6 8 z 

)9  American  Power  Conversion  All  Trademarks  are  the  property  of  their  owners  BP2A9CF-US  •  PowerFax  (800I347-FAXX  •  E-mail  apcmfo®apcc  com  •  132  Fairgrounds  Road,  West  Kingston,  Rl  02892  USA 


lere's  our  ranking 

>f  1999's  best 

small  ^ 
;orporations 


Wavne  M.  Mertes  knows  a 
thing  or  two  about  life  on  the 
road.    The    63-year-old  co- 
founder  of  motor  home  and 
ailer  maker  National  rv  Holdings  Inc. 
ft  l  is  tiny  North  Dakota  hometown 
ett  nis>  un.y  headed  to  Cah- 

vhen  he  was  just  15  and  neaaea 

ia't  "  he  recalls  of  his  early  days. 
iat,  ne  rec^i        nfiVpnture  has  paid  off  hand- 

•ompany  that  became  in  homes,  and 

hat  today  setts  ^^^Zve  of  retirees 
uxury  motor  homes.  Thank,  to a  flocked 

md  older,  Pr°sPerou^f^0eT  National  RV's  perfor- 
o  its  innovative  motor  homes  Natr 
nance  has  exploded  o f  at *  Ovei  th  1  to  $24 

ts  earnings  climbed  an  aveiage  *  age  62.1%,  to 

nillion  in  1998,  while  its  sales  pew  an  averag^ 
;360  million.  ^^^3^^  week's  1999  Hot 

traighi!  lnT  fm^teT^  small  companies.  As  for 
Jrowth  hst  of  100  lastest  gio     g  much  ftm> 

lis  own  retirement,  Mertes  says  1  m  h™„minded  drive 
jU.CKSTUD.es.  ?esof  cef"^atanpCop  up  again  and  again 
,ire  two  of  the  characterises  that  pop  ui    g  ^ 
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122.1 


iut  quavers 


'iS  BUSINESS  WEEK  /  MAY  31.  1999 


lose  products  to  market  quickly.  And  many,  particularly 
iose  in  the  field  of  information  technology,  have  mastered 
'.e  art  of  profiting  from  the  outsourcing  needs  of  their  giant 
•ethren. 

These  nimble  operators  racked  up  44.5%  average  annual 
lies  growth  and  89.5%  average  annual  earnings  gains  over 
le  past  three  years.  That  left  the  Standard  &  Poor's  In- 
lstrials  companies  in  the  dust,  with  6.2%  sales  and  6.7% 
irnings  growth.  And  these  miniature  dynamos  squeeze  a 
lenomenal  return  out  of  their  capital:  The  Hot  Growth  100 
corded  an  average  annual  22%  return  on  capital,  vs.  11.6% 

for  the  s&P  Industrials. 

To  come  up  with  this 
year's  list  of  winners, 
we've  cast  a  wider  net. 
We  recognized  that  the 
world  has  shifted  in  the  14 
years  since  business  week 
first  started  identifying  Hot 
Growth  companies.  Small  com- 
panies make  up  a  far  larger  part 
of  the  American  economy,  even 
as  the  Internet  and  a  roaring  bull 
stock  market  have  dramatically 
altered  the  rules  of  the  game. 
That's  why  we  raised  the  per- 
formance bar  and  significantly 
expanded  the  pool  of  competi- 
tion. Under  our  old  rules,  rev- 
enues could  be  no  more  than 
$150  million.  However,  that 
meant  some  of  the  most  stel- 
lar small  companies  around 
simply  outgrew  our  rank- 
ings. To  ensure  we're  not 
overlooking  a  fascinating 
cut  of  this  vibrant  uni- 
verse, we've  increased 
the  sales  maximum  to 
$500  million.   At  the 
same  time,  we've  tight- 
ened our  performance 


Special  Repo 


standards.  Companies  now  must  have  minimum  sales  of  $2 
million,  up  from  the  old  $10  million.  Market  capitalizatioj 
now  can't  fall  below  $25  million — before,  the  floor  was  $ 
million.  And  to  make  sure  companies  can't  coast  on  past  lav 
rels,  we've  added  a  requirement  that  return  on  capital  in  th 
most  recent  year  be  at  least  90%  of  the  previous  year's  level 

What  dis- 
tinguishes 
those  compa- 
nies that  did 
make  the  '99 

list?  High  tech  is  certainly  hot,  but  less  glamorous  businesse 
yield  big  payoffs,  too:  The  No.  1  company  this  year  is  Fried 
Goldman  International  Inc.,  which  builds  and  refurbishes — d 
all  tilings — offshore  oil  rigs.  Friede  Goldman  took  advantage  c 
the  industry's  woes  to  buy  up  contracts  on  the  cheap  and  bui] 
a  booming  business  converting  shallow-water  rigs  to  enabl 
them  to  tap  into  petroleum  reservoirs  far  out  at  sea. 
PLAY  TIME.  An  ability  to  navigate  the  fast-shifting  currents  c 
fickle  customers  also  paid  off  big.  That  goes  double  for  th 
handful  of  companies  we  captured  from  the  fashion  business 
This  year's  list  could  outfit  an  entire  high  school,  with  Ger 
eration  Y-focused  retailers  like  Buckle  Inc.  (No.  50),  and  We 
Seal  Inc.  (No.  76).  Other  savvy  retailers  cashed  in  by  ap 
pealing  to  the  rest  of  the  family.  Among  them:  bebe  store 
(No.  6),  which  targets  young  professional  women;  Rennet 
Cole  Productions  (No.  61),  which  designs  and  sells  high-en 
shoes,  handbags,  and  accessories;  and,  for  the  under-12  sel 
Children's  Place  Retail  Stores  (No.  35). 

Other  companies  have  targeted  the  hobbies  of  all  those  re 
lentlessly  optimistic  consumers  out  there.  So  Meade  Instni 
ments  Corp.  (No.  13)  designs  and  sells  telescopes  for  the  se 
rious  astronomer  as  well  as  the  amateur  stargazer,  whil 
Action  Performance  Cos.  (No.  59)  is  cashing  in  on  the  motoi 
sports  craze,  making  die-cast  collectible  scale-model  cars  fo 
nascar  buffs.  "After  building  then*  personal  balance  sheets  i 
the  1990s,"  says  Ronald  H.  Muhlenkamp,  portfolio  manager  c 
the  Muhlenkamp  Fund,  "baby-boomer  America  is  startin 
to  spend  for  toys." 

Not  surprisingly,  this  year's  list  was  again  led  by  techno] 
ogy  companies:  Fully  a  third  are  in  computer  equipment 
software,  or  services.  But  you  won't  find  any  flashy  Interne 
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HOT  GROWTH  COMPANIES 


startups  on  business  week's  list.  That's  because  companies 
have  to  make  money  to  land  on  it— something  many  cyber-up- 
starts  haven't  gotten  around  to  quite  yet. 

But  if  the  best  way  to  make  money  in  a  gold  rush  is  to  sell 
shovels,  our  list  is  studded  with  companies  selling  the  tools 
that  pave  the  way  for  the  Internet  economy.  Among  the 
winners  are  communications  suppliers  such  as  Vitesse  Semi- 
conductor Corp.  (No.  56)  and  Applied  Micro  Circuits  Corp. 

(No.  66).  Service 
companies  also  re- 
mained hot:  Syntel 
Inc.  (No.  11)  pro- 
vides information- 
technology  consult- 
ing services  to  customers  such  as  insurer  American 
International  Group  Inc.  And  as  technology  puts  more  infor- 
mation at  one's  fingertips,  companies  increasingly  need  help 
sorting  it  all  out.  That  has  meant  booming  sales  growth  for 
FactSet  Research  Systems  Inc.  (No.  34),  which  provides  a 
database  of  financial  information  to  financial  professionals. 
"DIRT  CHEAP."  Even  many  of  the  hottest  small  companies  find 
a  cool  reception  on  Wall  Street  these  days,  though.  While  the 
Standard  &  Poor's  500-stock  index  was  up  21.4%  for  the 
year  ended  May  7,  the  Russell  2000  was  down  9.1%  for  the 
same  period.  But  the  stars  on  our  Hot  Growth  list  saw 
their  prices  rise  20.3%  through  May  7,  on  the  same  cap- 
weighted  basis. 

One  reason  small  stocks  are  under  siege  is  that  the  market 


volatility  triggered  by  the  economic  turmoil  last  yeaj 
Russia  and  Latin  America  sent  investors  flocking  to  liqj 
big-cap  stocks.  The  result:  "Small-cap  stocks  are  dirt  che| 
says  John  H.  Laporte,  portfolio  manager  of  the  $4.7  billio ' 
Rowe  Price  New  Horizons  Fund.  Laporte  says  the  relal 
price-earnings  ratio  of  his  fund — that  is,  the  p-e  of  his  lj| 
over  the  p-e  of  the  s&P  500 — hit  0.78  at  the  end  of  the  ja 
quarter,  an  all-time  low.  The  bargains  have  started  attracji 
corporate  buyers.  Still,  most  small-company  fund  manajfl 
don't  expect  small  caps  to  catch  fire  anytime  soon.  Indeedja 
average  p-e  of  our  Hot  Growth  100  is  27.6,  compared  it 
33.8  for  the  s&P  500.  "We  need  some  shock  to  the  systi 
says  Jesus  "J.  C."  Cabrera,  portfolio  manager  of  State  Stjl 
Research  Emerging  Growth  Fund. 

That  also  means  there  are  limited  opportunities  for  sip 
company  entrepreneurs  to  cash  in  on  their  success.  While! 
market  for  initial  public  offerings  has  been  explosive,  muqh 
the  money  is  being  loaded  into  larger  companies  or  Inten 
stocks.  Smaller  companies  that  don't  have  a  dot-com  attaij 
to  their  name  face  a  tougher  sell. 

Certainly  the  road  ahead  could  remain  bumpy  for  I 
growth  companies.  The  biggest  risk:  a  sudden  upw 
spike  in  interest  rates.  That's  because  small-cap  stocks  h 
to  get  hit  harder  than  big-caps  when  interest  rates  I 
north.  But  barring  that  sort  of  blow,  these  small  starsl 
keep  hoping  that  their  torrid  growth  is  a  sign  of  bip 
things  to  come. 

By  Amy  Barrett  in  PhiladeM 


FRIEDE  GOLDMAN  INTL. 

A  GUSHER 
!N  A  DROUGHT 


J.  L.  Holloway  has  always  dreamed 
big.  "Even  when  I  was  living  on  a 
dirt  road  in  rural  Mississippi,  I  al- 
ways thought  I  could  do  better,"  says 
Holloway,  the  son  of  an  oil-field  rough- 
neck. That  outlook  proved  handy  as  oil 
prices  slid  over  the  past  year.  Holloway, 
chairman  and  ceo  of  Friede  Goldman 
International  Inc.,  a  Jackson  (Miss.)- 
based  builder  and  refurbisher  of  oil- 
drilling  platforms,  hardly  batted  an  eye. 

Thanks  to  a  hefty  order  backlog,  key 
acquisitions,  and  drum-tight  operations, 
Holloway  managed  to  chum  out  the  sort 
of  growth  more  often  found  in  Silicon 
Valley  than  the  oil  patch.  Revenues  shot 
upward  at  a  186.5%  annual  pace  be- 
tween 1995  and  1998,  to  $382.9  million 
last  year,  while  earnings  grew  at  a 
123.3%  annual  rate,  to  $35.3  million. 
Even  more  impressive,  the  company 
squeezed  a  31.2%  average  annual  re- 
turn from  its  capital.  All  that  catapulted 
the  unlikely  Friede  Goldman  into  the 
No.  1  spot  in  BUSINESS  week's  Hot 
Growth  rankings. 

Indeed,  even  with  much  of  the  oil 
sector  in  the  doldrums,  Holloway,  54, 
has  so  far  managed  to  rocket  ahead.  He 
has  nimbly  steered  into  new  markets 
and  added  divisions  to  design,  build, 
and  outfit  drilling  platforms.  Friede 


NO  RETREAT 


Goldman  also  do 


ooming  business 


in  overhauling  rigs  so  that  companies 
can  tap  oil  in  ever-deeper  waters.  And 
in  an  industry  that's  notorious  for  cost 
overruns  and  delays,  Holloway  leans  on 
his  construction  yards  to  finish  work  on 
time  and  on  budget.  "Finding  shipyards 
that  will  meet  deadlines  is  quite  diffi- 
cult," says  James  C.  Day,  chairman  and 
chief  executive  of  Noble  Drilling  Corp., 
which  hired  Holloway 's  company  to  re- 
furbish a  half-dozen  rigs.  "Friede  Gold- 
man does  an  outstanding  job." 

Holloway  got  his  start  in  1971,  drop- 
ping out  of  the  University  of  Mississip- 
pi to  earn  a  living  in  the  construction- 


Despite  hard 
times  in  the  oi$s 
patch,  J.L. 
Holloway  has 
found  new  wa>& 
make  a  buck  fito 
the  gritty  worliBl 
drilling  platfoijte 

equipment  busijK 
after  his  paaii 
died.  He  wounjw 
with  his  own  cop 
ny  and  in  the  m 
1980s,  sold  it  tM 
a  troubled 
builder.  He  putts 
company  back  cfcit 
feet  and  establiie* 
a  reputation  foinu 
grading  and  repairing  worn-out  drjfcj 
rigs.  But  Holloway  wanted  more,  fcii 
1997,  he  bought  a  New  Orleans  dp 
firm,  Friede  &  Goldman  Ltd.,  andH 
its  name  to  launch  a  public  offerinifet 
er  that  year.  He  still  owns  42.5%  ijril. 
DOLLAR  SALE.  Holloway  expanded  ^ 
ly  by  snapping  up  choice  assets  at  m 
discounts.  When  bureaucrats  in  m 
foundland  wanted  to  sell  two  urfcf 
itable,  government-owned  shipyaw 
1997,  he  offered  just  $1.  Governiem 
ministers  demanded  that  HollowajQW 
up  $48  million  in  debt,  but  he  reised 
In  the  end,  he  landed  the  faciliti:  b) 
simply  pledging  to  keep  the  shipjrds 
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workers  employed  for  at  least  three 
irs.  By  doing  so,  he  established  a 
chhead  nearer  the  oil-rich  North  Sea. 
it  the  same  time,  Holloway  laid  big 
s  that  the  upturn  in  oil  prices  would 
1  to  a  boom  in  drilling — and  orders 

new  rigs.  Last  year,  Holloway 
ned  a  state-of-the-art,  $60  million  as- 
ibly  facility  in  Pascagoula,  Miss.  The 
'  facility  "is  one  of  the  top  shipyards 
he  U.  S.,  and  Friede  Goldman's  qual- 
is  as  good  as  anyone's,"  says  Jan 
;k,  president  of  Marine  Drilling  Co. 
Jecause  of  the  two-year  lag  between 


BE  STORES  INC. 

IIS  IS  NO 
SHION  VICTIM 

Mho  would  have  thought  skinny 
i|  I  Capri  pants  would  sell  in  Janu- 
j'  I  ary?  Almost  nobody.  That's  why 
)tical  buyers  for  bebe  stores  Inc.  or- 
;d  a  mere  1,000  pair  last  year — a 

1r  bet  that  winter  fashions  wouldn't 
r  the  cropped-leg  look.  But  fashions 
;i  And  within  a  week,  800  pair  were 
:  .  For  most  chains,  that  unexpected 
llarity  would  have  spelled  disaster, 
ut  for  bebe  (pronounced  beebee),  a 
1  "tical"  retailer  that  makes  its  own 
ling,  as  Gap  Inc.  does,  the  fix  was 
k  and  decisive.  Execs  of  the  100- 
e  chain  called  the  Los  Angeles  fac- 
poised  to  make  bebe  suits  and 
cjied  the  order  to  Capri  pants.  More 
50,000  pah'  of  the  pants  were  sold. 
:  rCATS  MEOW.  It's  that  kind  of  quick- 
1  f  fashion  sense  and  manufacturing 
y  that  has  pushed  bebe  stores,  man- 
i  1  by  the  husband  and  wife  team  of 
try  and  Neda  Mashouf,  to  No.  6  on 
list  of  fast-growing  small  companies. 
a  le  many  retailers  catering  to  young 
en  tiy  to  set  fashions,  bebe  makes  a 
i  ie  of  openly,  and  quickly,  following 
n  iom  else's  lead.  The  stores'  reputa- 

I  for  sexy,  trendy  clothing  at  mall 
il  :s  has  spawned  a  growing  fan  club 
pi  rig  its  target  audience  of  women  in 
&  "  20s  and  30s,  including  actresses 

II  sta  Floekhart  and  Julia  Roberts. 

1 1  ie  chain's  numbers  look  as  good  as 
Jinky  dresses  in  its  windows.  Sales 
<i  •  grown  an  average  of  31.1%  annu- 
I  over  the  past  three  years,  to  $147 
:■  on  in  1998.  By  controlling  the  man- 
%  uring  process,  bebe  has  kept  a  han- 
(I  on  costs.  That  has  helped  propel 
J  ings  upward  by  an  average  of 
v\ '%  a  year  over1  the  past  three  years. 
ij|  s's  return  on  invested  capital  is  also 
1  ig  at  an  average  annual  37%  over 
ik  past  three  years.  One  reason:  The 
p;  is  boast  roughly  $800  in  sales  per 


booking  and  completion  in  big  projects, 
some  investors  fear  Friede  Goldman's 
backlog  will  start  running  dry  in  com- 
ing months.  The  company's  shares 
soared  more  than  fivefold,  to  a  split-ad- 
justed 48,  after  the  1997  ipo.  But  in 
February,  shares  fell  below  10  when 
oil  prices  hit  a  historic  low.  With  prices 
recovering  and  the  shares  now  back  at 
16,  others  are  more  optimistic.  "There's 
a  downturn  baked  into  the  cake  to 
some  extent,  but  if  prices  stay  where 
they  are  or  go  up,  they  should  recover 
their  backlog  pretty  quickly,"  says 


Robert  W.  D'Alelio,  co-manager  of  the 
$1.8  billion  Neuberger  Berman  Genesis 
Fund,  which  owns  nearly  a  half-million 
shares. 

Holloway,  a  gregarious  negotiator,  has 
been  known  to  treat  oil  execs  to  hunting 
and  fishing  trips  and  closes  many  deals 
himself.  He  scoffs  at  predictions  of  slow- 
er growth.  "We've  been  consistently 
able  to  produce  profits,  and  we're  going 
to  stay  with  it,"  Holloway  says.  Big 
talk?  Sure.  But  so  far,  he's  managed  to 
find  ways  to  keep  the  profits  gushing. 
By  David  Rocks  in  Jackson,  Miss. 


square  foot  per  year,  more  than  double 
most  rivals. 

Key  to  bebe's  success  are  the 
Mashoufs.  He's  a  60-year-old  veteran 
businessman  who  quit  arena  and  restau- 
rant  management  to  found  the  retailer  al- 
most 30  years  ago.  In  the  '80s,  he  took 
bebe  beyond  its  San  Francisco  base,  and 
today  it  operates  nationwide. 

She's  36,  a  former  bebe  customer.  The 
two  met  in  1984  when  Neda,  then  a 
student  at  San  Francisco  State,  was 
making  layaway  payments  on  a  leather 
jacket  in  a  bebe  store.  Throughout  their 
courtship  and  marriage,  she  worked  her 
way  up  through  the  company,  starting 
as  a  buyer.  She  now  oversees  myriad 
projects  for  the  chain,  from  merchan- 
dising and  licensing  deals  to  computer 
upgrades.  She's  also  a  crucial  trend- 
spotter,  looking  to  mtv  and  vm  for 
clues.  "I  was  and  am  a  bebe  girl,"  she 
says. 

Customers  like  the  combination  of 
trendy  fashion  and  reasonable  prices  at 
the  stores,  which  can  be  found  both  in 
downtown  and  shopping  mall  locations. 
"You  can  buy  an  outfit  that  will  give 
you  a  look  like  Dolce  &  Gabbana — that 
cute  little  look  of  the  moment  without 


RIGHT  PRICE 


The  Mashoufs 
combination  of 
sexy,  trendy 
clothing  with 
mall  prices 
is  a  hit  with 
women  in  their 
20s  and  30s 

spending  too  much 
money,"  says  Ana 
Klerkx,  30,  a  San 
Francisco  customer. 
"It's  a  no-brainer." 

Continuing  the 
company's  breathtak- 
ing growth  may 
prove  more  of  a 
headache.  Bebe's  rise 
has  been  helped  by 
the  strong  economy  and  consumer  con- 
fidence. But  demand  for  bebe's  decid- 
edly nonessential  assortment  of  cocktail 
dresses  and  feather  boas  could  quickly 
evaporate  in  less  flush  times. 

Bebe's  fashion  status  is  also  a  risk. 
Successful  chains  such  as  Gap  try  to 
guard  against  the  fickle  nature  of  the 
fashion  business  by  appealing  to  a  wide 
range  of  customers,  something  bebe  has 
yet  to  achieve.  "The  retail  graveyard 
is  littered  with  companies  that  had  a 
meteoric  rise  and  couldn't  then  attract  a 
broader  audience,"  says  Candace  Cor- 
lett,  a  partner  at  wsl  Strategic  Retail,  a 
New  York-based  consulting  firm. 

To  that  end,  Manny  Mashouf  is  in- 
tent on  building  not  just  the  bebe  store 
but  the  bebe  brand.  An  E-commerce 
Web  site  is  up  to  give  bebe  wider 
name  recognition.  Bebe  shoes,  watches, 
and  eyewear  will  begin  appearing  in 
high-end  department  stores  this  year. 
Plus,  bebe  has  made  its  first  steps  to- 
ward going  global,  with  stores  in  Lon- 
don and  Vancouver.  "As  we're  grow- 
ing, we  realize  the  opportunities  are 
endless,"  says  Mashouf.  If  the  fashion 
gods  are  willing. 

By  Gabrielle  Saveri  in  San  Francisco 
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MASTECH  CORP. 

THE  NABOBS 
OF  NETWORKING 


Sunil  Wadhwani  and  Ashok  Trivedi 
got  together  13  years  ago  over  a 
beer  to  air  some  gripes  about  the 
computer  biz.  Trivedi,  a  product  manager 
at  Unisys  Corp.,  was  irked  that  his  com- 
pany was  trying  to  shove  bulky  main- 
frames down  the  throats  of  clients  who 
really  wanted  networked  personal  com- 
puters. Wadhwani  was  hearing  similar 
complaints  from  fellow  graduate  business 
students  at  Carnegie  Mellon  University. 
But  the  pair  did  more  than  gnimble;  by 
the  time  they  left  the  bar,  they  had  tak- 
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en  the  first  steps  toward  scraping  to- 
gether $100,000  from  their  life  savings 
to  launch  a  P< -networking-and-services 
business,  Mastech  Corp. 

Their  plan  proved  farsighted.  It  took 
Mastech  several  years  to  get  rolling  af- 
ter the  stock  market  crash  of  '87  slowed 
corporate  investments  in  technology. 
But  since  the  early  '90s,  spending  on 
local-area  networks,  enteiprise  software, 
and  the  Internet  has  exploded.  And  up- 
start Mastech  has  carved  out  a  chunk  of 
the  market  against  bigger  rivals  by  of- 
fering a  wide  range  of  services  and 
some  of  the  lowest  costs  in  the  busi- 
ness. The  result  is  sales  growth  aver- 
aging a  year  over  the  past  three 
years,  to  $M90.9  million  in  1!K)S.  Earn- 
ings grew  2(\7%  a  year,  to  $33.4  million. 


That  landed  Mastech  at  No.  79  on  our 
Hot  Growth  list. 

For  a  relatively  small  player,  Mastech 
has  big  reach.  The  company's  6,000  em- 
ployees are  spread  over  five  continents. 
But  Wadhwani,  now  46,  and  Trivedi,  50, 
avoided  the  showcase  offices  and  big 
staffs  erected  by  some  large  information- 
technology  competitors.  Mastech  also  can 
beat  them  on  turnaround:  Linking  its 
three  software-development  offices  in  In- 
dia to  the  400  people  at  headquarters 
outside  Pittsburgh  lets  technicians  work 
on  a  project  virtually  around  the  clock. 
TOP  TALENT.  The  founders— both 
immigrants  from  India — draw  heavily  on 
a  worldwide  tech  talent  pool.  Mastech 
has  been  one  of  the  largest  users  of  a 
program  that  allows  immigration  to  the 
U.  S.  based  on  technology  skills.  "We  re- 
cruit from  eveiywhere — the  Philippines, 
India,  South  Africa,  America,"  says  Wad- 
hwani. He  insists  it  doesn't  mean  cheap 
labor — Mastech  pays  engineers  in  their 
twenties  and  thirties  $65,000  a  year. 


NO  TIME  FOR  A  BREW 


Co-founders  Trivedi  and 
Wadhwani  sweated  hare 
build  their  networking  i 
vice  into  a  broadly  base 
business 

A  blue-chip  roster  of  cli 
ranging   from  Citigroup 
Merck  use  Mastech  to  se 
and  service  everything  fron 
source-planning  software 
data-warehousing  proj) 
"They  have  one  of  the  bi 
est  service  offerings  of  tl 
companies — and  a  global 
ence,"  says  Thomas  F.  Neul 
an  analyst  at  Scott  &  Strin 
low  in  Richmond,  Va.  Still, 
other  tech-service  outfits,  Mastech 
feasted  for  the  past  two  years  on  fe£ 
the  Millennium  Bug.  Earlier  this 
investors  worried  Y2K  business  was 
ing  up.  Between  late  February  and 
March,  Mastech's  share  price  fell 
25  to  12.  Mastech  says  it  gets  only  I 
its  revenues  from  Y2K  work  and 
Wall  Street  overreacted. 

In  recent  weeks,  the  stock  ha 
covered  to  around  17,  boosted  by 
quarter  sales  growth  of  45%  and  j 
in  new  lines  such  as  E-commerce. 
growth  should  average  35%  foi 
next  few  years,  says  analyst  Jl 
Sober  of  the  investment  firm  Eral 
Research,  which  has  been  snappir 
Mastech  shares.  His  only  questii 
whether  Wadhwani  and  Trivedi 
stay  on  top  of  their  fast  expand 
These  days,  with  no  letup  in  sight  m 
their  80-hour  work  weeks,  the  twj 
trepreneurs  have  precious  little  b 
to  grab  a  brew. 

By  Peter  Galuszka  in  Oakdal& 


ACTION  PERFORMANCE  COS. 

HOT-RODDING 
HIS  WAY  TO  THE  TOP 


As  a  kid,  f-'ivd  W.  Wagenhals  looked 
like  he  was  going  nowhere  fast.  Af- 
ter just  one  emester  at  Ohio  State 
University,  thi  ar  enthusiast  dropped 
out  of  school  to  ice  his  '53  Willy's  with 
a  Corvette  engh  in  drag  races.  "My 
mother  damn  ne     cried,"  says  Wagen- 


hals, 57,  as  he  stri 
treaded  floors  of  hi 
headquarters  in  Pin, 
you  quit  screwing 
hot  rods — you  are  i 
anything  of  yourseli 
Today,  even  Wage 


across  the  rubber- 
10,000-square-foot 
x  "She  said,  'Will 
i  und  with  those 
r  going  to  make 

u    Is'  mom  is  glad 


HIGH  GEAR 


Wagenhals,  who 
sold  his  house  to 
buy  the  rights  to 
make  replicas  of  a 
race  car,  has  seen 
sales  jump  119.9% 
a  year  since  1995 


he  ignored  I 
advice.  Agio! 
Performance  Dos. 
the  eompan#;i 
genhals  foddei 
in  1992  to  fcki 
die-cast  re«a 
of  NASCAR  let 
cars  for  coll< 
is  in  overdris.  1 
grabbed 
No.  59  spot  <fe« 
Hot  Growth  list  by  more  than  dote 
annual  sales  and  profits  on  averaiffo^ 
the  past  three  years.  Sales  have  jifce 
by  119.9%  annually  since  1995,  to  :651- 
million,  while  earnings  accelerate*^ 
103.1%  annual  pace,  to  $24.6  mlicr 
Most  pleasing  to  shareholders,  thewf 
pany's  stock  price  has  surged  by  liOtX 
since  its  initial  public  offering  in  W>- 
The  kev  to  this  success?  nascaIkk 
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Question: 

What  did  the  e-tailer 
say  to  the  retailer? 


Answer: 

My  floor  space  is 
bigger  than  yours 


;r  Records 

jilding  a  state-of-the-art  technical 
lation,  we're  helping  Tower 
irds  individualize  their  customer's 
3  buying  experience.  Watch  for  the 
t  of  the  new  towerrecords.com. 
3  making  a  good  thing  even  better. 


F-Garten 

strategy  and  technological  solution 
led  us  to  transform  the  order- 
jssing  procedures  of  Europe's 
lg  gardening-supply  company. 
;ing  the  time  to  process  an  order 
four  days  to  one  and  giving  their 
)  dealers  access  to  a  product 
>f  more  than  2,500  goods. 

'ture.com 

elped  Furniture.com  build  the 
I's  largest  online  furniture  store, 
3ver  50,000  items  from  over  100 
ifacturers.  Shoppers  easily  browse 
ast  selection,  create  their  own 
room,  and  work  with  design 
jltants  for  personal  service. 


ras 

.1 '  or  our  white  paper: 

n  xjies  for  Growing  Your  Business 
igh  E-commerce 

fices  worldwide 
Jrtune  100  clients 
act  us  at: 
y  l J  !79  3241  ext.  132 

)95  8964  [International; 
.uswebcks.com 


E-commerce.  It  offers  incredible  opportunities.  You  can  fit  a  million 
shoppers  in  your  store.  With  the  right  site,  you  can  track  their  buying 
habits,  predict  their  purchases.  You  can  offer  them  the  world.  At 
USWeb/CKS,  we  were  one  of  the  first  to  create,  build  and  deploy 
successful  e-commerce  sites.  Our  sites  do  more  than  sell  products. 
They  combine  strategy,  targeted  marketing,  network  systems 
development,  Internet  technology  and  more.  We've  handled  over 
3,000  client  engagements.  Let  us  help  expand  your  virtual  floor  space. 
Contact  us  for  details. 


USWeb  CKS 

Transforming  business  in 
the  digital  economy. 


Make  a  dot  here  with  your  pen. 


Now  do  that  5,952,000  times  in  a  second 
and  you'll  understand  Hewlett-Packard's 
Color  Layering  Technology. 


With  HP's  Color  Layering  Technology,  you'll  get 
brilliant  photo-quality  color  printouts.  Fast. 


ow  good  is  HP's  Color  Layering  Technology?  It's  like  nothing  you've 
/er  seen  before.  Color  Layering  creates  up  to  80  times  more  colors 
j  actually  mixing  the  colors  on  the  page  to  give  you  real  greens, 
al  oranges,  real  purples  and  loads  of  other  colors.  And  HP  combines 
:is  with  an  ink- firing  system  that  delivers  up  to  5,952,000  drops  of 
k  per  second.  Ordinary  inkjet  printers  just  can't  fire  this  many  drops 
: ink  through  so  many  nozzles  —  so  depending  on  the  printout, 


Set  Real.  Fast. 

ir  complete  line  of  printers  with  HP  Color 
yering  Technology  starts  at  under  $200!* 
r  more  information,  visit  www.hp.com/go/printers 


losed  on  identical  images  using  best  available  modes. 

:stimoted  U  S.  retail  price. 

jpynght  1999  by  Hewlett-Packard  Company 


HP  printers  with  Color  Layering  Technology  can  print  up  to  2.5*  time 
faster  than  other  inkjet  printers.  The  result  is  faster  coverage,  greate 
color  saturation,  richer,  more  brilliant  colors  and  skin  tones  mon 
like  real  life  —  even  on  plain  paper.  In  fact,  HP  Color  Layering  is  sc 
good,  PC  Magazine  awarded  three  HP  printers  an  "A"  and  excellent 
ratings  for  photo-quality  color  and  speed.  Discover  Color  Layerinc 
for  yourself  and  see  just  how  real,  real  life  can  be. 


HEWLET1 
PACKARC 


Expanding  Possibilities 


ing.  once  viewed  as  a  niche  sport,  has  be- 
come the  fastest  -growing  spectator  sport 
in  America.  As  tracks  have  opened  in 
cities  such  as  Dallas,  Los  Angeles.  Las 
Vegas,  and  Miami,  attendance  at  major 
races  is  up.  from  4.3  million  in  1992  to  9.3 
million  in  1998. 

Wagenhals  had  already  snagged  pole 


Special  Report 


HOT  GROWTH  COMPANIES 


position  in  the  race  to  profit  from  its 
popularity.  Back  in  the  '80s.  Wagenhals 
made  a  living  inventing  offbeat  macliines 
for  the  entertainment  industry.  Then  he 
noticed  the  craze  in  baseball  cards  and 
wondered,  why  not  race  cars?  He  found- 
ed Racing  Champions  Corp.  But  in  1992. 
the  entrepreneur — who  in  manner  is  a 
low-key.  charming  fellow — split  with  his 
partners.  Then,  a  year  after  he  started 
over  with  Action  Performance.  Wagen- 
hals' own  board  tossed  him  out  for 
pushing  too  hard.  Two  months  later, 
though,  results  had  nose-dived  and  Wa- 
genhals. who  now  owns  13%  of  the 


shares,  bought  out  opposing  execs. 

In  the  spring  of  1994.  Wagenhals 
made  the  biggest  gamble  of  his  career, 
selling  his  house  to  buy  the  rights  to 
make  replicas  of  Dale  Earnhardt's  black 
Xo.  3  Good  Wrench  race  car.  Earnhardt, 
winner  of  seven  Winston  Cup  champi- 
onships, has  been  xascar's  Michael  Jor- 
dan. The  replicas  were  so  successful 
that  within  three  years,  Wagenhals  had 
snapped  up  the  exclusive  rights  to  Jeff 
Gordon  and  Rusty  Wallace  as  well. 
"Those  three  drivers  account  for  60cc 
of  all  licensed  merchandise  sales,"  says 
XationsBanc  Montgomery  Securities  an- 
alyst Chris  Hansen.  "Its  competitors 
are  left  with  the  less  popular  drivers." 
wild  ride.  Wagenhals  started  out  sell- 
ing through  a  few  wholesalers.  Today,  [ 
thanks  to  a  flurry  of  17  acquisitions  fi- 
nanced through  cash  flow  and  a  sec- 
ondary stock  offering.  Action  has  ex- 
panded into  T-shirts,  jackets,  and  water 
bottles,  and  all  major  distribution  chan- 
nels, including  direct  mail  and  track- 
side.  Action  descends  on  every  race 
with  a  fleet  of  20  tracks  packed  with 
merchandise.  Its  primary  customers  for 
the  replica  cars  priced  from  $10  to 


$2,000,  are  men  ages  21  to  35.  Bu 
also  reaching  out  to  kids  through  a 
with  Hasbro  Inc.  to  sell  toy  versio 
its  cars  through  retailers  such  as 
Mart  Stores  Inc. 

There  are  many  watchers  of  this  I 
who  are  anticipating  challenging  tj 
ahead.  About  30%  of  Action  Pel 
mance  shares  are  held  by  short  sej 
who  predict  that  xascar's  popula 
will  level  off,  sinking  demand  fori 
lectible  cars  and  souvenirs.  Already! 
tion's  shares  have  taken  a  wrencl 
ride:  trading  at  29  a  year  ago,  thei 
37  in  July,  tumbled  to  19  in  Oct! 
soared  to  48  in  January,  and  now  t| 
around  38. 

For  now.  though,  there  is  plenJ 
open  road  ahead.  New  NASCAR  til 
are  going  up  in  Kansas  City,  Chif 
and  Denver.  The  fight  to  nail  down  J 
tracts  for  Formula  One  racing  is  jus] 
ginning.  And  since  it  opened  an  elabj 
new  Web  site — www.goracing.conj 
February,  Action  has  rung  up  morel 
$8  million  in  Net  sales.  For  Wagerj 
that's  reason  enough  to  keep  sere] 
around  with  those  hot  rods. 

By  Kathleen  Morris  in  Phd 


S ALTON  INC. 

PUTTING  A  GIZMO 
IN  EVERY  KITCHEN 

Salton  Inc.  has  mastered  the  art  of 
making  and  marketing  the  kitchen 
gadgets  you  never  knew  you  need- 
ed. Big  sellers  include  Juiceman.  Toast- 
master  brand,  and  George  Foreman's 
Lean  Mean  Fat  Reducing  Grilling  Ma- 
chine. But  don't  chuckle:  Sales,  which 
have  grown  an  average  of  619  a  year 
since  1996.  topped  $305  million  last  year. 
Profits  jumped  an  astounding  178%  per 
year  over  the  same  period,  to  $20  mil- 
lion last  year.  That  puts  Salton,  which 
makes  a  living  off  products  that  star  in 
late-night  infomercials,  at  Xo.  3  on  the 
business  week  Hot  Growth  list. 

Mount  Prospect-Ill. -based  Salton 
found  a  devoted  following  early  in  its 
corporate  life.  Founder  Lewis  L.  Salton. 
a  Polish  immigrant,  invented  the  Salton 
Hotray.  an  electric  tray  with  feet  that 
quickly  became  a  must-have  item  in  the 
suburban  household  of  the  pre-mi- 
crowave  1950s  and  '60s. 

But  even  after  microwave  culture 
smoked  out  its  star  product.  Salton 
marched  on.  Leon  Dreimann.  50.  once 
the  head  of  the  company's  Australian  op- 
eration, became  i  EO  in  1987  and  has  since 
combined  savvy  marketing  with  smart 
acquisitions  and  cost-control.  "Dreimann 
gives  me  confidence  that  the  company 


isn't  a  one-hit  wonder."  says 
Greenblatt.  managing  partner  at  Saddle- 
rock  Partners,  a  Xew  York-based  hedge 
fund,  which  owns  1.50.000  shares.  "He's 
not  only  hit  every  number,  he's  exceeded 
them." 

He  has  achieved  that,  in  part,  by 
keeping  the  company  pipeline  filled  with 
new  gadgetry.  Key  acquisitions  have 
helped.  Over  the  past  six  years,  Salton 
has  acquired  the  makers  of  Breadman. 
Juiceman.  and  Toastmaster  products. 
Most  new  product  ideas  now  come  from 
Salton's  manufacturing  partners,  but  a 
sizable  number  still  springs  from  the 


Under  Dreimann.  Salto 
over  t  he  past  six  years 
has  acquired  the  makej 
of  Breadman.  Juicemaj 
and  Toastmaster  produ 

minds  of  basement  inveq 
Salton  reviews  about  50 
for  new  products  a  week-) 
chooses  an  average  of  tx 
them  for  further  developi 
"We  won't  say  no  to  anyq 
Dreimann  says. 
cost-cutting.  To  keej\ 
army  of  unusual  applianq 
the  black.  Dreimann  has 
especially  aggressive  in  i| 
low-cost  manufacturing 
His  first  task  as  ceo  w| 
ditch  the  company's  Euri 
suppliers  in  favor  of  Hong  J 
and  Taiwanese  producers.  Dreil 
credits  the  cheap,  reliable  manufa 
ing  for  helping  to  rev  up  Salton's  [ 
growth. 

Xo  mere  penny-pincher.  Dreima 
adept  at  turning  his  oddball  appll 
into  hot  products.  He  has  a  ij 
observers  say.  for  matching  the  I 
celebrity  with  an  appliance.  Boxer  GfB 
Foreman,  whose  agent  Dreimann  r*  I 
a  trade  show,  has  turned  a  grill  to 
$140  million  business.  Football  playi.J* 
Korditch,  who  swore  "juicing"  fruii  an 
vegetables  helped  him  beat  cancel 
the   force   behind  Juicemai, 
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Kelly  Temporary 
Services " 


Kelly  Staff  Leasing 


Kelly  IT  Resources 


Kelly  Engineering 
Resources " 


The  Law  Registry'" 


;iiy  Scientific 
Resources 


Kelly  Assisted 
Living' 


*  y  Engineering  Resources  specializes  in  providing  companies  with  qualified  engineers.  »  ^m—m  J 

From  agricultural  and  aerospace  to  biochemical  and  electrical,  from  mF  L*  1  I  \t 

short-term  to  permanent,  Kellfwill  meet  your  staffing  needs  quickly  and  efficiently.  *\ I    I  I  if 

Visit  www.kellyengineering.com  or  call  I -888-GO-KELLY  for  more  information.  SERVICES  j 

*  Kelly  Services,  Inc.  All  rights  reserved.  An  equal  opportunity  employer  L.OOK  Whdt  WCS  CJO  DOW  1 
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$50  million  staple  in  the  Salton  line. 

Dreimann  also  oversaw  Salton's  move 
into  infomercials  in  1993.  Although  only 
a  small  portion  of  its  products  are  sold 
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directly  via  the  half-hour  shows,  retail- 
ers say  they  help  push  the  products  in 
stores.  The  more  unusual  Salton's 
inventions,  the  more  they  need  lengthy 
explanations — something  retailers  don't 


have  time  for.  Dreimann  says. 

Still,  new  products  and  celeb  endorse- 
ments are  not  guarantees  of  future  suc- 
cess. Salton's  three-year  record  of  run- 
away growth  is  at  least  partly  the  gift  of 
poorly  run  competitors.  "Al  Dunlap  was 
one  the  best  things  that  ever  happened 
to  us,"  says  Dreimann,  referring  to  the 
flamboyant  executive  who  was  booted 
from  Sunbeam  Corp.  last  year.  While 
Sunbeam,  along  with  competitors  such 
as  Windmere-Durable  Holdings  Inc.  and 
Hamilton  Beach/Procter  Silex  Inc.,  has 
straggled  with  its  own  problems,  Salton 
soaked  up  the  goodwill  of  retailers  look- 


ing for  reliable  suppliers  for  both  bi 
ed  and  private-label  merchandise.  S 
did  both.  "When  everyone  else  wa 
cused  internally,  Salton  shot  out  ah< 
says  Mark  Grand,  head  of  home  fas] 
at  Sears  Roebuck  &  Co.  But  as  riva 
their  businesses,  Salton  could  face  s 
competition. 

Plus,  as  the  saga  of  the  Salton 
tray  showTs,  the  life  of  a  great  gadg< 
n't  everlasting.  Up  next:  an  electiic  1 
sheer,  the  brainchild  of  a  doctor  tiri 
stitching  up  Sunday-morning  han 
juries.  Stay  tuned  for  the  infomerci 
By  Andrew  Osterland  in  Chi 


MAXIMUS  INC. 

WELFARE 
PRIVATIZER 


The  nation  was  deep  into  the  debate 
over  welfare  reform  a  few  years  ago 
w  hen  one  of  David  V.  Mastran's  em- 
ployees made  an  observation.  "You're 
both  a  Democrat  and  a  Republican,"  she 
told  him.  "You're  a  Democrat  because 
you  like  to  help  people,  but  you're  a 
Republican  because  you  make  money 
at  it."  Mastran  laughs  when  he  recounts 
the  story,  but  the  remark  clearly  hits 
home.  "People  on  welfare  wTant  to  get 
off  welfare."  he  says.  "My  goal  is  to 
give  them  the  training,  the  motivation 
to  do  it." 

As  head  of  fast-growing  Maximus 
Inc.,  Mastran  also  has  plenty  of  incen- 
tive of  his  own  to  succeed.  Created  in 
1975  by  Mastran.  a  former  official  in 
the  Xixon  Administration,  Maximus 
runs  welfare-to-work  programs  for  near- 
ly a  dozen  states,  and  manages  child- 
care  and  Medicare  programs  for  dozens 
of  local  governments.  If  Maximus  were 
a  state,  it  would  have  the  29th-largest 
social-services  caseload  of  all  the  states 
in  the  U.  S.  But  the  privatizer  is  also 
wildly  profitable:  The  No.  22  Hot 
Growth  company.  Maximus  churned  out 
a  sterling  24.9%  average  annual  return 
on  capital  over  the  past  three  years, 
while  sales  grew  an  average  60.4%  each 
of  those  years,  to  $233.5  million.  Earn- 
ings grew  at  an  average  rate  of  21.3% 
per  year,  to  $14.5  million.  In  the  two 
years  since  Maximus  went  public,  its 
stock  price  has  soared  (30%,  to  28%. 

Impressive  credentials  for  any  entre- 
preneur. But  Mastran,  56,  started  out  as 
a  bureaucrat.  A  graduate  of  West  Point, 
he  did  a  stint  at  the  Pentagon  before 
joining  the  old  U.  S.  Health,  Education 
&  Welfare  Dept.  There  he  was  charged 
with  imposing  discipline  on  social-wel- 
fare programs.  "I  introduced  them  to 
graph  paper,"  Mastran  says. 


EMS 


When  he  went  looking  for  a  company 
that  understood  wrelfare  programs  and 
could  help  the  agency  instill  efficiency, 
however,  Mastran  found  none  that  fit  the 
bill.  So  he  left  government  and  founded 
his  own  company.  Maximus  soon  turned  a 
profit,  but  didn't  really  take  off  until  Con- 
gress passed  the  Welfare  Reform  Act  of 
1996.  The  law  gave  states  plenty  of  flex- 
ibility in  how  they  spend  federal  welfare 
money,  but  also  demanded  they  keep 
precise  data  on  job  placements  and  new- 
hires.  States  turned  to  Maximus  and  oth- 
er companies  that  had  the  technology  in 
hand.  Says  analyst  Brian  W.  Ruttenbur 
of  SunTrust  Equitable  Securities:  "They 
were  in  this  segment  before  there  w^as  a 
segment." 

fraud-buster.  Today,  Maximus  holds 
a  leading  30%  share  of  the  booming 
privatization  market  in  health  and  hu- 
man sendees,  ahead  of  huge  conglom- 
erates such  as  Lockheed  Martin  Corp. 
and  Electronic  Systems  Data  Corp. 
Governments  are  attracted  by  the 
promise  of  lower-cost  welfare  programs. 
However,  Maximus  also  says  it  can  use 
database  software  to  spot  fraud:  With 
child-support  collection,  for  instance,  it 
can  track  hiring  across  states  and  chip 


Founder  Davk 
Mastran  saw  a 
market  for  pri 
services  in  he< 
and  welfare 
before  there 
was  a  market 

away  at  the  pre 
of  deadbeat 
who  move  fror 
to  job  to  duck 
ments.  And  Mas 
has  more  flexi 
than  govemmer 
weed  out  unpr 
tive  employee 
give  incentivi 
those  who  ge 
suits.  Caseworkers  wTho  exceed 
quota  for  placing  welfare  recipiei 
jobs  might  find  an  extra  $200  in 
paychecks. 

To  be  sure,  privatization  has  its 
ics.  Unionized  government  workers 
plain  that  companies  work  then 
ployees  harder  and  pay  them  le 
charge  that  Maximus  denies.  And 
has  been  controversy  as  states  pu 
grams  out  for  bid:  In  1997,  Ma: 
won  a  $12.4  million  contract  to  m 
Connecticut's  child-care  sendees, 
than  a  year  later,  it  w-as  back 
the  state  for  another  $6  million.  A 
audit  found  fault  with  the  bi 
process,  saying  the  request  for  pro 
lacked  sufficient  detail. 

There's  plenty  of  room  for  expaj 
Medicaid  recipients  are  growing  ir 
ber  and  federal  spending  on  othe^ 
tlement  programs  is  rising  inexcj 
And  Maximus  now  is  looking  intc 
aging  government  car  fleets — it  rj 
ly  purchased  a  provider  of  fleet 
agement  software.  Having 
stimulate  the  move  to  privatiz 
Mastran  is  finding  that  govemmer 
grams  are  a  gold  mine  of  opporti 
By  Lorraine  Woellert  in  Mcl 
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^■Bk  what  the  world  needs 

wholo  now  voy^oocJcw/o 

i  i 


Imagine,  a  world  where  people  spent  more  time  looking 
.  for  cures  than  they  did  conflicts.  A  world  where  the  only 
solutions  were  natural  ones:  That's  the  new  world  of  ADM. 
Every  day,  we  turn  corn  and  soybeans  into  natural-source 
vitamins  and  dietary  supplements.  Helping  make  the  world 
a  more  healthy  place.  One  person  at  a  time. 


New  hope. 


New  cures. 


A  new  commitment. 


www.admworld.com 


tatements  have  not  been  evaluated  by  the  FDA. 

.iraducts  are  not  intended  to  diagnose,  treat,  cure  or  prevent  any  disease. 


WHERE  ARE  THEY  NOW? 


Back  in  1997,  RockShox  Inc.  was 
pedaling  to  new  heights.  Found- 
ed by  bike  enthusiasts  Stephen 
W.  Simons  and  Paul  Turner,  the 
company,  which  makes  shock 
absorbers  for  bicycles,  raced  to 
No.  17  on  business  week's  Hot 
Growth  list. 

These  days,  though,  RockShox  is 
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in  low  gear.  Like  a  lot  of  small  com- 
panies, it  stumbled  when  consumer 
tastes  changed.  The  mountain-bike 
fad  faded,  losing  four  points  of  the 
total  cycling  market  in  the  past  year 
alone,  down  to  48%.  That  shift  left 
RockShox  with  a  loss  of  $1.7  million 
in  the  fiscal  year  ending  March  30, 
on  sales  of  $87  million.  Total  returns 
have  fallen  more  than  90%.  Says  CEO 
George  Napier:  "The  company  just 
didn't  foresee  that  mountain  bikes 
would  stop  growing."  Now,  Rock- 
Shox hopes  to  reverse  its  fortunes 
by  making  shock  absorbers  for  to- 
day's trendier  cycles:  road-traveling 
"comfort"  bikes  with  wider  seats  and 
upright  handlebars. 

It's  a  cautionary  tale — for  investors 
and  entrepreneurs  alike.  Although 
fast-moving  small  companies  have  al- 
ways had  a  tough  time  keeping  up 
the  growth  as  they  get  bigger,  in  to- 
day's unforgiving  market  the  penal- 
ties for  slowing  down  are  swifter  and 
sharper  than  ever.  Of  the  100  Hot 
Growth  companies  ranked  in  1997,  48 
have  been  stock  market  losers,  vs.  36 
winners.  Still,  in- 
vestors in  an  addi- 
tional 16  companies 
hit  the  jackpot  in  a 
different  way  as  they 
were  snapped  up  by 
bigger  fish  in  merg- 
ers. As  a  group,  the 
Class  of  '97  produced 
a  market-weighted 
total  return  of  30.3% 
over  the  past  two 
years.  That  was 
slightly  better  than 
the  29.5%  returned 
by  the  small-cap  Rus- 
sell 2000  index,  al- 
though both  trailed 
the  67.3%  returns  of 
the  large-cap  Stan- 


dard &  Poor's  500- 
stock  index. 

All  that  to  say,  it's 
not  easy  being  small. 
While  any  company 
can  be  buffeted  by 
bad  luck,  small  ones 
are  particularly  vul- 
nerable to  certain 
kinds  of  mishaps. 
Those  riding  the 
crest  of  a  fad  can  fal- 
ter when  consumers 
change  their  habits, 
like  RockShox.  Little 
players,  such  as 
West  Coast  Enter- 
tainment Corp., 
faced  with  massive 
industry  rivals  like 
Blockbuster  Enter- 
tainment Corp.,  of- 
ten can't  get  the 
same  sweet  deals 
from  suppliers.  The  big  players  are 
able  to  secure  a  hefty  supply  of  pop- 
ular videos  by  agreeing  to  split 
rental  income  with  the  movie  studios. 
West  Coast,  with  450  stores,  got  left 
out  in  the  cold  on  big  rentals  like  Ti- 
tanic and  suffered  a  $27  million  loss 
in  the  fiscal  year  ended  Jan.  30,  on 
sales  of  $120  million. 
LOADED  FOR  BEAR.  And  while  a  large 
company  may  have  the  cash  and  Wall 
Street  goodwill  to  ride  out  a  rough 
patch,  tiny  highfliers  don't  get  much 
slack.  The  biggest  loser,  Complete 
Management  Inc.,  sputtered  for  a 
number  of  reasons,  not  the  least  of 
which  was  getting  into  the  business 
of  running  doctors'  offices  just  as  the 
whole  medical-services  business  be- 


SIMONS: 

peaked— 


The  mountain-bike  fad 
■and  so  did  profits 


THE  1997  WINNERS... 


TWO-YEAR  TOTAL  RETURN" 


...AND  THE  LOSERS 


TWO-YEAR  TOTAL  RETURN 


VERITAS  SOFTWARE 

375.5% 

COMPLETE  MANAGEMENT 

-99.6% 

APEX  PC  SOLUTIONS 

262.8 

FIREARMS  TRAINING  SYSTEMS 

-93.0 

SAPIENT 

249.8 

NEW  YORK  BAGEL  ENTERPRISES 

-91.5 

CTC  COMMUNICATIONS 

206.4 

WEST  COAST  ENTERTAINMENT 

-91.5 

MIAMI  COMPUTER  SUPPLY 

206.2 

ROCKSHOX 

-90.7 

ABACUS  DIRECT 

199.0 

HIRSCH  INTERNATIONAL 

-87.0 

WHITTMAN  HART 

197.4 

STORAGE  COMPUTER 

-85.4 

SEMTECH 

176.2 

CYANOTECH 

-83.5 

MICREL 

169.1 

ENCAD 

-83.5 

CYBEX  COMPUTER  PRODUCTS 

144.3 

ACE-COMM 

-77.4 

gan  to  flounder. 

But  the  '97  roi 
ter  also  boasts 
plenty  of  fast- 
trackers.  Not  su 
prisingly,  many 
are  tech  compa- 
nies. Heading  th 
class  is  Veritas 
Software  Corp., 
profiting  from  th 
explosion  of  E- 
commerce.  At  71 
its  shares  have 
turned  375%.  Th 
company,  which 
returns  as  No.  3( 
this  year,  makes 
the  software 
that  stores  data 
for  giants  like 
Amazon.com, 
America  Online, 
and  at&t.  In  Api 
Veritas  expanded  its  reach  by  acqi 
ing  the  software  division  of  rival 
Seagate  Technologies  Inc.,  which 
makes  disk  drives.  That  deal  vault! 
Veritas  from  No.  5  in  storage  soft- 
ware to  No.  3,  behind  leader  Comp 
er  Associates  International  and  ibi 
Says  Mark  Griffiths,  Veritas'  direc 
of  product  management:  "We  can  r 
ally  take  on  ca  and  IBM  now." 

Also  charging  ahead  is  high-tecr 
hardware  maker  Apex  PC  Solution; 
Inc.,  which  has  prospered  from  sui- 
ing  demand  for  servers.  Apex,  wh<e 
stock  has  returned  263%  in  two 
years,  to  around  17,  makes  switch 
equipment  that  allows  information^ 
from  multiple  computer  servers  tod 
shown  on  a  single  screen.  With  sals 
of  $76  million,  Apf 
is  another  retumi' 
star;  this  year,  it 
No.  5  on  the  Hot 
Growth  list.  "It 
sounds  arrogant," 
says  ceo  Kevin  J 


'Calculated  on  the  basis  of  stock  price  as  of  Apr.  30;  excludes  companies  no  longer  trading 

DATA:  STANDARD  &  POOR'S  C0MPUSTAT.  A  DIVISION  OF  THE  McGRAW  HILL  COMPANIES 


years,  oiu-  revenu 
will  triple."  The 
challenge,  of  cour; 
is  achieving  that 
goal  while  avoidii 
the  pitfalls  that  er 
tangle  many  of  it 
small-company 
brethren — and  th*e 
who  invest  in  thei. 

By  Larry  Ligh 
in  New  York 
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click,  click,  click, 
click,  click,  click, 
click,  click,  click" 


Are  more  customers  hitting  your  buy  button, 
or  is  that  your  teeth  chattering? 

Confidence  versus  uncertainty.  High  transaction  volume  and  increased  demands  on  your 
eCommerce  site  are  great  for  business,  but  they  also  increase  the  probability  of  lost  orders. 
Or  meltdowns.  That's  why  you  need  transaction  services  from  CyberSource? 

As  soon  as  your  customer  clicks  on  the  buy  button,  CyberSource's  suite  of  services 
provides  you  with  a  complete,  real-time  solution  for  all  of  your  eCommerce  transaction  needs 
like  payment,  tax,  fraud,  fulfillment  management  and  notification,  and  more.  So  as  your 
business  grows,  our  scalable,  reliable  services  help  you  ensure  high  customer  satisfaction 
at  any  order  volume — and  you  stay  in  total  control  of  your  business. 

That's  what  makes  CyberSource  The  Power  Behind  the  Buy  Button;"'  and  it's  why  high- 
volume  companies  like  BEYOND.COM  and  BUY.COM  rely  on  CyberSource  to  handle  their 
eCommerce  transactions.  So  visit  www.cybersource.com/click  or  call  1-888-330-2300  today. 
We'li  give  you  a  free  Buy  Button  Power  Kit  you  can  really  sink  your  teeth  into. 


CyberSource 

©1999  CyberSource  Corporation.  All  rights  reserved  CyberSource  is  a  U  S  registered  trademark  of  CyberSource  Corporation.  "The  Power  .«  ■       .   .       ,  . 

Behind  Hie  Quy  Button"  i-s  a  service  mar*  of  CyberSource  Corporation  All  third  party  trademarks  are  the  property  of  -their  respective  holders.  tf\G  pOW6T  DGllinO  tile  Dt 


The  Power  Behind 
the  Buy  Button  " 

The  instant  your  customer 
clicks  on  the  buy  button,  you 
harness  the  power  of  CyberSource's 

scalable,  secure  back  office 
eCommerce  transaction  services, 
ensuring  you  and  your  customers 
the  most  reliable  eCommerce 
transactions  possible. 


1999 

UflT  ADflUfTU  PAMDAMIEC 

nUI  unUVY In  UUMrANIto 

To  win  a  position  in  this  table, 
a  company  must  excel  in  three 
ways.  The  selection  process  begins 
by  ranking  companies  according  to 
their  three-year  results  in  sales 

gruwifl,  cdrniltgb  giUWlll,  diiu  re- 
turn on  invested  capital.  The  ranks 

III    Lilt;    LdUIC    CMC    L-alCUIulcU  IIUIII 

these  numbers.  A  company's  com- 
posite rank  is  the  sum  of  0.5 
times  its  rank  in  return  on  total 
capital  plus  0.25  times  each  of  its 
growth  ranks. 

Standard  &  Poor's  Compustat,  a 
division    of    The  McGraw-Hill 
Companies,  which  has  computer- 
ized financial  data  on  10,000 

publicly  traded  corporations,  pro- 
vided the  pool  of  companies  from 
which  winners  were  selected.  To 
qualify,  a  company  has  to  have 
annual  sales  of  more  than  $25 

millmn   and   locc   than    S^RHn  mil 
IIIIMIUII   dl  IU   Icob   lllall    $  JUU  Mill 

lion,    a    current    market  value 
greater  than  $25  million,  a  cur- 
rent stock  price  greater  than  $5, 
and  be  actively  traded.  Also,  the 
most  recent  return  of  capital  has  to 
be  at  least  90%  of  the  prior  year. 
Banks,  insurers,  real  estate  firms, 
and  utilities  are  excluded.  So  are 
companies  with  sharp  declines  in 
current  financial  results,  as  well  as 
companies  where  other  develop- 

ments  raise  questions  about  future 
performance. 
SALES  and  EARNINGS  are  the 

latest  figures  available  through  the 
most  recent  12  months.  Earnings 

inf  ii/Ho    not     nr^  m  c    frnm    f /Mifini  i 

IIILIUUc  del  IIILUIIIc  IIUIII  cuimriu- 

ing  operations  before  gains  or  loss- 
es from  extraordinary  items. 

INCREASES  in  SALES  and 
PROFITS  are  calculated  using  the 
least-squares  method.  If  results  for 
the  earliest  year  are  negative,  the 
average  is  for  two  years. 

RETURN  ON  CAPITAL  is  earn- 
ings plus  minority  interests  and 
tax-adjusted  interest  expense  ex- 
pressed as  a  percent  of  total  debt 

and  equity.  For  ranking  purr, 
the  maximum  allowable  annu 
turn  on  invested  capita!  is  1 
If  companies  have  made  sut 
tial  accounting  restatements, 
term  returns  may  be  average 
two  years  instead  of  three  ye 

Time  periods  vary  accordi 
the  month  of  a  company's 
yearend.  Profitability  and  g 
are  calculated  based  on  the 
recently  available  data. 

STOCK  PRICE  data  are 
May  7,  1999.  A  •  indicate; 
a  company  also  appeared  i 
year's    rankings    (BW — Jun 
1998). 

COMPANY  (STOCK  SYMBOL) 

CURRENT  RESULTS 

THREE-YEAR  AVERAGES 

INVESTMENT  DATA 

STOCK  PRICE 

SALES 
$  MIL 

EARNINGS 
$  MIL 

INCREASE (%) 
SALES  PROHTS 

RETURN  OH 
CAPITAL 

52-WEEK 
HIGH  -  LOW 

RECENT 

P-E 
RATIO 

1  FRIEOE  GOLDMAN  INTERNATIONAL  (FGI)  Jackson,  Miss.  601-352-1107 
Construction  and  repair  of  offshore-oil  rigs 

459.3 

38.6 

186.5 

123.3 

31.2 

44  -  10 

17 

11 

2  BRASS  EAGLE  (XTRM)  Bentonville,  Ark.  501-464-8700  • 
Complete  outfitters  for  the  sport  of  paintball 

78.5 

9.1 

159.3 

1620.2 

23.8 

27-9 

25 

21 

3  SALTON  (SFP)  Mount  Prospect,  III.  847-803-4600 
Its  place  is  in  the  kitchen.  Maker  of  small  household  appliances 

441.0 

35.3 

60.8 

178.1 

28.3 

40-9 

39 

12 

4  MEDIA  ARTS  GROUP  (MDA)  San  Jose,  Calif.  408-324-2020 
Their  online  gallery  markets  Thomas  Kinkade  artwork  and  collectibles 

126.3 

18.4 

36.5 

163.5 

36.2 

26-7 

7 

6 

5  APEX  PC  SOLUTIONS  (APEX)  Redmond,  Wash.  425-861-5858  • 
Switching  systems  that  let  a  single  computer  operate  multiple  servers 

80.6 

16.3 

50.0 

108.7 

31.3 

27-8 

18 

23 

6  BEBE  STORES  (BEBE)  Brisbane,  Calif.  415-715-3900 
Clothing  for  hip,  18-  to  35-year-old  women 

185.8 

25.2 

31.1 

105.7 

37.0 

50-  10 

37 

37 

7  FUNCO  (FNCO)  Minneapolis  612-946-8883 
Sells  new  and  used  video  games  through  300  stores,  plus  catalog  sales 

196.6 

9.4 

34.3 

229.1 

24.1 

24-  10 

19 

13 

8  METRO  INFORMATION  SERVICES  (MISI)  Virginia  Beach,  Va.  757-486-1900 
Software  customized  to  meet  your  particular  needs 

239.3 

15.8 

35.4 

39.1 

42.6 

42-  15 

20 

19 

9  KROLL-O'GARA  (KROG)  Fairfield,  Ohio  513-874-2112 
VIP  protection.  Armored  vehicles  and  corporate-intelligence  services 

260.4 

14.7 

103.4 

40.2 

24.3 

41  -  19 

21 

32 

10  ASI  SOLUTIONS  (ASIS)  New  York  212-319-8400  • 
Helps  large  companies  hire  and  train  workforces 

57.8 

3.8 

77.1 

66.0 

22.9 

11-6 

9 

16 

11  SYMTEL  (SYNT)  Troy,  Mich.  248-619-2800  • 
Info-tech  solutions,  such  as  Y2K  compliance 

165.2 

24.0 

24.1 

74.4 

35.6 

35-7 

8 

14 

12  VISIO  (VSIO)  Seattle  206-521-4500  • 

Picture  this:  Software  for  drawing,  diagramming,  and  mapping 

188.0 

38.1 

69.0 

117.3 

20.6 

51  -  14 

28 

23 

13  MEADE  INSTRUMENTS  (MEAD)  Irvine,  Calif.  949-451-1450  • 
Reach  for  the  stars  with  the  world's  top  telescope  manufacturer 

76.3 

5.6 

35.8 

62.8 

24.1 

14-9 

13 

16 

14  JACK  HENRY  &  ASSOCIATES  (JKHY)  Monett,  Mo.  417-235-6652  • 
Software  and  hardware  for  the  banking  industry 

178.3 

31.5 

33.6 

39.5 

29.8 

55-26 

32 

21 

15  INTERNATIONAL  NETWORK  SERVICES  (INSS)  Sunnyvale,  Calif.  408-542-0100 
Computer  networking  consultants 

274.9 

20.3 

122.1 

174.9 

19.1 

50-  16 

39  118 

16  MEDCO  RESEARCH  (MRE)  Research  Triangle  Park,  N.C.  919-653-7001 
They  have  heart.  Pharmaceutical  research  for  cardiological  disorders 

28.7 

15.9 

42.0 

93.9 

20.9 

27-  16 

22 

15 

17  SPECIALTY  EQUIPMENT  (SEC)  Aurora,  111.630-585-5111 
High-tech  ranges  and  fridges  for  the  restaurateur 

495.6 

44.0 

8.1 

63.0 

47.5 

30-  18 

30 

14 

18  CITRIX  SYSTEMS  (CTXS)  Fort  Lauderdale  954-267-3000 

Software  that  helps  networked  computers  run  Windows-based  applications 

284.4 

74.6 

159.5 

206.9 

1! 

1.2 

54-23 

43 

5  3 
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Singapore 


was  the  smartest  decision  we've  ever  made/' 


ircstar   Advanced  global  communications  from  NTT. 

Arcstar  offers  you  a  uniquely  flexible  global  connection.  In  fact,  no  one  offers  a  stronger  connection 
with  Asia  and  the  Pacific.  In  Singapore,  for  example,  NTT's  Customer  Support  Center  provides 
comprehensive  network-integration  services  and  maintenance  to  flexibly  satisfy  your  every  need. 
As  one  of  the  world's  leading  telecom  providers,  NTT  can  provide  you  and  your  global  offices  with  an 
unsurpassed  level  of  service.  From  round-the-clock  multi-language  assistance  and  business  support  to 
emergency  backup.  Now,  connecting  with  Asia  is  a  simple  matter  of  connecting  with  the  right  partner. 


© 

NTT 


NIPPON  TELEGRAPH  ANO  TELEPHONE  CORPORATION 


Builders  of  the  infocommunications  age 

•TOKYO  'BANGKOK  -BEIJING  •HANOI  -HONG  KONG  "JAKARTA  -KUALA  LUMPUR  -MANILA  -SEOUL  -SHANGHAI  -SINGAPORE  -SYDNEY  -TAIPEI  -AMSTERDAM  -BRUSSELS 
•DUSSELDORF  -GENEVA  -LONDON  -PARIS  -CHICAGO  -NEW  YORK  -MOUNTAIN  VIEW  -LOS  ANGELES  -WASHINGTON  D.C.  -RIO  DE  JANEIRO  -SAO  PAULO 


For  more  information  on  how  NTT  can  connect  you,  call  1-800-4- NTT-USA. 


http://info.ntt.co.jp/global 
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19  VITECH  AMERICA  (VTCH)  Miami  305-477-1 161 
Makes  and  sells  its  own  brand  of  pc  in  Brazil 

195.3 

17.9 

59.2 

39.0 

23.3 

21  - 

8 

9 

7 

20  KV  PHARMACEUTICAL  (KV.A)  St.  Louis  314-645-6600  • 
Their  taste-masking  products  help  the  medicine  go  down 

109.1 

14.2 

33.6 

49.2 

24.8 

23- 

13 

16 

22 

21  LHS  GROUP  (LHSG)  Atlanta  770-280-3100  • 

Customer-service  solutions  for  the  telecommunications  industry 

179.3 

20.9 

82.5 

286.7 

17.4 

77- 

26 

35 

90  1 

22  MAXIMUS  (MMS)  McLean,  Va.  703-734-4200 

Undertakes  a  Herculean  task:  Administers  government  programs 

281.2 

20.9 

60.4 

21.3 

24.9 

42- 

20 

24 

33 

23  TSR  (TSRI)  Hauppauge,  N.Y.  516-231-0333 
Info-tech  staffing  for  big  corporations 

82.1 

4.6 

37.6 

70.6 

20.8 

15- 

5 

7 

9 

24  NATIONAL  R.V.  HOLDINGS  (NVH)  Perris,  Calif.  909-943-6007 
Road  trip!  Class-A  motor  homes  and  fifth-wheel  travel  trailers 

383.0 

26.5 

62.1 

91.1 

19.5 

34- 

13 

26 

11 

25  DUFF  &  PHELPS  CREDIT  RATING  (DCR)  Chicago  312-368-3100 
Appraisers  of  stocks,  bends,  cos,  and  municipal  securities 

84.4 

16.7 

22.6 

28.1 

44.1 

59- 

40 

59 

18 

26  TARRANT  APPAREL  GROUP  (TAGS)  Los  Angeles  323-780-8250 
Private-label  women's  wear  for  specialty  stores  and  chains 

398.0 

26.5 

21.6 

45.1 

29.0 

49- 

13 

45 

25 

27  ANCHOR  GAMING  (SLOT)  Las  Vegas  702-896-7568 
Operatoi  and  developer  of  gaming  machines 

251.0 

68.6 

33.4 

62.1 

22.8 

95- 

33 

44 

8 

28  OCULAR  SCIENCES  (OCLR)  South  San  Francisco,  Calif.  650-583-1400  * 
Look  sharp:  Makers  of  soft  contact  lenses 

156.7 

31.4 

30.7 

56.0 

23.1 

35- 

16 

35 

26 

29  COLORADO  MEDTECH  (CMED)  Boulder,  Colo.  303-530-2660 
Makes  medical  devices  for  health-care  companies 

60.7 

6.8 

35.0 

62.2 

21.0 

15- 

6 

11 

20 

30  VERITAS  SOFTWARE  (VRTS)  Mountain  View,  Calif.  650-335-8000  • 
Programs  that  help  you  convert  large  mainframes  to  smaller  computers 

243.7 

56.2 

116.4 

78.8 

18.7 

90- 

24 

71 

66  3 

31  PLANTRONICS  (PLT)  Santa  Cruz,  Calif.  831-426-5858 

Headsets  for  air  controllers,  phone  operators,  telemarketers,  and  the  deaf 

286.3 

55.3 

16.6 

29.7 

44.7 

88- 

41 

66 

22  ] 

32  TRANSACTION  SYSTEMS  ARCHITECTS  (TSAI)  Omaha  402-334-5101 
Supplier  of  applications  for  E-commerce 

327.0 

35.8 

36.0 

71.0 

20.1 

51  - 

26 

32 

28 

33  HEALTHWORLD  (HWLD)  New  York  212-966-7640  • 

Marketing  services  for  pharmaceutical  and  health-care  companies 

63.7 

4.4 

55.0 

30.2 

22.1 

18- 

10 

15 

25  I 

34  FACTSET  RESEARCH  SYSTEMS  (FDS)  Greenwich,  Conn.  203-863-1500  • 
Databases  of  financial  info,  from  sec  filings  to  historical  statistics 

91  4 

15.7 

29.9 

36.8 

23.7 

54- 

17 

48 

50  i 

35  CHILDREN'S  PLACE  RETAIL  STORES  (PLCE)  West  Caldwell,  N.J.  973-227-8900 
Clothes  for  kids — newborn  to  12 

320.5 

25.3 

32.6 

84.1 

20.3 

46- 

8 

46 

47  :I 

36  CHASE  (CCF)  Bridgewater,  Mass.  508-279-1789 

Tapes  and  protective  coatings  for  electrical  cables  and  printed  circuits 

46.8 

4.7 

13.2 

46.8 

26.3 

18- 

9 

10 

8  .. 

37  NETWORK  APPLIANCE  (NTAP)  Santa  Clara,  Calif.  408-367-3000 
Designs  and  manufactures  network  data-storage  devices 

249.0 

31.2 

75.1 

148.1 

15.9 

67- 

16 

47 

115  : 

38  STRAYER  EDUCATION  (STRA)  Washington  202-408-2424  • 
A  regional  college  for  business  and  computer  studies 

64.9 

18.7 

18.1 

32.5 

28.1 

41  - 

24 

35 

30  : 

39  RWD  TECHNOLOGIES  (RWDT)  Columbia,  Md.  410-730-4377 
Integrated  solutions  to  improve  workers'  productivity 

121.8 

14.0 

34.2 

21.6 

24.0 

27- 

12 

15 

17 

40  METRO  NETWORKS  (MTNT)  Houston  713-407-6000 

Largest  provider  of  traffic  reporting  and  local  news  for  TV  and  radio 

179.7 

20.6 

32.8 

72.0 

20.1 

57- 

28 

50 

41  - 

41  PACIFIC  SUNWEAR  OF  CALIFORNIA  (PSUN)  Anaheim,  Calif.  714-693-8066  341.4 
Clothing  retailer  for  the  young  and  active 

24.7 

42.1 

108.9 

17.3 

39- 

12 

34 

30  . 

42  BEST  SOFTWARE  (BEST)  Reston,  Va.  703-709-5200 

Software  that  helps  companies  manage  personnel,  assets,  and  budgeting 

75.7 

10.9 

17.7 

13.2 

42.2 

29- 

9 

13 

J4 

43  THERAGENICS  (TGX)  Buford,  Ga.  770-271-0233 

Makes  radioactive  seeds  for  the  treatment  of  prostate  cancer 

38.8 

13.6 

71.7 

106.2 

16.0 

30- 

5 

7 

16 

44  ATLANTIC  COAST  AIRLINES  HOLDINGS  (ACAI)  Dulles,  Va.  703-925-6000 
Regional  carrier;  operates  on  the  East  Coast  and  in  the  Midwest 

304.9 

31.2 

21.6 

27.0 

27.6 

36- 

12 

27 

13 

45  MIDWEST  EXPRESS  HOLDINGS  (MEH)  Oak  Creek,  Wis.  414-570-4000 
Operates  a  first -class-service  airline  catering  to  business  travelers 

399.3 

36.9 

14.3 

22.4 

35.4 

38- 

22 

31 

CM 

46  LINEAR  TECHNOLOGY  (LLTC)  Milpitas,  Calif.  408-432-1900 
Makes  analog  integrated  circuits  for  use  in  electronic  devices 

498.2 

189.6 

19.9 

25.6 

25.5 

64- 

20 

56 

46 

47  LANDAUER  (LDR)  Glenwood,  III.  708-755-7000 

Radiation-detection  badges  for  hospitals  and  businesses 

43.7 

12.8 

8.0 

8.4 

44.7 

33- 

24 

26 

48  DUCOMMUN  (DCO)  Long  Beach,  Calif.  562-624-0800 
Makes  components  for  commercial  and  military  aircraft 

162.0 

23.4 

24.2 

64.4 

20.4 

24- 

9 

11 

IT  CHARMS  ITS  P 

0| 


(Smoothus  Talkus  Reptilius) 


:  make  any  sudden  moves.  Keep  your  ears  open, 
trust  your  instincts.  That's 

>est  advice  we  can  give     '  '♦"^ 

■      „  >g 
meone  looking  tor  a  new  /fJJ'*' 

tess  management  system. 

wson  Software,  we  encourage 

o  take  your  time.  Talk  to  the 

•nt  customers  of  every  software 

ier  you're  considering.  Find  out  whether 

features  you  saw  in  the  demo  are 

lly  up  and  running  elsewhere.  Ask 

:  service  and  support.  And,  of  course, 

bout  the  products.  Are  they  fully 

'ated?  Process  oriented?  Web  accessible? 


fig  1 


> 


The  answers  may  surprise  you.  Lawson  Software's 
enterprise  fmancials,  human  resources,  procurement 

A 

m 

ffl   and  supply  chain  process  suites 
y    lead  the  industry  in  providing 
innovative  ways  to  gather,  process  and 
access  vital  information.  We  were  the 


first  to  utilize  web  technology,  enabling 
our  customers  to  share  information  more  freely 
and  cost-effectively.  Our  Self-Evident  Applications™ 
practically  eliminate  training  costs.  And  our 
people  are  known  for  their  accessibility  and 
straightforwardness.  In  other  words, 
we  don't  bite. Visit  Lawson  Software  at 


fig. 


www.lawson.com/guide  or  call  1-800-477-1357. 


ADING    EDGE   TECHNOLOGY   WITHOUT   THE  ATTITUDE' 


LAWSON 

Software 


INTERNET  COMMERCE 


There  is  a  place 
where  your  business  needs  converge... 
where  you  can  equip  your  company  with  products  from 
hundreds  of  the  world's  most  respected  brands, 
where  you  can  get  insightful  information, 
consistently  competitive  prices, 
and  world  class 
service 


and  you 
can  ^o  there  rieht  now 
without  even  leaving  vour  chair. 


Internet  commerce  as  it  was  meant  to  be. 


Why  should  you  care  how  big  wBB  your  business  products  supplier  is?  Does  it  matter  h<  >\\ 
many  products — how  many  brands — are  offered?  If  you're  trying  to  make  smarter  buying  Of^H  decisions, 
it  matters  a  lot.  At 

a  choice — over  27,000  office  products  from  hundreds  of  the  best  brands  !      |  in  the  business.  Add  to  that 
a  ci  iuple  of  thousand  technology  products, ^JSBbS  everything  from  high-capacity  network  servers  t<  >  the 
latest  mam  (and  coolest)  personal  digital  assistants,  and  you've  got — well,  you've  got  a  beginning! You  sec. 


Value  America,  you  can  make  better  choices,  because  at  last  you've  actually  got 


as  big  as  Vahk  America  is  in  the  world  of  business  products,  it's  only  the  tip  of  our  ^       I  iceberg!  We  have 
i  iver  1,200  ti  ip  brands  here,  m  a  s^ ,  ire  i  >t      WM  product  categories.  And  we  use  the  power  of  the  Internet  to 


bring  you  ^j^^  informative  multimedia  presentations    because  the  more  /ou  I  now,  the  bettei  shoppei 
you'll  be,  whether  you  shop  online  or  through  our  Business-To-Business  call  center.  ( let  the  ^|'^  point0 


www.  Value  America .  com 

(888)  510-8258  option  #1 


ERI 


for  &  ~New  MllUiudtmi 


PACKARD  /  mWn 


■     U.S.  Robotics 


Microsoft        DELTACT  Sf(tL  3M  fe^s  RC/1 

Panasonic       Canon  ®  A"""a"ces    %  fujifilm    -Pitney  Bowes    j^MiTCiJBjSj«       SA\YO       brother  *-ffi& 


JVC           (j'NI'liHllj)        Pendaflex         IHS?^-"  WEST  BEND  ffM„,ON  ^  ffi 

compaci       EPSON           X-       ^l.'.Uffl*     l,»;Hi;iH'i;i     Lexmark       AAMES  Homeiite  Toshiba  sony 

SEIKO        casio        NEC       olympus     ♦Polaroid      BRRUR        Kodak  ^  Technics  fg55j^a  Shop-vac 

BUSHfieLL         CjNor&CO      i BUCK  .BECKER                 ^         Oxford        hamgolt  SHARP  lOITiega  PULSAR 

(and  over  1,200  more) 
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49  ADVANCED  TECHNICAL  PRODUCTS  (ATPX)  Atlanta  770-993-0291 

176.6 

6.7 

149.4 

198.1 

13.6 

15 

-  6 

13 

11 

Composite-based  products  for  aerospace,  defense,  and  commercial  uses 

50  BUCKLE  (BKE)  Kearney,  Neb.  308-236-8491 

350.6 

35.5 

25.6 

53.1 

20.7 

39 

-  12 

21 

14 

Fashion-forward  clothes  for  teens  in  31  states 

51  QLOGIC  (QLGC)  Costa  Mesa,  Calif.  714-438-2200 

117.2 

25.7 

28.4 

225. 1 

16.9 

96 

-  14 

90 

65  1 

Supplies  integrated  circuits,  subsystems,  and  semiconductors 

52  COAST  DENTAL  SERVICES  (CDEN)  Tampa  813-288-1999  • 

38.2 

5.0 

120.9 

162.4 

13.9 

25 

-  6 

7 

10 

Open  wide,  please:  Manages  a  network  of  dental  clinics 

53  XETA  (XETA)  Tulsa  918-664-8200 

27.4 

3.2 

28.3 

27.2 

22.8 

24 

-  13 

22 

16 

Room  service?  Phone  systems  for  hotels 

54  DREW  INDUSTRIES  (DW)  White  Plains,  N.Y.  914-428-9098 

341.3 

16.1 

46.2 

20.8 

20.6 

15 

-  10 

13 

9 

Manufactures  windows  and  doors  for  pre-fab  houses  and  rvs 

55  MEDIALINK  WORLDWIDE  (MDLK)  New  York  212-682-8300 

40.5 

3.3 

56.3 

1 12.4 

15.4 

24 

-8 

16 

28 

Producers  of  video-  and  audio-news  releases  for  the  corporate  sector 

56  VITESSE  SEMICONDUCTOR  (VTSS)  Camarillo,  Calif.  805-388-3700 

227.:' 

63.5 

59.7 

219.9 

14.3 

59 

-  17 

48 

60  3 

Products  for  high-speed  communications 

57  ON  ASSIGNMENT  (ASGN)  Calabasas,  Calif.  818-878-7900 

139.0 

12.0 

28.2 

38.7 

20.7 

40 

-21 

28 

27 

Temporary  and  permanent  placement  of  scientific  and  health-care  pros 

58  COTELLIGENT  (CGZ)  San  Francisco  415-439-6400 

327  2 

15.3 

71.7 

232.4 

12.0 

26 

-8 

11 

10 

Answers  info-tech  problems  with  its  consulting  and  outsourcing  services 

59  ACTION  PERFORMANCE  (ACTN)  Phoenix  602-337-3700 

306.3 

28.3 

1 19.9 

103.1 

14.1 

48 

-  17 

37 

22 

A  one-stop  shop  for  motor-sports  memorabilia 

60  DIONEX  (DNEX)  Sunnyvale,  Calif.  408-737-0700 

165.2 

26.7 

7.7 

12.8 

32.9 

51 

-  19 

43 

38 

Chemical  analysis;  instruments  to  measure  contaminants  in  liquids 

61  KENNETH  COLE  PRODUCTIONS  (KCP)  New  York  212-265-1500 

240.5 

17.0 

25.5 

16.6 

23.1 

31 

-  13 

30 

24 

Fancy  footwork:  Retailers  of  fashion  shoes  for  men  and  women 

62  FOSSIL  (FOSL)  Richardson,  Tex.  972-234-2525 

331.1 

37.9 

18.9 

38.8 

21.3 

36 

-  13 

36 

21 

Makers  of  watches  and  fashion  accessories 

63  LEGATO  SYSTEMS  (LGTO)  Palo  Alto,  Calif.  650-812-6000 

163.0 

32.6 

D/.3 

67.6 

15.5 

68 

-  24 

39 

48  ] 

Its  NetWorker  software  transfers  files  onto  larger  storage  devices 

64  DSP  COMMUNICATIONS  (DSP)  Cupertino,  Calif.  408-777-2700 

143.9 

30.6 

40.6 

16.2 

20.3 

29 

-  5 

26 

35 

Wireless-communications  products,  chipsets  for  cell  phones 

65  GENTEX  (GNTX)  Zeeland,  Minn.  616-772-1800 

230.9 

54.5 

25.8 

39.4 

19.9 

32 

-  11 

30 

41  ; 

Electro-optical  products  such  as  automatically  dimming  rear-view  mirrors 

66  APPLIED  MICRO  CIRCUITS  (AMCC)  San  Diego  619-450-9333 

105.0 

17.9 

28.4 

64.7 

18.5 

57 

-  12 

52 

84  1 

Supplier  of  high-bandwidth  silicon  connectivity 

67  RESMED  (RESM)  San  Diego  619-689-2400 

82.8 

14.5 

41.5 

56.3 

16.3 

52 

-  18 

32 

34 

Medical  gear  for  home  use,  primarily  for  treating  sleep  apnea 

68  A.  S.  V.  (ASVI)  Grand  Rapids,  Minn.  218-327-3434 

38.5 

3.2 

70 .7 

102.0 

13.5 

26 

-  14 

19 

51 

Designs,  builds,  and  markets  the  Posi-Track  all-season  vehicle 

69  TECHNE  (TECH)  Minneapolis  612-379-8854 

85.2 

16.4 

12.1 

30.8 

22.9 

30 

-  12 

26 

32 

Manufactures  and  distributes  biotechnology  products 

70  BARNETT  (BNTT)  Jacksonville,  Fla.  904-384-6530 

226.0 

15.2 

22.6 

35.2 

20.3 

23 

-8 

10 

10 

Markets  and  distributes  plumbing  and  electrical  supplies 

71  CUTTER  &  BUCK(CBUK)  Seattle  206-622-4191 

93.1 

6.8 

61.4 

86.0 

13.8 

38 

-  18 

27 

23 

Manufacturers  of  golf  apparel  for  men  and  women 

72  UNIFAB  INTERNATIONAL  (UFAB)  New  Iberia,  La.  318-367-8291 

105.4 

8.2 

24.1 

10.7 

21.3 

25 

-  6 

11 

8 

Fabrication  and  assembly  of  equipment  for  offshore  drilling 

73  KAYDON  (KDN)  Ann  Arbor,  Mich.  734-747-7025 

365.2 

69.0 

17.4 

23.0 

22.0 

45 

-  23 

34 

16 

Manufactures  bearings,  filters,  cylinders,  shaft  seals,  and  slip  rings 

74  SOFTWORKS  (SWRX)  Alexandria,  Va.  703-317-2424 

47.4 

3.8 

56.2 

93.2 

13.1 

17 

-3 

13 

65 

A  systems-management  software  specialist 

75  FAIR,  ISAAC  (FIC)  San  Rafael,  Calif.  415-472-2211 

269.2 

29.4 

29.6 

24.6 

19.6 

55 

-29 

34 

17 

Helps  financial-service  companies  rate  creditworthiness 

76  WET  SEAL  (WTSLA)  Foothill  Ranch,  Calif.  949-583-9029 

485.4 

26.0 

20.8 

61.9 

18.7 

47  - 

-  14 

45 

23 

Clothes  encounters:  Women's  casual  wear  at  over  450  outlets 

77  HANSEN  NATURAL  (HANS)  Corona,  Calif.  909-739-6200 

57.8 

3.8 

17.0 

215.9 

15.9 

7- 

-  3 

5 

14 

The  fountain  1  youth.  Energy-packed  juices  and  sodas 

78  VISX  (VISX)  Santa  Clara,  Calif.  408-733-2020 

163.4 

36.4 

86.4 

21.6 

16.2 

142- 

-21 

122 

116 

The  better  to  see  you  with:  Correcting  vision  by  lasers 
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JEEP  GRAND  CHEROKEE 


COMPETITION 
(70-0  MPH  IN  2953  FT) 


iefore  you  buy  a  vehicle  that  says  it  can  take  you 
ends  of  the  earth,  do  yourself  a  favor,  check  the 
s.What  you'll  find  is  that  no  sport  utility  in  its 
las  a  shorter  stopping  distance  from  70-0  mph** 
:he  all-new  1999  Jeep,  Grand  Cherokee. 
)ur  new  four-wheel  disc  anti-lock  braking  system 
'lectronic  brake  distribution  gives  you  the  kind 
|  and  secure  feel  that  would  make  a  mountain 
nvious.  Which  is  a  very  very  good  thing,  consid- 
ihe  extreme  places  the  new  Grand  Cherokee  was 
led  to  take  you.  Like  the  Arctic  Circle.  The  Mojave 


Desert.  The  Mall  of  America  during  Christmas. 

No  matter  where  your  new  Jeep  vehicle  leads 
you — on-road,  off-road,  or  off  the  beaten  path — it'll 
also  ensure  you  get  back  safely.  Information?  Call 
1-800-925-JEEP  or  visit  us  online  at  www.  jeep.com. 
Because,  when  it  comes  to  best-in-class  stopping 
ability,**  the  competition  still  has  a  long  way  to  go. 


Jeep 


There's  Only  one 


THE     ALL-NEW     JEEP    GRAND  CHEROKEE 

HE   MOST  CAPABLE   SPORT   UTILITY  EVER* 


Based  on  AMCI  overall  on-  and  off-road  performance  tests  using  Grand  Cherokee  with  available  Quadra-Drive™  and  '>  8  engine. 
70-0  mph  braking  on  dry  pavement.  Class:  Wards  Luxury  Middle  Sport  Utility.  Jeep  is  a  registered  trademark  of  DaimlerChrysler. 


HOT  GROWTH  COMPANIES 


COMPANY  (STOCK  SYMBOL) 


CURRENT  RESULTS     THREE-YEAR  AVERAGES 


INVESTMENT  DATA 

STOCK  PRICE 


SALES 
$  MIL 


EARNINGS 
$  MIL 


INCREASE  (%) 
SALES  PROFITS 


RETURN  ON 
CAPITAL 


52-WEEK 
HIGH  -  LOW 


P-E 

RECENT  RATIO 


79  MASTECH  (MAST)  Oakdale,  Pa.  412-787-2100 

WnrlHwiHp  rnn^tiltpnf^  tn  <;nl\/p  vnur  it  nrnhlpm^i 

V  VUl  1  U  VV  IUC    UUI  1  JU  1  Lu  1  1  LO    IU    JUIVC    JIUUI     1  1     |  M'JUrLl  I  I  J 

430.7 

36.6 

56.0 

26.7 

16.6 

31 

-  10 

16 

24 

80  SOFTWARE  AG  SYSTEMS  (AGS)  Reston,  Va.  703-860-5050 

^nftvuarp  nrnriitrt^  and  ^prvirp^  fnr  larcp  rnrnnr^tinn^; 

OUIlVVdIC   yl  UUULlo   cm  r,  ■    9CI  VlUvO    IUI    lul          LUi  yui  auui  lo 

246.7 

27.7 

17.5 

90.4 

16.6 

33 

-  5 

8 

10 

81  HOOPER  HOLMES  (HH)  Basking  Ridge,  N.J.  908-766-5000 

MpHiral  pvam1;  z\r\f\  rplpfprl  ^prvirp^  fnr  m^nranrp  rnmnanip^ 

ivicuiucn  CAai  i  io  ai  tu  1 -■lai'.u  jci  vii,cj  iui    m  ioui  ai  ik,c  i.  ui  i  i  y.><.  >  m  i  <.  a 

192.0 

15.7 

17.2 

105.2 

16.3 

18 

-8 

16 

30 

82  AUTOMOBILE  PROTECTION  (APCO)  Atlanta  770-394-7070 

AHm i n icitprc  anH  m^rUpt^  uphirlp-^prvirp  rnntr^rfc; 

HUM  MHIiMCI  J  at  IU    1  1  IOI  r\ClO    VCIIIUIC  oCI  VII.C  V»  U 1  '  I  i  .1'    i  i 

125.0 

7.0 

35.1 

70.7 

14.3 

14 

-  5 

9 

16 

83  AMERICAN  WOODMARK  (AMWD)  Winchester,  Va.  540-665-9100 

Kitrhpn  rphinpfc:  fnr  wpll-Unnwn  hnmp  rpnfprc; 

IM  LL.I  ICI  1   UaUIIIClO    IUI    VVCII    r\llUVVII    1  IUI  1  Ic    UCI  IICI  D 

300.7 

16.4 

14.8 

57.9 

19.3 

44 

-  21 

39 

19 

84  VIASAT  (VSAT)  Carlsbad,  Calif.  760-438-8099 

NpfwnrU  h^rHvA/^irp  ^nH  ^nftvw^rp  fnr  ^Afpllifp  anH  wirp|pc;c:  rnmrniiniratmn^ 

1  ICllrVUl  n    I  IC3I  U  VVCII  C    clli'J    OUI  IVvOI  C    IUI     JuLn  1  UC    OIIU    IVIICIC3J    LUI  1  1 1  1  I  (J  1  1 1 O  L  1  Ul  1 O 

71.1 

6.0 

34.8 

55.4 

15.9 

20 

-  7 

10 

14 

85  REMEDYTEMP  (REMX)  Aliso  Viejo,  Calif.  949-425-7600 
Fill-tn  stsff  for  cl6ric3l  3nd  light-industrisl  jobs 

465.0 

14.3 

28.9 

37.9 

17.6 

32 

-  10 

12 

7 

86  ANSYS  (ANSS)  Canonsburg,  Pa.  724-746-3304 

ruwciiui,  iicAiuic  ucbigi i  aiidiybib  ouiivvdic 

58.2 

12.3 

12.1 

162.5 

16.1 

12 

-  6 

8 

12 

87  QRS  (QRSI)  Richmond,  Calif.  510-215-5000 

1  noi^tir^  ^nhitinnc  fnr  F-rnmrnprrp  anH  nfhpr  mprrh^nHicipr^ 

LUgl  jHU  J   jUIUIIUIIj    IUI    1      LUI  1  III  ICI  LC  allU   Ull  ICI    1  1  ICI  L.I  lul  IUI  jt  1  5 

101.2 

12.3 

29.3 

63.4 

15.9 

66 

-  21 

60 

43 

88  AG  SERVICES  OF  AMERICA  (ASV)  Cedar  Falls,  Iowa  800-395-8505 

N amo.hranH  rrnn  nrnH iipfc  anH  f inannno  fnr  f 3 rrnprQ 
I N  a  1 1  Ic  U!  d  I  I 'J  1. 1  U  p  (Ji  uu  UL  t  j  a  I  IU  lllldllulltg  IUI   ( d  1 1 1  lei  o 

225.2 

6.5 

25.3 

26.6 

19.4 

19 

-  12 

17 

15 

89  PLEXUS  (PLXS)  Neenah,  Wis.  920-722-3451 

PrnHiirf  rlp\/plnnmpnt    m^niifantiirino   ^nrl  tpQfino  nf  plprtrnnirc: 

r  1  UU  Uul  UCVClUUIIlclll,    MtdHUtduLUMIIg,  d  1  IU   LCo  1 1 1  Ig  Ul  ClCUllUIMuo 

408.3 

23.1 

12.9 

51.0 

19.4 

40 

-  14 

33 

23 

90  SBS  TECHNOLOGIES  (SBSE)  Albuquerque  505-875-0600 

Hioh-pnrl  rnmniifpr  nrnHurf*;  pnH  wtpnr;  fnr  inrli  i^f  rial  m^rkpf^ 

i  ii&ii  ci  iu  uui  1 1  uu  lci    ui  uu  ulij  a  i  i u  z>y  d  ic  i  mo  iui    1 1  iu  uou  icj t  1 1  lai  r\cio 

98.9 

11.7 

66.3 

35.7 

14.7 

33 

-9 

19 

10 

91  SIMPSON  MFG.  (SSD)  Pleasanton,  Calif.  925-460-9912 

^imnlipQ  fnr  hinlHpr^    inrlitrlino  \/pnt*;  fnr  oac.  anri  wnnH-hi  irnino  ^tn\/PQ 

1 1  *  J  '  j.  ■  1  1 '         IUI     UUIIUCI  O,     1  1  IL  1  UU  1  1  ft    VCIILO    IUI     gUJ      CIIU    VVUUU    UUHIIIIg  DLUVCZ) 

294.5 

33.1 

18.8 

30.3 

19.5 

49 

-25 

46 

17 

92  PREMISYS  COMMUNICATIONS  (PRMS)  Fremont,  Calif.  510-353-7600 

1  dfoor ^tori  Hioital-a/TPCc  nrnrf i  ipfc  fnr  tp l&rnm.cor\/irp  nrnv/iHprQ 

UllCgldlcU  UlglLdl  dLucib  UlUUULlo   IUI    LclCUUI  1  1  3Cl  V  ILc  LflUVlUCl-5 

108.4 

14.1 

44.1 

38.9 

14.8 

31 

-  5 

8 

15 

93  GLOBAL  PAYMENT  TECHNOLOGIES  (GPTX)  Valley  Stream,  N.Y.  516-256-1000 

M  a|/pc  wiiii  nmpnt  fnr  f  hp  wpnrl  i  no  anH  oam  mo  i nH i  iQf  n  p<; 

IVlCmCD  CUjUIJJIIIclU    IUI    LHC  vcl  1 U  1 1  1  g  ul  III  gdl  lllllg  IIIUllDll  ICO 

47.0 

4.4 

41.0 

49.2 

14.3 

16 

-  5 

13 

17 

94  MICROS  SYSTEMS  (MCRS)  Beltsville,  Md.  301-210-6000 

M^ni  if  art  i  i rpc  anrl  cph/ippq  hntp  1  anrl  rp^ta i  ira nt  rnmni  if pr  cv/QfpmQ 
Ivl  dl  lUlaulUI  Co  dl(U  ocl  Vluci  IIUICI  dl  IU  1  Cola  Ul  dill  uUIIIUUlcl   oyolcl  1 13 

315.7 

23.6 

35.0 

42.9 

15.3 

40 

-  22 

31 

22 

95  CENTEX  CONSTRUCTION  PRODUCTS  (CXP)  Dallas  214-559-6514 

IVIdr\CO  UClllCllL,   UUIIUICLC,  dliu  Wd  1 1  UUdl  u 

334.4 

77.3 

16.1 

31.9 

19.5 

45 

-31 

38 

10 

96  TOTAL  SYSTEM  SERVICES  (TSS)  Columbus,  Ga.  706-649-2310 

1 1  it  i  rinc  fnr  nrAroccmn  f        tt  r~-^rf\  trancar'finnc 
OUIULIUHo  IUI    fJlUuCobnlg  tlcUH  tdlU    IT  dt  IbdL  HUI  lo 

415.2 

57.5 

16.6 

25.0 

19.8 

26 

-  14 

19 

62 

97  BARR  LABORATORIES  (BRL)  Pomona,  N.Y.  914-362-1100 
Develops  and  manufactures  generic  and  proprietary  drugs 

421.3 

45.0 

22.3 

81.9 

15.0 

50 

-  25 

34 

18  ] 

98  MARKET  FACTS  (MFAC)  Arlington  Heights,  III.  847-590-7000 
525,000  households  provide  data  for  their  market  research 

143.6 

9.6 

27.4 

56.9 

15.5 

31 

-  18 

31 

29  1 

99  MITY-LITE  (MITY)  Orem,  Utah  801-224-0589 
Manufactures  lightweight,  durable  folding  furniture 

27.9 

3.7 

23.2 

24.4 

19.0 

26 

-  12 

18 

17  | 

100  PERFORMANCE  TECHNOLOGIES  (PTIX)  Rochester,  N.Y.  716-256-0200  • 
High-performance,  fault-tolerant  communications  and  networking  products 

30.9 

6.0 

19.4 

34.5 

17.3 

17 

-9 

13 

16 

ALPHABETICAL  INDEX 
OF  COMPANIES 

The  number  that  follows 
each  company  name 
indicates  its  ranking 
in  the  table 


a.  s.  V.  68 

Action  Performance  59 
Advanced  Technical  Prods.  49 
Ag  Services  of  America  88 
American  Woodmark  83 
Anchor  Gaming  27 
ANSYS  86 

Apex  PC  Solutions  5 

Applied  Micro  Circuits  66 

ASI  Solutions  10 

Atlantic  Coast  Airlines  Hldgs.  44 

Automobile  Protection  82 

Barnert  70 

Barr  Laboratories  97 

bebe  stores  6 

Best  Software  42 

Brass  Eagle  2 

Buckle  50 

Centex  Construction  Prods.  95 
Chase  36 


Children's  Place  35 

Citnx  Systems  18 

Coast  Dental  Services  52 

Cole  (Kenneth)  Productions  61 

Colorado  MEDtech  29 

Cotelligent  58 

Cutter  &  Buck  71 

Dionex  60 

Drew  Industries  54 

DSP  Communications  64 

Ducommun  48 

Duff  &  Phelps  Credit  25 

FactSet  Research  34 

Fair.  Isaac  75 

Fossil  62 

Friede  Goldman  Intl.  1 
Funco  7 
Gentex  65 

Global  Payment  Tech.  93 
Hansen  Natural  77 


Healthworld  33 

Henry  (Jack)  &  Associates  14 

Hooper  Holmes  81 

International  Network  Svcs.  15 

Kaydon  73 

Kroll-0  Gara  9 

KV  Pharmaceutical  20 

Landauer  47 

Legato  Systems  63 

LHS  Group  21 

Linear  Technology  46 

Market  Facts  98 

Mastech  79 

Maximus  22 

Meade  Instruments  13 

Medco  Research  16 

Media  Arts  Group  4 

Medialink  Worldwide  55 

Metro  Information  Svcs.  8 

Metro  Networks  40 


Micros  Systems  94 
Midwest  Express  Hldgs.  45 
Mity-Lite  99 
National  R.V.  Hldgs.  24 
Network  Appliance  37 
Ocular  Sciences  28 
On  Assignment  57 
Pacific  Sunwear  41 
Performance  Tech.  100 
Plantronics  31 
Plexus  89 

Premisys  Communs.  92 
Qlogic  51 
QRS  87 

RemedyTemp  85 
ResMed  67 
RWD  Technologies  39 
Salton  3 

SBS  Technologies  90 
Simpson  Mfg  91 


Software  AG  Systems 
Softworks  74 
Specialty  Equipment 
Strayer  Education  38 
Syntel  11 

Tarrant  Apparel  Grou £ 
Techne  69 
Theragenics  43 
Total  System  Service| 
Transaction  Systems 
TSR23 

Unifab  International 
Veritas  Software  30 
ViaSat  84 
Visio  12 
VISX  78 

Vitech  Amenca  19  , 
Vitesse  Semiconduct. 
Wet  Seal  76 
XETA53 
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A  HISTORY  OF 
GREAT  RETURNS. 


Even  on  phone  calls. 


VA  N  KAMPE  N 


F    U    N     D  S 


For  nine  consecutive  years,  our  service  has  earned  the  highest  industry  recognition* 
And  it  doesn't  end  there.  For  example,  our  Emerging  Growth  Fund  posted  average  annual  total 
returns  of  26.98%,  19,53%  and  21.50%  for  the  1-,  5-,  and  10-year  periods  ending  12/31/98.** 
Call  your  Financial  Advisor  or  1-800-231-2808.  www.vankampen.com 


I  funds  involve  risk,  including  fluctuation  or  loss  of  principal.  The  investment  return  and  principal  value  will  fluctuate  with  changes  in  market  conditions.  Shares 
iemed,  may  be  worth  more  or  less  than  their  original  cost.  For  a  prospectus  containing  more  complete  information  including  a  discussion  of  risk  considerations' 
nd  expenses  for  any  Van  Kampen  Fund,  contact  your  Financial  Advisor  Please  read  the  prospectus  carefully  before  investing  or  sending  money  Distributed  by 
en  Funds  Inc.  ©1999  Von  Kampen  Funds  Inc.  *  American  Capital  received  the  DALBAR  Quality  Tested  Service  Seal  each  year  from  1990  through  1994  Van  Kampen 
e  award  from  1995  through  1998.  The  companies  merged  in  1994.  "Emerging  Growth  Fund  total  returns  for  A-shares,  including  the  maximum  sales  charge  of  5  75% 


Science  &  Technology 


INTELLIGENCE 


THEY'RE  LISTENING 
TO  YOUR  CALLS 

Echelon  monitors  phones,  E-mail,  and  radio  signals 


Y 

1 

■  i 


fou  think  the  Internet  brings  grave 
new  threats  to  privacy?  Then  you 
probably  don't  know  about  Eche- 
lon. Run  by  the  supersecret  Na- 
tional Security  Agency,  it's  the  grand- 
daddy  of  all  snooping  operations. 

Business  and  political  leaders  are 
waking  up  to  the  alarming  potential  of 
this  hush-hush  system.  A  combination  of 
spy  satellites  and  sensitive  listening  sta- 
tions, it  eavesdrops  on  just  about  every 
electronic  communication  that  crosses  a 
national  border — phone  calls,  faxes, 
telexes,  and  E-mail — plus  all  radio  sig- 
nals, including  short-wave,  airline,  and 
maritime  frequencies.  Echelon's  globe- 
straddling  system  also  listens  in  on  most 
long-distance  telecom  traffic  within  coun- 
tries. Ditto  for  local  cell-phone  calls. 

Indeed,  if  a  phone  call  or  message 
travels  via  satellite  or  microwave  relay 
during  any  part  of  its  journey,  it  proba- 
bly gets  picked  up  by  Echelon.  So  the 
lion's  share  of  all 
telecommunica- 
tions traffic  is 
bugged  because 
even  under- 


ft 


sea  phone  cables  and  fiber- 
optic terrestrial  systems  of- 
ten have  microwave  links 
somewhere  in  the  loop. 
"Americans  should  know 
that  every  time  they  place 
an  international  call,  the 
nsa  is  listening,"  says  John 
E.  Pike,  a  military  analyst  at  the  Fed- 
eration of  American  Scientists  in  Wash- 
ington. "Just  get  used  to  the  fact — Big 
Brother  is  listening." 

In  Europe,  Big  Brother  may  soon  get 
a  second  set  of  ears.  The  European  Par- 
liament is  working  on  a  junior  version  of 
Echelon.  A  resolution  outlining  the  tech- 
nical standards  for  tapping  such  new- 
tech  systems  as  the  Internet  was  ap- 
proved on  May  7. 

Enciyption  is  no  guarantee  of  privacy 
either.  The  nsa,  which  is  bigger  than 
the  Central  Intelligence  Agency  and 
runs  Echelon  from  its  headquarters  at 
Ft.  Mead,  Md.,  has  little  trouble  un- 
scrambling messages  encoded  with  most 
commercial  encryption  software.  With 
a  little  more  time,  nsa  can  probably 
break  "crypto"  schemes  with  so-called 
Keys  almost  1,000  bits  long,  says  Lisa  S. 
Dean,  vice-president  for  technology  at 
the  Free  Congress  Research  &  Educa- 
tion Foundation,  a  conser- 
vative think  tank  in 
Washington.  "That's 
why  1,028  bits  is 
-  used  by  most  orga- 
'■^^  nizations  that  are  con- 

cerned about  confidentiality." 
If  it's  any  consolation,  the 


vast  bulk  of  all  commumca 
are  never  heard  or  seen  by 
pie.  Echelon's  chief  task  is 
ing  through  civilian  telecom  t 
for  clues  about  terrorist  plots, 
smuggling  cartels,  political  unres 
other  intelligence  requested  by  the 
tagon,  government  strategists,  and 
enforcement  agencies.  Supercomp 
screen  the  so-called  intercepts  fo 
words  related  to  such  matters.  I 
computers  don't  spot  anything 
cious,  the  tapes  get  erased  af 
month  or  so. 
LEAKS  AND  POACHERS.  Still,  lik 
technological  tool,  Echelon  is  subjd 
political  abuses— and  there  have  I 
some.  During  the  Reagan  Admini 
tion,  Echelon  intercepted  phone  cal 
Michael  Barnes,  then  a  Democraticl 
gressman  from  Maryland,  to  Nicara 
officials,  and  transcripts  were  leak! 
the  press.  Echelon  can  also  backfill 
two  occasions,  Canadian  spooks  whl 
laborate  with  the  nsa  used  Echelj 
pick  up  information  on  pending  S 
China  grain  deals  and  steal  the  I 
ness  with  lower  prices. 

Echelon  has  been  operating  with! 
fanfare  for  decades.  It  springs  fij 
secret  pact  signed  in  1948  by  the  I 
Australia,  Britain,  Canada,  andl 
Zealand — the  countries  running  $ 
Ion's  main  listening  posts  (map).  I 
last  year,  the  system  was  hauled 
the  glare  of  public  scrutiny  by  a  I 
prepared  for  the  European  Parliitf 
by  Omega  Foundation,  a  British  xi% 


THE  SATELLITES  ARE  OUT  THERE 


These  satellites  scoop  up  telecom  signals,  plugging  holes  left 
smaller  eavesdropping  posts  were  closed  when  the  cold  war  enc 


IK 


SATELLITE 
CODE  NAME 


NUMBER 
IN  ORBIT 


ORBITING 
HEIGHT  (MILES) 


MAKER 


PURPOSE 


ORION/VORTEX 

3 

i  22,300 

TRW 

Telecom  surveillance 

TRUMPET 

2 

I  200  to  22,300 

Boeing 

i  Intercept  cell-phone 

DATA:  CENTER  FOR  TECHNOLOGY  POLICY 
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Joanna  Molina  Austin  Hernandez 

Musing  Since  1/29/99         Missing  Since  4/28/97 


Brian  Andrewm 
Missing  Since  7/10/9 


Carita  Johnson  D'wan  Sims 

Missing  Since  5/31/98  Missing  Since  12/1 1194 


smumm  1  ■ 

Donna  DiSanlo  Erica  Baker 

Missing  Since  9/2/98  Missing  Since  2l~/99 

HHffl 


picture  then) 

Home. 


Sarah  French  Reuben  Blackwell  H 

Missing  Since  1/6/99  Missing  Since  5/6/96 


Sarah  Boehrn 
ting  Since  7/15/94 


Sarah  Skiha  Sojia  Hernandez 

Missing  Since  2/5/99  Missing  Since  7/1 7/97 


Stryder  Lee 
Missint  Since  9/30/9'  Mi 


Sierra  Lewis 
Missing  Since  1017/97 


\ 


Ross  Lockwood 
Missing  Since  "11019-4 


If  you've  seen  any  of  these  children,  please  call  the  NCMEC  hotline  at  1-800-THE-LOST. 

■very  day,  more  than  2,200  children  disappear.  A  staggering  statistic.  But  there  is  good  cause  for  hope.  Working  closely  with  law 
nforcement  agencies  across  the  country,  the  National  Center  for  Missing  and  Exploited  Children  (NCMEC)  has  achieved 
abstantial  success  in  finding  children.  Canon  is  proud  to  join  the  effort  by  donating  state-of-the-art  equipment  to  help  disseminate 
hotos  and  information  about  missing  children  faster.  We  urge  you  to  look  at  these  children  and  see  if  you  recognize  any  of 
lem.  Then  take  current  photos  of  your  own  children  just  in  case  of  an  emergency.  Because  photos  are  the  best  way  to  help  find 
lissing  children.  For  more  information  about  this  program,  visit  our  Web  site  at  www.picturethemhome.com. 


SING  & 
PLOTTED 


A  recent  poll  among  law  enforcement  found  thai 
pictures  are  the  most  important  tool  in  the  search 
for  missing  children.  Canon  u  donating  CarwScan 
scanners,  Buhhle  let  printers  and  PowerSkot 
digital  cameras  to  help  get  the  photos  out  ijuickly 


|A.  children 

— *  HOME 

>  *tj  progroffl 


Canon 


©1999  Canon  Computer  Systems.  Inc  Canon  is  a  registered  trademark  and  Bubble  Jet,  CanoScan  and  PovierShot  are  trademarks  ot  Canon  Inc 
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eSSm  ah,  acptoachmgabusyiniersec»on  >  tad  ^ 

M  was  driving  my  car  one  n  gh  •  apP  ^  Then  ll  th 

"o,  way,  so  .here      "^No  radio  or  power  sreenr.^  J 
"o  r  ot  rhe  car.  There  didnr  even  carry  «  ^  al  abou( 

lhin6  was,  *e  .on—  -     _  g  ^  tacing  ,Hrou  h  r   ^  ^  ^  „„. 
M  that  moment,  1  looKea  v  di  all  me  p 

SU.  -  h0^Td  .re-  have  to  roucn  rhe  gas. 
TheUgh«.*e«*o>d.dnt 


S»encer,  Ches<er/ield,  Mi»o«n 
Nancy  Spencer, 


WHO'S  LOOKING  AFTER  YOU? 

For  85  years,  State  Fund  has  provided  more  California  businesses  with  workers'  compensation  insurance  than 
any  other  company.  With  offices  throughout  the  state,  we  provide  comprehensive  services  and  a  toll-free  call 
center  to  file  claims  instantly.  Our  employee  safety  programs  can  also  help  prevent  accidents  2"TV^TE 
in  the  first  place  and  keep  your  costs  down.  So  your  business  will  be  insured.  And  protected.  compensation 

r  INSURANCE 

FUND 

Get  More.  Worry  Le 

Call  your  broker  or  1-888-STATE  FUND 

www.  scif.  com 

Excerpt  from  "Angel  Encounters'*  by  Karen  Goldman 


cience  &  Technology 


ircher.  Europeans  were  enraged  by 
Hiding  that  "within  Europe,  all  E- 

telephone,  and  fax  communications 
routinely  intercepted"  by  the  nsa. 
ike  many  of  the  electronic  spy  sys- 
,  developed  during  the  Cold  War," 
report  noted,  "Echelon  is  designed 
irimarily  non-military  targets:  gov- 
lents,  organizations,  and  businesses 
rtually  every  country." 

fact,  the  nsa's  biggest  base  for 
ronic  spying  is  at  Menwith  Hill  in 


While  economic  intelligence  has  al- 
ways been  an  Echelon  priority,  Inman 
says  the  main  targets  are  "fair  trade 
issues  and  trade  violations — that  sort 
of  thing."  Canadian  Frost  adds  that  eco- 
nomic intelligence  gained  importance  "as 
the  cold  war  started  to  wane,"  but  there 
was  a  firm  policy  "not  to  share  this  in- 
formation with  the  private  sector." 

But  to  executives  in  non-English- 
speaking  countries,  Echelon  smacks  of 
an  Anglo  conspiracy.  Under  the  1948 


speech-recognition  and  text-search  pro- 
grams sift  through  the  traffic,  hunting 
for  specific  words  and  phrases.  Each 
main  snooping  post  has  its  own  list  of 
key  words,  called  the  Dictionary,  tai- 
lored to  the  intelligence  tasks  in  its  ge- 
ographic area.  When  the  computers 
spot,  say,  a  terrorist's  pseudonym  or  a 
slang  term  for  narcotics,  the  message 
gets  sent  to  a  human  expert. 

"If  I'm  talking  to  someone  in  Ger- 
many and  we  use  enough  Dictionary 


L  EARS 


LESTRIM.  CANADA 


lobe-circling  string 
istening  posts 
esdrops  on  virtually 
international  elec- 
lic  traffic  and  lots 
ocal  communica- 
is.  Called  Echelon, 
system's  main 
es,  shown  here, 
e  supercomputers 
i  filter  phone  calls, 
tail,  faxes,  and 
io  transmissions  for 
off  words.  When 
;et  words  are  found, 
intercept  goes  to 
nans  for  analysis. 


YAKIMA, 
WASH. 


EUROPE 


MENWITH  HILL 
AND  MORWENSTQW 
ENGLAND 

AFRICA 


MONITORING  STATIONS  AND 
THE  REGIONS  THEY  COVER 


ASIA 


NORTH 
AMERICA 


WAIHOPAI, 
NEW  ZEALAND 


SHOAL  BAY  ~ 

AND 
GERALDTON,^ 
AUSTRALIA 


AUSTRALIA 


and's  Yorkshire  Moors.  It  is  oper- 
jointly  with  Britain's  Government 
nunications  Headquarters,  or  gchq, 
i  is  the  equivalent  of  the  nsa.  Dot- 
the  sprawling  site  are  at  least  25 

soccer-ball-like  structures,  each 
g  a  high-tech  antenna  tuned  to  in- 
pt  a  specific  telecom  target, 
e  Omega  revelations  jolted  many 
peans,  despite  earlier  disclosures 
as  Spyworld,  a  1995  book  by  Mike 
t,  a  retired  spook  who  was  a 
;y  director  of  Canada's  nsa  partner, 
Communications  Security  Estab- 
ient  (cse).  In  particular,  leaders  in 
aental  Europe  bristled  when  news- 
|  accounts  suggested  that  Echelon 
t  be  providing  competitive  intelli- 
;  to  Anglo-based  companies.  "Ab- 
ely  not,"  declares  Bobby  Ray  In- 

a  retired  Navy  Admiral  who 
id  the  nsa  in  1979  when  the  CIA 
)sed  sharing  intelligence  with  busi- 

"I  won  that  one,"  says  Inman,  by 
ng  that  the  multinational  status  of 
anies  would  make  it  tough  to  pick 
ficiaries.  For  instance,  he  says, 
Id  you  give  it  to  IBM  in  Paris  but 
lissan  in  Tennessee?"  The  nsa  de- 
i  to  speak  with  business  week, 
t  has  reiterated  that  it  doesn't 
1  intercepts  with  companies. 


ukusa  Agreement,  the  nsa  is  head  hon- 
cho,  with  America's  Anglo  allies  as  "sec- 
ond parties."  Even  though  most  NATO 
countries  and  a  few  others,  including 
Japan  and  Korea,  have  since  joined  the 
ukusa  society,  they  are  deemed  "third 
parties" — meaning  they  get  to  funnel 
intelligence  to  the  nsa  but  are  rarely  al- 
lowed to  see  anything  from  other  con- 
tributors. The  nsa  soothes  any  bruised 
feelings  by  providing  gee-whiz  eaves- 
dropping technology  and  a  lot  of  money. 
WIDE  NET.  That  puts  the  nsa  in  the  cat- 
bird seat.  It  alone  sees  all  of  the  so- 
called  comint,  or  communications  intel- 
ligence. Vast  amounts  flow  continually 
from  the  primary  eavesdropping  sta- 
tions plus  scores  of  smaller  listening 
posts  in  Germany,  Japan,  the  Middle 
East,  and  elsewhere.  Many  of  these  are 
operated  by  U.  S.  armed  forces,  so  even 
the  host  country's  intelligence  agency 
doesn't  know  what's  collected.  In  addi- 
tion, the  nsa  has  at  least  five  ear-in- 
the-sky  spy  satellites  that  are  so  ex- 
quisitely sensitive  they  can  monitor 
signals  on  the  ground  from  hundreds 
or  even  thousands  of  miles  up. 

So  much  information  gets  sucked  up 
that  it  would  overwhelm  human  analy- 
sis. So  nsa  relies  on  supercomputers 
and  artificial  intelligence.  Advanced 


SOUTH 
AMERICA 


SUGAR  GROVE, 
W.  VIRGINIA 


key  words,  Echelon  will  certainly  mark 
our  conversation,"  says  analyst  Pike. 
"Then  nsa  will  tty  their  best  to  identify 
the  German.  But  they're  required  by 
law  to  blank  my  name  and  substitute 
'U.  S.  person.' "  However,  the  nsa  can 
easily  get  around  that  protection  of  U.  S. 
law  by  letting  the  cse  or  the  gchq  deal 
with  the  suspect  conversation,  since  nei- 
ther agency  is  bound  by  the  laws  of 
America  or  Germany. 

Some  of  the  handwringing  in  Europe 
over  the  Omega  report  may  have  been 
for  show.  The  French  secret  service  has 
been  accused  repeatedly  by  the  FBI  with 
spying  on  U.  S.  companies.  Bonn  has  its 
own  miniversion  of  Echelon  for  tapping 
international  telecom  traffic  to  and  from 
Germany.  And  the  scheme  being 
hatched  by  European  justice  ministers, 
which  is  designed  to  combat  terrorism 
and  other  serious  crime,  contains  essen- 
tially no  regulatory  checks— and  has 
critics  and  privacy  advocates  up  in  arms. 

To  Pike,  things  are  getting  out  of 
hand.  Sui^veillance  technology  is  becom- 
ing so  competent,  he  explains,  that 
snooping  systems  soon  may  outstrip 
"the  wildest  dreams  of  George  Orwell." 
It's  enough  to  make  anyone  paranoid. 

By  Otis  Port  in  New  York,  with  Inka 
Reseh  in  Paris 
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SIEMENS 


Energy  and  Power   •  Health  Care   •  Information  and  Communication   •  Lighting    •  Industry  and  Automation    •  Microelectronics  and  Components   •  Transportati 


iese  days,  state-of-the-art  healthcare  begins  with  major  advances  in  ultrasound  and  related 

iany  months  before  birth  and  lasts  for  a  lifetime.  diagnostic  imaging  techniques,  as  well  as  in  critical 

s  delivered  by  medical  professionals  who  use  care,  respiratory  care,  oncology,  cardiology,  urology, 

vast  array  of  technology — tools  that  represent  audiology,  and  surgery.  Our  goal  is  simple:  to 

modern  revolution  in  diagnosis,  monitoring,  and  provide  care  givers  with  the  technical  resources 

aatment.  Siemens  is  a  leader  in  that  revolution,  they  need  to  make  the  world  a  healthier  place. 

We're  Siemens.  We  can  do  that. 


www  usasiemens.com   ©Siemens  Corporation  1999 


JDEdwards 

Enterprise  Softwarl 


It's  happening  in  business  circles  everywhere.  Vision  is  becoming  reality.  Inspiration  is  Hi 
seeing  the  light  of  day.  And  cocktail  napkin  genius  is  finding  a  place  in  the  real  world. 

That's  the  power  of  J.I).  Edwards  enterprise  software.  Designed  for  everything  from  bw 
business  to  e-business,  it's  the  only  solution  that  allows  you  to  put  your  ideas  into  action  andM 
painlessly  make  changes  after  implementation. 

Enabling  this  new  found  freedom  is  ActivEra?1  a  suite  of  business  tools  and  technologies 
that  gives  you  the  control  and  agility  needed  to  thrive  in  today's  unpredictable  business  climM') 

Take  it.  Run  with  it.  You'll  be  amazed  at  how  far  you  can  go.  For  more  information,  caBj 
(800)  727-5333  or  visit  us  at  www.jdedwards.com. 

S  J.I)  Edwards  World  Source  Company.  I«  J  I)  Edwards  i%  a  registered  trademark  ..I  J  I)  Edwards  &  Company  I  he  names  of  all  "thcr  products  and  services  of  It 
I  1 1  Kd»  irds  used  herein  arc  trademarks  or  re^tcrcd  trademarks  ol  J  I)  Edwards  World  Source  Company 


evelopments  to  Watch 


ATHERINE  ARNST 


?  20,000  cancer  specialists  gathered  in  Atlanta  in  mid- 
far  the  American  Society  of  Clinical  Oncology's  annual 
ing.  There  was  much  good  news,  although  progress  is 
ng  very,  very  slowly.  Here  are  some  of  the  successes: 


ISSOVER 
IG  FOR 

STATE  CANCER 


JOR  BREAKTHROUGH  IN 

reatment  of  breast  can- 
ame  last  year,  when  the 
&  Drug  Administration 
aved  Herceptin.  This 
made   antibody  from 
ntech  Inc.  taigets  a 
;in  produced  by  the 
gene  that's  associated 
particularly  aggressive 
it  cancers.   But  that 
protein  can  also  appear 
jnormal  quantities  in 
with  prostate  cancer, 
as  New  York  Yankees 
ger  Joe  Torre.  So  re- 
hers  are  now  testing  a 
sptin-like  drug  on  men. 
team  headed  by  Dr. 
■  )las  James  of  the  Uni- 
ty of  Birmingham  in 
!■  ind  administered  a  two- 
I  regime — a  Her2  anti- 
E  from  Medarex  Inc.  in 
I  ndale,  N.J.,  combined 


TORRE:  High-profile  patient 

with  a  growth  factor  that 
promotes  the  production  of 
immune  system  cells.  James 
believes  the  antibody  will  at- 
tach to  Her2-positive  cancer 
cells,  and  then  the  stimulated 
immune-system  cells  will  kill 
the  malignancies.  Although 
James  has  conducted  only  one 
early-stage  trial,  70%  of  111 
patients  with  untreatable 
prostate  cancer  showed  posi- 
tive results.  □ 


KING  THE  STING  OUT  OF  CHEMO 

HOUGH  EVERYONE  WOULD  LIKE  TO  INCREASE  SURVIVAL 

is  for  cancer,  patients  are  almost  as  concerned  about 
quality  of  their  life  as  its  length.  So  drug  companies 
researchers  are  constantly  searching  for  ways  to 

(e  treatments  easier  to  take  or  tolerate,  even  if  sur- 

il  rates  stay  the  same. 

m  example  is  Bristol-Myers  Squibb  Co.'s  Orzel,  the 
;  oral  treatment  for  colon  cancer.  The  experimental 
g  combines  two  chemotherapy  agents,  leucovorin  and 
?w  version  of  fluorouracil  (5-FU),  in  pill  form.  In  two 
;e-scale  studies  of  more  than  1,100  patients  in  the 
►.,  Canada,  and  Europe,  researchers  report  that  Orzel 

no  less  effective  than  standard  colon  cancer  chemo- 
•apy — a  similar  combination  of  fluorouracil  and  leucov- 

but  given  intravenously.  The  pill  was  equally  effec- 

in  terms  of  tumor  shrinkage  and  survival  rates.  But 
ents  exhibited  far  fewer  side  effects,  such  as  nausea, 

were  able  to  self-administer  the  drug  at  home. 
A  laudable  goal  of  drug  developers  is  to  come  up  with 
rnative  therapies  that  reduce  toxicity,"  notes  Dr. 
lard  Pazdur,  professor  of  medicine  at  the  University 
'exas  M.D.  Anderson  Cancer  Center.  Meanwhile,  qual- 
af  life  improvements  cannot  be  dismissed.  □ 


THIS  SMART 
BOMB  TARGETS 
CANCER  CELLS 

THERE   IS  A  PROBLEM  WITH 

chemotherapy.  It  indiscrimi- 
nately floods  the  body  with 
poison,  killing  healthy  cells 
along  with  cancerous  ones. 
That  means  some  of  the  most 
potent  chemicals  can  only  be 
used  sparingly,  if  at  all. 
Wyeth-Ayerst  Research  Div. 
has  come  up  with  a 
way  of  more  precisely 
targeting  chemothera- 
Py;  piggybacking  a  poi- 
son called  calicheamicin 
onto  a  so-called  mono- 
clonal antibody. 

The  lab-created  anti- 
body  targets  a  marker  , 
that  is  found  only  on 
acute  myelogenous  leu- 
kemia cells,  a  virulent 
and  often  fatal  fomi  of  blood 
cancer.  The  antibody  seeks 
out  the  marker,  attaches  to 
it,  and  injects  its  toxic  pay- 
load  into  the  cell.  The  result: 
Only  the  leukemia  cells  are 
poisoned. 


The  new  drug,  dubbed 
oma-676,  has  been  tested  on 
59  patients  at  13  medical  cen- 
ters, and  21  have  experienced 
remission.  That  rate  is  com- 
parable with  standard  chemo- 
therapy, but  the  patients 
weren't  plagued  by  nausea, 
says  Dr.  Eric  L.  Sievers,  the 
physician  from  the  Fred 
Hutchinson  Cancer  Research 
Center  who  directed  the  tri- 
als. "This  represents  a  whole 
new  realm  of  cancer  treat- 


ment,"  says  Sievers.  "Even- 
tually, we  may  be  able  to 
administer  very  toxic  com- 
pounds at  the  very  beginnings 
of  cancer,"  making  it  much 
more  likely  that  all  of  the  tu- 
mor cells  are  killed.  □ 


A  ONE-TWO 
PUNCH-THROUGH 
THE  NOSE  

THE  FINAL  GOAL  IN  CANCER 

research  is  a  treatment  that 
will  stop  tumor  growth  with- 
out the  harmful  effects  of 
chemotherapy,  radiation,  or 
even  surgery.  With  this  aim, 
two  of  the  hottest  areas  of 
cancer  research  are  anti- 
angiogenesis  and  immuno- 
therapy. The  former  seeks  to 
starve  a  tumor  by  cutting  off 
the  growth  of  blood  vessels 
that  bring  it  nourishment, 
while  the  latter  stimulates 
the  body's  own  immune  sys- 
tem to  attack  the  tumor. 

Now,  there's  a  promising 
ding  that  does  both.  Discov- 
ered in  Russia  and  licensed 
to  Cytran  Inc.  in  Kirkland, 
Wash.,  IM862  is  delivered  via 
an  unusually  easy  method — 
nose  drops.  Because  it's  a 
very  small  molecule,  it  easily 


passes  through  the  mucous 
membranes  in  the  nostrils.  In 
the  IiIhimI  stream,  it  boosts 
the  production  of  interleukin- 
12,  enhancing  the  immune 
system,  and  curbs  the  pro- 
duction of  vegf,  which  stim- 
ulates blood-vessel  growth. 

In  an  early-stage  clinical 
trial,  a  research  team  led  by 
Dr.  Parkash  Gill,  professor  of 
medicine  at  the  University  of 
Southern  California,  tested 
the  drag  on  44  patients  with 
advanced  Kaposi's  sarcoma. 
This  Ams-related  skin  cancer 
ciurently  can  be  treated  only 
by  highly  toxic  chemotherapy 
that  can't  be  taken  for  very 
long.  Gill  reports  that  the 
nose  drops  produced  total  or 
major  remissions  in  more 
than  one-third  of  the  patients, 
with  minimal  side  effects.  A 
larger,  final-phase  trial  is  un- 
der way,  and  Gill  says  there's 
no  biological  reason  the  ding 
could  not  work  against  other 
cancers  as  well.  □ 
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ANE  IN  THE  AIR  IS  NOT  ON  THIS  AIRPLANE." 


Bruce  Parker  knows  the  power  of  networked  computing.  His  Information  Services  Division  keeps 
United  soaring.  With  cutting-edge  technology  that  links  over  95,000  employees  on  five  continents. 
And  manages  25,000  workstations,  over  500  aircraft  and  over  235,000  passengers  every  day. 

And  who  did  he  recently  choose  for  networking  software?  Novell. 

Novell  is  the  networking  specialist.  So  Bruce  uses  Novell  NetWare®  for  his  core  network  platform; 
Novell  Directory  Services®  (NDS™)  for  network  administration;  and  Novell  Consulting,  Education  and 
Support  Services  for  ongoing  success.  Seamless,  scalable,  available,  reliable.  United  puts  some  of  the 
vorld's  most  advanced  technology  on  the  ground  so  it  can  put  some  of  the  world's  most  advanced 
inology  in  the  air. 

why  United  flies  with  Novell. 

'ell.com/united  or  1-800-513-1700 


Novell 


® 


E  SENATOR 
ROM  GOLDMAN? 

Street  superstar  Jon  Corzine  eyes  a  political  prize 


on  S.  Corzine  has  been  to  the  pin- 
nacle of  the  investment  banking 
world.  In  25  years  at  Goldman, 
Sachs  &  Co.,  he  rose  to  chairman 
hief  executive,  engineered  the  firm's 
■  IPO,  and  snagged  over  $1300  million 
i  of  stock  when  he  departed  in  May. 
Corzine  is  preparing  to  dive  into 
ier  rough-and-tumble  world: 
:s.  He  will  form  a  committee 
last  week  in  May  to  explore 
D  run  for  the  seat  of  retiring 
'cratic  Senator  Frank  R.  Laut- 
g  of  New  Jersey, 
siness  or  finance  superstars,  | 
ver,  can  crash  quickly  on  the 
lgs,  and  Corzine 's  Wall  Street 
ience  will  be  used  against  him 
es,  Corzine,  52,  has  never  run  for 
fe  office.  He  is  little  known  out- 
the  upscale  suburb  of  Summit, 
i  he  lives  with  his  wife  and  one  of 
iree  kids.  He  is  a  Democrat, 
h  he  hasn't  voted  in  four 


primaries  since  1985.  Colleagues  and 
clients  regard  him  as  a  genuinely  decent 
person,  but  a  bruising  primary  contest — 
he  is  up  against  three  veteran  pols — 
may  require  a  far  more  rugged  person- 
ality. And  his  positions  on  issues  from 
taxes  to  Social  Security  are  amorphous 
at  best. 

No  matter.  Many  New  Jersey  De- 
mocrats welcome  Corzine  with  open 
aims.  While  he  plans  to  raise  mon- 
ey to  partially  finance  his 
campaign,  party  leaders  look 
forward  to  his  spending 
some  of  his  personal  fortune 
on  a  race  that  could  cost  $20 
million.  That  would  leave  more 
Democratic  war-chest  mon- 

GOV.  WHITMAN 

Whoever  wins  the 
Democratic  primary 
would  likely  face  Whit- 
man in  November,  2000 


ey  to  be  spent  on  such  critical  Senate 
contests  as  those  in  Nevada,  Michigan, 
and  Minnesota. 

And  Corzine  is  a  credible  alternative 
to  former  Governor  Jim  Florio,  the  lead- 
ing Democratic  contender  for  the  seat. 
Many  party  leaders  in  northern  New 
Jersey  are  unhappy  with  the  prospect 
of  Florio  again  opposing  the  likely  Re- 
publican nominee,  Governor  Christine 
Todd  Whitman.  Florio  lost  a  gubernator- 
ial reelection  bid  to  Whitman  in  1993, 
and  many  Dems  haven't  forgiven  him 
for  a  $2.8  billion  tax  hike  in  1990. 
"real  credibility."  Corzine's  admirers 
say  his  expertise  in  global  finance  and 
economics  is  a  key  asset.  "To  have  the 
former  chairman  of  the  most  prestigious 
investment  banking  firm  in  the  nation 
as  a  candidate  brings  real  credibility," 
says  Senator  Robert  G.  Torricelli  (D- 
N.J.),  who  heads  the  Senate  Democrats' 
campaign  committee. 

On  its  face,  a  Corzine  candidacy  also 
comes  with  plenty  of  built-in  negatives. 
New  Jersey  labor  leaders,  among  oth- 
ers, are  already  casting  him  as  a  rapa- 
cious investment  banker-.  The  Communi- 
cations Workers  of  America  is  circulating 
a  memo  that  zings  Corzine  for  Goldman's 
role  in  advising  corporations  on  mergers 
that  cut  74,000  jobs.  Says  Jimmy  Tar- 
lau,  treasurer  of  Local  1032  of  the  cwa 
and  president  of  the  Mercer  County  Cen- 
tral Labor  Council:  "His  record  as  head 
of  Goldman  Sachs  is  not  one  that  makes 
us  feel  comfortable  with  him  representing 
us."  But  Corzine  won't  roll  over.  He  is 
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The  T.  R.jwl  fiua 


The  T.  Rowe  Price  Rollover  Investment  Service. 
Designed  to  help  you  roll  over  and  invest  your 
retirement  funds  intelligently. 

However  comfortable  you  are  at  making  financial 
decisions,  when  it  comes  to  rolling  over  a  large  sum 
of  retirement  money,  a  second  opinion  can  add 
considerably  to  your  peace  of  mind. 

With  the  T.  Rowe  Price  Rollover  Investment 
Service,  you  receive  a  personalized  investment  strategy  that  revolves 
around  you  —  reflecting  your  personal  investments,  risk  profile, 
and  retirement  date  —  providing  a  carefully  thought-out  approach 
for  you  to  consider  when  investing  your  retirement  savings. 

In  addition,  a  rollover  specialist  is  assigned  to  you  throughout 
the  process  to  answer  your  questions,  explain  our  investment 
recommendations,  and  coordinate  the  transfer  with  your  previous 
employer,  just  to  make  sure  the  rollover  happens  smoothly 

What's  more,  if  you  do  decide  to  roll  your  assets  over  to  us, 
we'll  refund  the  one-time  advisory  tee  of  $100  and  charge  you 
nothing  for  the  strategy  or  transfer. 

Call  for  your  free  T.  Rowe  Price  Rollover  Investment 
Service  information  kit  today.  1-800-625-5284 


Invest  With  Confidence 

T.RoweRice 
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Annual  IRA  maintenance  charges  still  apply.  Rollover  Investment  Service  is  a  service 
ot  T.  Rowe  Price  Associates,  Inc.,  a  registered  investment  adviser.  T.  Rowe  Price 
Investment  Services,  Inc..  Distributor.  RISO-ikiZh 


working  up  a  calculation  of  how  m; 
jobs  Goldman  created  by  lead-manajj 
thousands  of  initial  public  offerings.  ' 
created  far  more  jobs  than  we  cost,"  g 
Corzine. 

The  cwa's  populist  attack  puts  ( 
zine  on  notice  that  the  primary  cc 
turn  nasty.  It  also  underscores  the 
that  a  successful  business  career  an 
pile  of  money  don't  always  spell  vict 
in  politics.  In  1998,  for  example,  air 
mogul  Alfred  A.  Checchi  spent  lavishl 
win  the  California  Democratic  prirr 
for  governor,  but  was  trounced  by  p: 
stalwart  Gray  Davis.  Rare  business! 
winners  are  Lautenberg,  founder  of 


If  Corzine  deploys  hi 
personal  fortune,  in 
could  free  up  some  d 
the  party's  war  chesj 


tomatic  Data  Processing  Inc.,  and  S| 
tor  Herb  Kohl  (D-Wis.),  former  ovl 
of  a  supermarket  chain,  ceos,  accustol 
to  having  their  directives  impleme 
swiftly,  are  often  ill-prepared  for 
chaos  of  campaigning,  says  Democ 
strategist  Thomas  J.  O'Donnell,  who 
worked  for  Kohl  and  Governor  Dav 
HUMAN  FACTOR.  Still,  with  his  lumbei 
beard,  rumpled  appearance,  and  se 
facing  demeanor,  Corzine  is  the  antit 
of  the  arrogant  Wall  Street  banker, 
a  very  human  person.  That's  the 
thing  he's  got  going  for  him,"  says 
colleague.  Corzine 's  father  was  a  fai 
with  a  modest  spread  of  corn  and 
beans  in  Illinois.  "It  wasn't  like  I 
bom  to  pinstripes,"  says  Corzine.  " 
Jersey  is  interested  in  people  who 
get  things  done." 

Corzine  knows  he  needs  a  crash  « 
in  politics.  He  plans  to  spend  the  sun 
getting  to  know  New  Jersey  voters 
to  make  sure  they  have  an  understar 
of  who  I  am."  Courting  county  chaii 
will  be  critical.  He's  bringing  in  R( 
Shram,  a  veteran  media  consultant 
Clinton  pollster  Doug  Schoen.  He's 
wooing  Cheryl  Mills,  the  White  B 
superlawyer  who  won  kudos  for  he 
passioned  defense  of  Clinton's  civil-: 
record  during  his  impeachment  trial. 
Corzine  plans  to  take  media  trainii 
overcome  his  soft-spokenness.  "I'll 
to  learn  to  project,"  he  concedes. 

As  he  cranks  up  his  voice,  Co 
must  boost  his  image  and  craft  a 
pelling  message.  "People  in  New  J< 
do  not  know  Jon  Corzine  from  a  co 

120  BUSINESS  WEEK  /  MAY  31,  1999 


ur  customer  su 


ort  is  so  responsive 


mum 


that,  oops,  there's  a  call7  gotta 


INCREDIBLY  FAST  CONNECTIONS, 


KILLER  24-HOUR  CUSTOMER  SUPPORT 


AND  EASY-TO-USE  SOFTWARE 


INCLUDING  A  FASTER  AND  EASIER 


WEB  BROWSER,  MICROSOFT1^ 


INTERNET  EXPLORER  5.  PRICING  FROM 


$6.95  TO  S19.95/MO.  UNLIMITED. 


PLUS,  BIG  PREPAYMENT  DISCOUNTS. 


OUR  INTERNET  SERVICES  WERE 


DESIGNED  WITH  YOU  IN  MIND. 


MindSpring 

INTERNET  SERVICES 


MindSpnng  Enterprises,  Inc  Microsoft  and  the  Microsoft 
Internet  Explorer  logo  are  registered  trademarks  or  trademarks  of 
Microsoft  Corporation  in  the  United  States  and/or  other  countries 


/ww. mindspring.com       Call    flOW    1  -  888-AASPRING 


WHAT  EVERY  DAY  TRADER 
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TRADER 
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o  inside  the  trading  rooms 
as  Electronic  Day  Trading's  most 
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they  do  and  how  they  do  it. 
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determine  every  trader's  success 
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wood,"  says  Ross  K.  Baker,  a  Ruti 
University  political  scientist.  Democj 
money-minders  know  him  well,  thol 
In  the  past  four  years,  he  and  his  \ 
Joanne,  gave  $751,300  to  candidates] 
party  coffers. 

Corzine,  a  social  moderate  and  if 
conservative,  is  still  fomiirig  his  platijj 
A  protege  of  Treasury  Secretary  Rcj 
E.  Rubin  when  Rubin  headed  Golcll 
Sachs,  Corzine  cares  most  about  gunl 
trol,  education,  and  economic  devM 
ment.  Politicians  "are  setting  the  b: 
low  [on  gun  sales  that]  it  is  almos 
fensive,"  he  says.  He  is  open  to  the 
of  charter  schools  but  shuns  vouc 


Ducks  Unlimited  1  One  Waterfowl  Way  1  Memphis,  Tennessee  38120  ■  www.ducks.org 


Corzine  favors 
targeted  tax  break 
but  is  cool  on  a 
capital-gains  cut 


that  let  parents  send  kids  to  pr 
school.  "We  ought  to  fix  the  heart 
system,  not  work  around  the  edges 
says.  Corzine's  economic  agenda 
include  enterprise  zones  and  tarj 
tax  cuts,  although  he  is  "skeptical 
value  of  a  capital-gains  tax  cut."  H< 
believes  that  some  of  the  Social  Sec 
trust  fund  should  be  invested  in  the 
market  to  boost  returns,  but  he  d( 
support  the  idea  of  individual  acc( 
He  would  use  the  budget  surplus  t 
down  the  national  debt,  after  shorii 
Social  Security  and  Medicare.  Ar 
thinks  hmo  reform  is  a  "reaso 
proposition." 

As  the  paily  nominee,  Corzine 
find  a  formidable  opponent  in  Whi 
who  is  likely  to  coast  to  her  coronat 
the  Republican  nominee.  A  two- 
governor,  she  will  run  on  her  recc 
cutting  taxes  and  reducing  crime 
she  is  far  from  invulnerable.  In 
runs  for  statewide  office,  she  has  a 
gotten  just  under  50%  of  the  vote 
she  would  be  on  the  defensive  o 
racial  profiling  scandal  involving  ts 
troopers,  rising  property  taxes,  arm 
insurance  rates. 

What's  more,  independents  donp 
the  New  Jersey  political  landscap  e 
counting  for  roughly  half  of  all  vfr 
That  gives  Corzine,  an  outsider  ww 
entrenched  Democratic  ties,  an  op'fin 
The  question  is:  Can  he  translate  hiau 
cess  on  the  Street  into  victory  oil 
mean  streets  of  politics? 

By  Leah  Nathans  Spiro  in  NevM 
and  Amy  Borrus  in  Washington  j 
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Implementation. 
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It's  obvious  the  traditional  approach  the  big 
consulting  firms  use  just  doesn't  work. 

It  takes  forever.  It  costs  a  fortune.  And 
nothing  is  guaranteed.  But  as  expensive  and 
as  frustrating  as  it  is,  there's  never  been  a 
viable  alternative. 

Until  now. 

We've  developed  an  innovative  new  way 
to  implement  technology  that  is  radically 
different. 

You  end  up  with  exactly  what  you 
were  promised.  It's  affordable.  It's  fast — 
guaranteed. 

We  call  it  Accelerated  Delivery™ 

We  deliver  solutions  to  our  customers 
up  to  two  times  faster  than  our  competition. 
The  secret  is  our  powerful,  automated  pro- 
ject methodology,  ExpressDelivery  "  It  can 
significantly  accelerate  and  enhance  deploy- 
ments of  all  kinds  of  large-scale  information 
technology  projects.  It's  also  extensible  to 
other  types  of  integration  services,  including 
ERP  rollouts,  deployment  of  electronic 
commerce  solutions,  and  sophisticated  IT 
implementations. 

ExpressDelivery  is  available  across  the 
broad  spectrum  of  IT  services,  including 
infrastructure  management,  application 
development  and  integration,  Y2K  compli- 
ance services,  asset  management,  deskside 
support,  and  end-user  productivity. 

So  if  you're  tired  of  waiting  too  long 
and  paying  too  much,  call  for  a  FREE 
Enterprise  Business  Value™(EBV) 
assessment  at  1-877-462-2477, 
or  visit  www.cai.com/gps. 
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INTERNET  SERVICES 


HP:  NO  LONGER 
LOST  IN  CYBERSPACE? 

Already,  investors  are  applauding  the  company's  Net  strategy 


re  from  Sun  and  oth- 


By  rights,  the  mid-'90s  Internet  ex- 
plosion should  have  been  manna 
from  heaven  for  Hewlett-Packard 
Co.  One  of  the  largest  users  of  the  Net, 
it  was  also  a  leading  supplier  of  the  pow- 
erful computers  that  connect  the  Net. 
And  unlike  competitors,  hp  sells  millions 
of  printers,  pes,  scanners,  and  other  de- 
vices— the  on-  and  off-ramps  to  cyber- 
space. But  instead  of  a  cyberboost,  hp 
has  downshifted  from  20%-plus  revenue 
growth  in  the  mid-1990s  to  around  109? 
in  the  past  two  years.  While  rivals  Sun 
Microsystems  and  IBM  have  roared  to 
prominence,  hp  has  been  an  Internet  un- 
derachiever.  "Customers  were  getting  a 
picture  of  the  future  from  Sun  and  oth 
ers,  but  not  from 
us,"  says  hp  ceo 
Lewis  E.  Piatt. 

It's  time  to  lis- 
ten up.  On  May 
18,  hp  laid  out  a 
sweeping  Internet  strategy, 
dubbed  E-services,  that  it 
expects  will  change  com- 
pletely what  the  Web  can 
do  for  businesses.  The  plan 
allows  companies  to  rent 
software  over  the  Net  and 
use  a  new  technology  that 
will  make  it  simple  to  scour 
the  Web  for  almost  any  ser- 
vice— say,  a  database  that 
wall  provide  the  best  price 
on  a  widget  or  the  cheapest 
place  to  lease  extra  com- 
puting power  to  support  a 
big  online  promotion.  How 
confident  is  Piatt  of  his  new 
game  plan?  Enough  so  that 
the  effort  will  be  backed  by 
a  $100  million  ad  budget — 
more  than  quadruple  previ- 
ous Net-related  spending. 
To  bolster  the  strategy,  hp 
has  invested  more  than 
$200  million  in  a  dozen  Net- 
related  companies  since 
November. 

hp  already  is  starting  to 
bask  in  a  dot-com  glow. 
Combined  with  the  Mar.  2 
news  that  hp  would  spin 


off  its  $8  billion  test-and-measurement 
arm,  the  E-services  thrust  has  triggered 
a  44%  rise  in  hp  shares,  to  95.  And  on 
May  17,  the  Palo  Alto  giant  announced 
a  34%  increase  in  second-quarter  profits, 
to  $918  million,  on  3%  revenue  growth — 
along  with  news  that  it  expects  double- 
digit  sales  growth  through  the  end  of 
the  year,  thanks  to  resurgent  Asian 
sales  and  new  computers  and  printers. 
At  the  center  of  hp's  E-services 


scheme  is  a  technology  dubbed  e-s]  j 
hp  hopes  the  software,  to  be  avail 
free  via  the  Web  to  developers  ^ 
it's  finished  early  next  year,  will  enq 
as  an  industry  standard,  like  Sun's  p 
and  Jini  technologies.  How  does  tfl 
speak  software  work?  Basically,  itjr 
vides  a  common  way  to  described 
services.  Just  as  companies  use  tha 
cane  html  programming  langua^ 
create  and  describe  the  content  on$ 
pages,  hp  hopes  Web  developers^ 
use  e-speak  when  creating  onlineie 
vices.  That  way  companies  or  indid' 
als  can  use  e-speak  programs  to  sdn 
the  Web  for  e-speak-enabled  serfee 
much  as  they  use  search  engines  t<|l 
Web  sites. 

SINGLE  SEARCH.  The  payoff?  Busin» 
and  consumer  can  quickly  find  or  (fl 
services  to  meet  a  particular  neeB 
says  it  has  talked  with  Home  Bjjp 
for  example,  about  using  e-speak  tor 


HP  hopes  its  e-speak  software,  which  allows 
companies  to  search  the  Web  for  services,  will 
become  an  industry  standard  like  Sun's  Java 

LIVERMORE  AND  EARLE:  SEEKING  A  CHUNK  OF  THE  WEB-OUTSOURCING  MAR! 

ate  a  Web  site  for  ■ 
ing    contractors  t< 
everything  related  o 
particular  job.  Rathe™ 
launch  separate  seap 
to  order  parts,  ariBj 
shipping  to  the  jobB 
and  find  specialists — ft 
carpenter  with  experfi 
Renaissance  desigiB 
those  services  coup! 
arranged  with  one  sm 
request  placed  at  I 
Depot's  site. 

But  what's  really  <oi 
e-speak's  ability  toB 
various  services  to  I 
one-of-a-kind  problei*> 
the  fly.  Let's  say  ihzm 
penter  lives  in  Itam, 
speak  could  search  t\m 
for  e-speak-compatibl|. 
ian-to-English  trans 
services,  and  then  fJ 
cheapest  text-to-sl 
service  to  zip  E-maj 
contractor's   cell  ;| 
"This  is  good  stuff,f 
Forrester  ResearcW 
analyst  Matthew  M§ 
dan.  "E-speak  helpfV 
sites  talk  to  each  otlp' 
hp  has  other  ide: 
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E-services.  It  believes 
that  many  companies, 
rather  than  fork  over 
millions  of  dollars  to 
buy  hardware  and  hire 
the  techies  and  consul- 
tants to  run  these  jobs, 
will  want  to  outsource 
them  to  service  pro- 
viders, which  will  take 
care  of  them  over  the 
Net  for  a  monthly  fee. 
Forrester  Research 
Inc.  expects  this  mar- 
ket to  grow  from  $90 
million  in  1998  to  $10.1 
billion  in  2001.  And  HP 
hopes  to  get  a  chunk 
of  it.  Ann  Livermore, 
ceo  of  hp's  $15  billion 
enterprise  computing 
unit,  thinks  that  out- 
sourcing could  account 
for  409c  of  her  unit's 
sales  within  three 
years.  "It's  the  next 
logical  evolution  of  the 
Net,"  says  Livermore. 

That's  why  hp  is  go- 
ing about  outsourcing  in  two  ways:  by 
handling  the  outsourcing  itself  via  huge 
server  farms  set  up  in  Atlanta  and 
Toronto  and  by  selling  computers  to 
other  companies  that  will  get  the  out- 
sourcing deals.  To  tie  up  tomorrow's  E- 
service  biggies.  HP  is  buying  equity 
stakes  or  agreeing  to  forgo  up-front 
payment  for  its  computers  in  exchange 
for  a  cut  of  monthly  revenues. 

Take  hp's  agreement  with  Qwest 
Communications  International  Inc.  and 
sap.  hp  will  kick  in  $500  million  worth  of 
technology  to  the  three-way  partner- 
ship, which  will  charge  medium-size 
companies  a  few  hundred  dollars  a 
month  to  run  sap's  software  over 
Qwest 's  network.  That  saves  them  from 
having  to  set  up  their  own  in-house  op- 
erations. By  taking  a  share  of  the 
monthly  revenues,  hp  says  it  will  break 
even  over  the  three-year  deal  but  could 
bring  in  as  much  as  SI  billion  if  Qwest 
meets  its  growth  plans.  One  reason:  As 
part  of  the  agreement,  Qwest  must  buy 
95%  of  its  Windows  computers  and  75% 
of  its  powerful  unix  servers  from  hp. 
ON  THE  PROWL.  And  HP  isn't  limiting 
its  investments  to  service  providers.  It 
will  invest  S100  million  in  BEA  Systems 
Inc.  to  develop  software  to  help  ccmpa- 
nies  put  their  internal  systems  online, 
and  $35  million  in  BroadVision  Inc., 
which  makes  software  to  personalize 
Web  sites,  hp  has  invested  $10  million  in 
Security  First,  which  makes  E-commerce 
technology  for  banks,  and  $6  million  in 


"Customers  were 
getting  a  picture 
of  the  future  from 
Sun  and  others,  but 
not  from  us  " 

Hewlett-Packard  CEO 


viaLink  Co.,  which  has 
an  E-commerce  site 
where  packaged-goods 
companies  can  buy  and 
sell  merchandise.  Then, 
there  are  outright  ac- 
quisitions, like  travel- 
portal  company  Open- 
skies.com.  Now,  hp  is 
on  the  lookout  to  buy 
consulting  and  service 
outfits,  say  executives. 

Why  should  hot  Net 
companies  want  to 
partner  with  hp?  One 
advantage  is  hp's  focus 
on  reliability,  a  must  if 
companies  are  going  to 
trust  their  most  critical 
business  systems  to  cy- 
berspace. HP  already 
guarantees  99.999%  re- 
liability— that's  just  five 
minutes  of  downtime  a 
year — for  certain  com- 
monly used  applications. 
Now  it's  working  with 
partners  including  Ora- 
cle. Cisco  Systems,  and 
Qwest  to  offer  that  same  guarantee  for 
systems  working  over  the  Net.  "If  I 
could  get  a  guarantee  of  99.999%  up- 
time, I'd  jump  on  it,"  says  Nancy  Fagin, 
ceo  of  Digex  Inc.,  a  leading  supplier  of 
back-office  applications  that  customers 
rent  over  the  Internet.  "I've  asked  my 
engineers  to  investigate  bringing  in  HP." 

That's  a  start.  But  hp  still  has  to 
overcome  a  lot  of  obstacles  on  the 
Net — including  its  reputation  as  a  lag- 
gard on  the  vision  thing.  According  to  a 
recent  survey  by  Merrill  Lynch  &  Co., 
just  20%  of  50  chief  information  officers 
polled  believe  hp  is  the  company  that 
can  get  them  onto  the  Net — well  be- 
hind IBM,  Microsoft,  and  Sun.  Snipes 
Anil  Gadre,  a  Sun  vice-president  of  mar- 
keting: "We  feel  like  we're  halfway  to 
the  moon,  and  they're  trying  to  gas  up 
the  rocket  ship.  O.  K..  so  welcome  to 
the  Internet  Age,  hp — five  years  late!" 
What's  more,  E-services  will  require 
vast  amounts  of  consulting  and  support, 
an  area  where  hp  is  weak.  While  it  is 
partnering  with  traditional  service  com- 
panies such  as  Andersen  Consulting  and 
hot  E-commerce  boutiques  like  Sapient, 
almost  16,000  of  its  24.000  field  service 
staff  are  computer-repair  people. 

hp  also  must  prove  it  can  rally  indus- 
try support  for  its  technology.  While  19 
software  partners,  including  Oracle  and 
PeopleSoft  Inc.,  will  support  e-speak,  an- 
alysts question  whether  hp  can  gamer 
the  backing  of  hundreds  of  thousands  of 
programmers,  as  Sun  has  done  for  its 


Java  programming  language.  Yahoo! 
ceo  Tim  Koogle  says  his  company^ 
take  a  wait-and-see  approach.  "It's  a 
plicated  vision,"  he  says.  Adds 
Wilks.  a  vice-president  at  Qwest:  I 
speak]  is  potentially  huge,  but  the  j 
isn't  in  the  labs  but  in  the  marketpl] 
Even  with  these  challenges,  hp's  I 
if  delayed.  Net  thrust  has  energized 
company.  "Everyone  here  knows  wa 
great  company,"  says  Nick  Earle,  I 
keting  cliief  of  hp's  enteiprise  compj 
unit.  "But  we're  tired  of  watching  J 
companies  have  all  the  fun."  The  bo] 
line  for  computer  rivals:  The  daj 
having  hp  to  kick  around  in  cyber! 
may  be  nearing  an  end. 

By  Peter  BwM 
in  Palo  Alto,  ' 

HP'S  NET  VISION 

E-OUTSOURCING  HP  believes 
that  within  three  years  many  co 
panies  will  outsource  their  com- 
puter operations  to  telephone  o 
panies.  Internet  Service  Provide 
or  computer  makers.  That's  why 
HP  is  going  to  sell  high-tech  ge 
to  these  service  providers  or  wil 
handle  the  outsourcing  jobs  the 
selves.  One  approach:  HP  wil 
deals  forgoing  up-front  paymen* 
exchange  for  a  share  of  future 
enues.  HP  has  already  done  the 
with  E-commerce  portal  Ariba. 
and  telecom  upstart  Qwest 
Communications. 

E-SERVICES  ON  THE  FLY  HP 

thinks  it  has  found  a  way  for 
cybersurfers  and  E-commerce 
companies  to  create  online  ser- 
vices at  a  moment's  notice.  Wa 
directions  to  Denver  airport  tha 
avoid  traffic  jams  and  are  deliv 
ered  to  you  via  your  car  phone? 
new  HP  software  technology,  e- 
speak,  acts  like  a  search  engin 
get  the  info  off  one  or  more  sit 

INVEST  IN  THE  NET  HP  has  t 

late  to  the  Internet  boom.  To  rr 
up  for  lost  time,  the  company 
buying  or  investing  in  Internet 
companies,  including  OpenSki 
viaLink.  Digital  Broadcast  Netv 
Dazel,  and  Northern  Light  Tech 
ogy.  That  way,  it  locks  up  a  ch; 
nel  for  its  products,  can  tweak 
leading-edge  technology  to  shij 
on  HP  gear,  and  may  even  cas 
should  the  company's  Net  mve 
ments  hit  it  big. 


I 
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Silicon  Graphics  is  now 


That's  short  for  Servers,  supercomputers 
and  graphics  workstations  that  enable  breakthrough  nsights. 

The  new  name  is  shorter,  but  behind  it  is  a  big  idea.  We're  building  computing  solutions  that  enable  you 
)  expand  the  realm  of  innovation  and  creativity.  Solutions  that  enable  you  to  achieve  critical  insights  into  your 
lost  difficult  challenges  -  before  your  competition  does. 

With  our  servers  and  supercomputers,  you  have  phenomenal  power  to  compute  the  absolute  toughest 
roblems.  Our  graphics  workstations  allow  you  to  see,  manipulate  and  use  data  in  more  meaningful  ways.  And 
'hen  combined  with  our  broad  range  of  global  services,  we  make  it  possible  to  build  exactly  the  solution  you 
eed  to  explore  the  ideas  you  dream  of,  no  matter  how  big  they  are.  From  safer  cars,  to  better  drugs,  to  new  oil 
iscoveries,  we  can  help  you  make  anything  possible. 

Have  a  new  look  at  SGI.  See  for  yourself  how  our  servers,  supercomputers  and 
raphics  workstations  can  solve  your  most  complex  problems.  You'll  discover  that,  for  ^  { 

i/ery  challenge  you  have,  the  solution  is  in  sight™ 


W  Silicon  Graphics.  Inc  All  rights  reserved  Silicon  Graphics  is  3  registered  trademark,  and  SGI,  the  SGI  logo  Thp        1 1  itinn  K  in  CI  CS  hi" 

solution  is  in  sight.  Origin,  Silicon  Graphics  320  and  Silicon  Graphics  I600SW  are  trademarks,  of  Silicon  Graphics.  Inc  IJ  111 


★★★IN  THE  RING*** 


fightYO  U 

NEVER  THOUGHT 

YOU'D  SEE 


FIXED  PRICES  OR 
DYNAMIC  PRICING? 
WHICHEVER  WINS 
BIGGEST  WILL 
SHAPE  THE  FUTURI 
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ore  business:  eBay  runs  the  largest  person- 
)-person  auction  Web  site,  connecting  some 
.8  million  buyers  and  sellers  worldwide.  It  helps 
eople  buy  and  sell  collectibles  and  antiques  as 
ell  as  many  other  goods  normally  sold  through 
ea  markets,  antique  stores,  and  classified 
dvertisements. 

UMBER  OF  ITEMS  FOR  SALE:  2  million 
ROSS  MERCHANDISE  SALES  (1998): 

746  million 

evenues  to  company:  $47.1  million 

III  I  Ml  IIIW^— — Lj^^^— ■ «^ — — — 1 

/hat's  next:  eBay  plans  to  expand  into  local 
larkets  for  large  items  such  as  cars  and 
i  irniture  while  stepping  up  expansion 
iternationally.  It's  also  mulling  fixed-price 
uctions  and  dealer  storefronts  to  offer  a 
ider  range  of  products  and  pricing  choices. 

1 IARKET  CAPITALIZATION:  $25  billion 


MUZON.COM 

ore  business:  Amazon.com's  mission  is  to 
sip  people  find  almost  anything  they  want  to  buy 
nline.  The  largest  and  broadest  online  consumer 
toiler,  Amazon  is  also  moving  to  become  a 
lading  auctioneer  and  to  act  as  a  marketplace 
ir  hundreds  of  other  merchants. 


UMBER  OF  ITEMS  FOR  SALE:  1 6  million 
ROSS  MERCHANDISE  SALES  (1998): 

610  million 

evenues  to  company:  $610  million 

fHAT's  next:  Amazon's  ambitions  appear 
oundiess.  Analysts  expect  it  to  regularly  add 
ew  stores  in  areas  such  as  software,  toys, 
|  nd  consumer  electronics.  Also  coming  soon: 
J  xpansion  of  its  merchant-referral  program. 

[,  IARKET  CAPITALIZATION:  $22  billion 


Cover  Story 


Daniel  J.  Boone  buys  a  lot  online,  and  it's  not  just  be- 
cause he  lives  in  remote  Juneau,  Alaska.  After  finding 
some  antique  postcards  early  last  year  on  auctioneer 
eBay  Inc.'s  Web  site,  the  30-year-old  lawyer  has  re- 
turned repeatedly  for  such  items  as  a  shower  radio  and  a 
computer  scanner.  Growing  far  beyond  its  start  as  a  motley 
flea  market  for  collectors  of  Pez  dispensers  and  Beanie  Babies, 
eBay  now  has  more  than  2  million  items  for  auction  daily.  It's 
expected  to  quadruple  gross  merchandise  sales  this  year,  to  $3 
billion,  from  which  it  skims  a  profitable  6%.  For  many  of  its 
3.8  million  registered  members,  eBay  has  become  a  prime  on- 
line shopping  stop.  Says  Boone:  "I  look  there  first  for  just 
about  everything." 

Whoa — isn't  Ama- 
zon.com Inc.  supposed 
to  be  the  Web's  lead- 
ing store?  Yes,  indeed:  With  16  million  items  for  sale,  Amazon 
has  "Earth's  biggest  selection,"  says  Chief  Executive  Jeffrey 
P.  Bezos.  Amazon  has  added  music,  video,  gifts,  and  greeting 
cards  to  the  books  it  offers  some  8.4  million  customers — plus 
links  to  drugstore  goods,  pet  supplies,  and  more.  Despite  Be- 
zos' recent  warning  of  higher  losses,  analysts  expect  Amazon's 
sales  to  top  $1.4  billion  this  year.  Says  Gajen  Kandiah,  a  vice- 
president  at  consultant  Cambridge  Technology  Partners:  "They 
will  become  the  Wal-Mart  of  the  New  Economy." 

Or  will  they?  eBay's  surprise  rise  suddenly  reopens  the  bid- 
ding for  the  E-commerce  crown.  In  the  blink  of  a  cursor,  the 
Web's  two  E-titans  have  gone  from  being  happy  little  shop- 
ping hangouts  whose  paths  never  crossed  to  being  in  each 
other's  crosshairs.  Since  late  March,  Amazon  has  begun  hold- 
ing daily  auctions,  while  eBay — gasp! — is  mulling  fixed  prices. 
Says  Accel  Partners  venture  capitalist  James  Breyer,  who 
funds  E-commerce  companies  that  have  been  courted  by 
both  eBay  and  Amazon:  "Competitive  intensity  between  the 
two  companies  is  rising  dramatically." 

BATTLE  ROYAL.  It's  a  collision  in  the  making  with  an  impact 
that  could  ripple  far  beyond  which  pioneer  will  lead  the  E-com- 
merce revolution — and  which  will  follow.  Indeed,  the  budding 
behemoths  present  a  fundamental  choice  for  consumers  in  the 
Internet  Age:  Will  most  people  gravitate  toward  fixed  prices  at 
the  likes  of  Amazon's  clean,  well-lighted  superstore,  with  its  fa- 
miliar brand-name  retail  sheen?  Or  will  the  masses  take  a 
shine  to  dynamic  pricing,  the  fluid  give-and-take  on  eBay's 
friendly,  funky  swap  meet  cybercharged  into  a  global  bazaar? 

Most  likely,  they'll  flock  to  both — just  as  they  buy  at  a 
garage  sale  in  the  morning  and  Macy's  in  the  afternoon.  But 
which  approach  ends  up  attracting  the  most  clicks  could  well 
determine  the  fates  of  thousands  of  other  E-commerce  sites 
all  scrambling  for  the  winning  approach.  While  many  well- 
known  consumer  sites  count  on  a  mix  of  business  models  at 
this  early  stage,  they  are  dividing  along  much  the  same 
lines.  Superstore  Buy.com,  eToys,  and  computer  reseller  Cy- 
berian  Outpost,  for  instance,  are  essentially  moving  the  mod- 
el of  retail  stores  online,  a  la  Amazon.  If  Bezos'  vision  pre- 
vails, they  could  sail  along  in  Amazon's  tailwind — at  least 
until  Amazon  takes  a  sharp  turn  into  their  markets.  But  if 
eBay  continues  its  rocket  ride,  bidding  sites  like  Priceline.com 
and  Onsale.com  may  jet  past  more  conventional  sites. 

For  the  time  being,  the  explosive  growth  of  E-commerce 
will  likely  keep  cybershoppers  coming  in  droves  to  both 
types  of  emporiums.  That's  one  thing  Amazon  and  eBay 
agree  on.  There  isn't  much  evidence  that  consumers  want  to 
"one-stop  shop  for  every  single  thing  in  their  life  at  one 
company,"  says  eBay  ceo  Margaret  C.  Whitman  (page  134). 
And  Bezos  rejects  the  widely  held  notion  that  a  handful  of 
megastores  will  dominate.  "There's  going  to  be  tens  of  thou- 
sands of  winners,"  he  says  (page  137). 

But  each  ceo's  clear  desire  to  build  the  Net's  premier  place 
to  buy  and  sell  is  steering  the  unlikely  combatants  into  an  un- 
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deniable  battle  royal.  From  the  consumer's  point  of  view,  their 
goals  sound  remarkably  similar:  to  be  the  prime  place  where 
people  buy  and  sell  the  widest  range  of  goods  online.  Bezos' 
predictions  aside,  many  experts  believe  that  online,  consumers 
will  flock  to  an  even  smaller  number  of  major  brands  than  they 
do  traditionally  because  there  are  few  other  cues  for  building 
trust.  Already,  some  101  million  U.  S.  adults  recognize  the 
Amazon  brand — ranking  it  No.  1  in  E-commerce — and  some  63 

million  recognize  eBay, 
which  ranks  No.  3,  ac- 
cording to  a  study  by 
Brand  Institute.  "First 
and  foremost,  consumers  look  for  brand,"  says  Robert  W. 
Pittman,  president  of  America  Online  Inc. 

As  each  tries  to  build  a  dominant  consumer  E-commerce 
brand,  eBay  and  Amazon  will  be  forced  to  satisfy  the  con- 
sumer expectations  each  has  helped  build.  "Up  to  now,  you 
had  these  two  big  gorillas  going  their  own  way,"  says  analyst 
Vernon  Keenan  of  researcher  Keenan  Vision  Inc.  "Now,  this 
is  the  first  time  you've  had  two  E-commerce  market  leaders 
going  directly  at  each  other." 

The  battle  is  getting  more  intense  every  day.  On  Mar.  30, 
Bezos  cranked  up  Amazon's  auctions  in  direct  competition 
with  eBay.  Analysts  hadn't  expected  Amazon  to  announce  auc- 
tions for  several  more  months,  but  it  did  so  just  one  day  af- 
ter eBay  announced  plans  to  make  a  $1.1  billion  secondary 
stock  offering.  Coincidence?  "No,  it  was  not,"  says  Whitman. 
"OWN  THE  WORLD."  Then,  on  Apr.  12,  Amazon  announced 
plans  to  acquire  LiveBid.com  Inc. — after  eBay  also  approached 
the  company  about  a  possible  buyout.  Bezos  even  sent  a  re- 
porter 97  pages  of  discussions  on  the  auction-monitoring  site 
called  AuctionWatch  showing  how  Amazon's  auctions  had 
improved  over  time — sometimes  besting  eBay.  Says  venture 
capitalist  Timothy  M.  Haley  of  Institutional  Venture  Partners: 
"Clearly,  Jeff  has  an  'I'm  going  to  own  the  world'  mentality." 
eBay's  Whitman  is  no  less  a  voracious  competitor.  A  Har- 


ITEMS  0NAMAZ0N.COM 

Amazon  started 
out  with  books 
and  has  added 
CDs,  videos,  gifts, 
and  cards.  It 
has  also  added 
links  to  partners 
such  as 
Drugstore.com, 
HomeGrocer.com, 
and  many  other 
merchants 


vard  mba  with  previous  experience  at  Hasbro  Inc.  and  h 
Disney  Co.,  she  has  expansion  plans,  too.  On  May  18s 
spent  $275  million  in  stock  on  two  acquisitions.  Kruse  lie 
national,  a  collector-automobile  auction  house,  will  add  ajj 
ticket  product  line.  Billpoint  Inc.  will  let  buyers  and  stje 
use  credit  cards,  ending  an  obstacle  to  smooth  commen. 

And  eBay  recently  polled  membei-s  on  whether  they'd  li» 
see  "fixed-price  auctions"  (many  said  yes)  and  dealer  sjh 
fronts.  These  would  look  a  lot  like  retail  stores  to  eonsuia 
Already,  some  20%  of  eBay  sellers  account  for  80%  of  tl 
action  volume — an  indication  that  most  selling  is  by  busies 
es.  And  those  businesses,  some  of  which  are  selling  new  i'o 
such  as  factory-sealed  WebTV  Plus  devices  and  Epson  pm 
cartridges,  often  steer  buyers  to  their  own  retail  Web  sije 

Whitman  concedes  that  competition — especially  from  .an 
zon — has  forced  eBay  to  beef  up  quickly.  In  April,  sei 
months  ahead  of  schedule,  eBay  launched  its  first  local  au«) 
in  Los  Angeles.  Since  the  start  of  the  year,  eBay  haste 
stantly  made  buying  and  selling  easier — an  Amazon  halbjn 
The  auction  site  now  offers  300  new  categories  of  produjp, 
Personal  Shopper  program  that  searches  out  specified  "o 
ucts,  and  a  gift  program.  And  eBay  will  soon  launch  a  new 
tional  marketing  campaign  ahead  of  schedule.  "The  entrails 
competitors  has  made  us  move  faster,"  says  Whitman.  (f 

So  far,  Amazon  has  been  the  crown  prince  of  consuml 
commerce,  favored  to  rule  over  an  expanding  E-empire.Ska 

TOTING  UP  Tl 


Amazon.cou 

REVENUE  PER 
EMPLOYEE 

0  $392,000 

PROFITABILITY 

Q  -$124.5  million 

CUSTOMER 
BASE 

Q  8.4  million 

COMMUNITY 
APPEAL 

About  two-thirds  of  Amazon.com'bu 
are  repeat  customers. 

EASE  OF 
BUYING 

✓X  Invented  one-click  ordering,  elimat 
consuming  data  entry  with  each  nie 
software  to  suggest  products  bu)"s ' 

BRAND 
RECOGNITION 


MARKET 
FOCUS 


o 


52% 

(101  million  U.S.  adults) 


o 


Keeps  adding  new  products  everiev 
months,  potentially  diluting  its  m 


MARKET 
OPPORTUNITIES 


Olts  business  model  and  rapidly  gw 
distribution  capability  make  it  e;ie 
almost  any  new  product. 


MANAGEMENT 


o 


CEO  Jeff  Bezos,  backed  by  highly 
CFO  Joy  Covey  and  former  Wal-M1 
gets  higher  marks  for  vision,  dri', 
near-flawless  execution. 


DATA  MORGAN  STANLEY! 
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ite  eBay's  guerrilla  gains,  Bezos'  army  still  has  the  high 
nd.  With  good  reason:  So  far,  it  has  quickly  dominated 
y  market  it  has  entered.  The  first  quarter  after  Amazon 
ed  its  music  store,  it  became  the  Web's  largest  CD  mer- 
t,  outselling  veterans  CDnow  Inc.  and  Music  Boulevard — 
h  later  merged.  Indeed,  potential  rivals  fret  about  how  to 
1  "getting  Amazoned." 

izos  credits  Amazon's  success  to  a  deceptively  simple 
He  wants  it  to  be  the  most  customer-focused  company 
—both  online  and  off.  That's  why  Amazon  has  spent  heav- 
)  build  several  distribution  centers  around  the  world  to 
>n  deliveries.  It's  why  the  company  has  spent  countless 
3  tweaking  its  Web  pages  to  remove  every  possible  ob- 
i  to  purchasing.  It  invented  one-click  ordering,  which  lets 
fs  store  credit  cards  and  addresses  after  the  first  purchase, 
t  installed  software  that  assesses  what  people  have  bought 
suggests  other  purchases.  The  result:  Repeat  purchasers 
int  for  66%  of  sales. 

WAY  TRAIN.  eBay  has  zoomed  to  prominence  with  an 
more  innovative  E -commerce  model — one  that,  in  a  rare 
is  actually  profitable.  Because  eBay  doesn't  take  possession 
e  goods — it  acts  as  a  broker  for  buyers  and  sellers  and 
i  6%  off  the  top — it  incurs  none  of  Amazon's  hefty  distri- 
n  costs.  It  has  only  198  employees  to  Amazon's  3,000.  As 
lilt,  its  gross  profit  margins  are  a  Microsoft-like  85% — on 
merchandise  that  ballooned  from  $95  million  in  1997  to 


Q  CHAMP 
Q  CONTENDER 
Q  FLYWEIGHT 


ay 


J87.000 


!.4  million 


million 


lay's  members  are  intensely  loyal  and  spend  an  average 
130  minutes  a  month  on  the  site-double  that  of  any 
her  Web  site. 

w  sellers  take  credit  cards,  and  auctions  take  days  to 
ay  out. 


'% 

3  million  U.S.  adults) 


:spite  looking  into  other  pricing  schemes  and 
2rchants,  eBay  is  holding  fast  to  its  core 
rson-to-person  auction  sales. 

■  person-to-person  focus  could  lose  the  company 
ed-price  revenue  and  business-to-consumer 
iction  sales. 

.0  Meg  Whitman  has  extensive  branding  experience  at 
isbro  and  Disney,  and  Senior  Vice-President  for  Marketing 
ian  Swette  was  executive  vice-president  at  Pepsi-Cola. 

ITUTE,  AMAZON.COM,  eBAY 


$746  million  in  1998.  "Dollar  for  dollar,  eBay  has  a  better  rev- 
enue and  bottom-line  model,"  says  analyst  Mitchell  Bartlett 
of  Minneapolis  investment  bank  Dain  Rauscher  Wessels. 

Thanks  to  choosing  auctions  as  its  selling  vehicle,  eBay  is  rid- 
ing a  runaway  train  of  growth.  The  bidding  and  close  interac- 
tion between  buyers  and  sellers  promotes  a  sense  of  commu- 
nity— a  near  addiction  that  keeps  them  coming  back.  eBay 
denizens  spend  130  minutes  a  month  at  the  site — more  than  10 
times  the  amount  on  Amazon,  says  researcher  Media  Metrix. 

Such  success  makes  some  experts  think  auctions  and  dy- 
namic pricing  will  spread  far  beyond  their  traditional  realm  of 
one-of-a-kind  and  excess  goods.  Already,  some  15%  of  all 
consumer  E-commerce  spending  in  1998 — $1.42  billion,  more 
than  from  books  and  music — came  through  auctions,  accord- 
ing to  Gomez  Advisors  in  Concord,  Mass.  "Fixed  prices  are 
only  a  100-year-old  phenomenon,"  says  Patti  Maes,  an  asso- 
ciate professor  at  Massachusetts  Institute  of  Technology's 
Media  Lab.  "I  think  they  will  disappear  online,  simply  because 
it  is  possible — cheap  and  easy — to  vary  prices  online." 

Moreover,  eBay  could  even  turn  the  nation's  18  million 
small  businesses  into  a  virtual  selling  force  that  could  rival 
that  of  conventional  retail.  "It  could  be  the  destination  for  all 
these  businesses  to  sell  online,"  says  Steven  R.  Mitgang,  a  se- 
nior vice-president  for  Sitematic  Corp.,  a  San  Diego  soft- 
ware company  that  has  helped  several  dozen  small  business- 
es list  their  inventory  on  eBay.  Beyond  auctions,  says 
Mitgang,  'it  has  a  huge  opportunity  to  become  the  destination 
for  consumers  to  buy  stuff,  period." 

That's  far  from  a  lock,  though.  For  one  thing,  buying  is  still 
quite  cumbersome  on  eBay.  Even  with  automated  bidding,  it's 
more  work  than  buying  fixed-price  goods,  and  once  it's  done, 
most  buyers  have  to  send  a  check  or  money  order,  wait  for  it 
to  clear,  and  get  the  merchandise  up  to  two  weeks  later. 
More  important,  a  few  cases  of  apparent  fraud  on  eBay 
prompted  New  York's  Consumer  Affairs  Dept.  to  investi- 
gate. Although  eBay  reached  agreement  with  New  York 


ITEMS  ON  eBAY 

Beanie  Babies, 
Pez  dispensers, 
and  other 
small  collectibles 
launched  the 
auctioneer's  site. 
Now,  buyers 
can  find  almost 
anything,  from 
cameras  and 
printer  cartridges 
to  a  Mark 
McGwire  home- 
run  ball  and 
antique 
furniture 
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thanks  to  instituting  new  antifraud  protections,  the  potential 
for  being  swindled  scares  off  some  potential  buyers. 

Meanwhile,  Amazon's  business  model  has  yummy  aspects 
that  are  not  fully  appreciated — especially  vs.  physical  retail- 
ers. Morgan  Stanley  Dean  Witter  analyst  Mary  G.  Meeker  es- 
timates that  Amazon's  current  $1.2  billion  annual  sales  rate  is 
the  equivalent  of  235  Barnes  &  Noble  Inc.  superstores  that 
generate  about  $5  million  in  annual  sales  apiece.  But  Amazon 
has  spent  only  $56  million  on  fixed  assets,  such  as  computers, 
so  far,  while  b&n  has  spent  about  $472  million  to  build  its  su- 
perstores. And  because  Amazon  gets  paid  immediately  by 
credit  card  and  doesn't  have  to  pay  suppliers  for  up  to  45 
days,  it  essentially  funds  its  growth  with  its  suppliers'  cash. 

So  why  is  Amazon  losing  so  much  money — $125  million  last 
year?  Because  it's  spending  to  acquire  and  build  for  a  much 
larger  customer  base  down  the  road.  Once  Amazon's  basic  in- 
frastructure is  built,  those  operating  profits  should  start 

falling  to  the  bottom 
line,  perhaps  by  2002. 

Amazon's  move  into 
auctions  provides  sev- 
eral boosts  to  its  retail  business.  As  its  inventory  grows,  auctions 
offer  a  way  to  get  the  most  from  overstocks  and  returns.  And 
because  auctions  provide  high  gross  margins,  even  a  relatively 
small  portion  of  auction  sales  should  give  an  outsize  boost  to  the 
bottom  line.  And  Amazon's  willingness  to  encourage  business-to- 
coasumer  auctions  could  give  it  a  leg  up  on  eBay.  Such  auctions 
are  expected  to  become  66%  of  total  auction  sales  of  $13  billion 
in  2003.  "eBay  is  making  potentially  a  huge  mistake,"  says  For- 
rester Research  Inc.  analyst  Evelyn  Black  Dykema. 
FEARSOME  FORCE.  So  who's  most  likely  to  become  the  king  of 
consumer  E-commerce?  For  now,  despite  eBay's  fast  rise  and 
vast  potential,  Amazon  remains  the  one  to  beat.  At  more  than 
8  million,  its  customer  base  is  double  eBay's.  Many  more  peo- 
ple recognize  Amazon's  name,  and  its  retail  style  of  shopping 
may  be  more  reassuring  to  the  waves  of  newbies  coming  online. 

Also,  by  most  accounts,  Amazon  has  a  deeper  management 
bench.  Analysts  universally  admire  Bezos'  potent  vision  of  the 
E-commerce  future.  And  he  has  hired  several  former  Wal- 
Mart  Stores  Inc.  employees,  including  two  execs  who  know  the 
giant's  innards  so  well  that  Wal-Mart  sued  Amazon  for  al- 
legedly stealing  trade  secrets.  (The  case  was  settled  recently.) 

More  than  anything,  it's  Bezos'  aggressiveness  that  many 
people  think  makes  Amazon  the  more  fearsome  force.  A 
perennial  overachiever,  Bezos  appeared  to  be  headed  for  a 


nerdy  career  in  computer  science.  But  after  landing  at  hi 
fund  D.  E.  Shaw  &  Co.  in  New  York,  he  quickly  latched  i 
the  Net  and  soon  was  driving  across  the  country  to  a 
Amazon,  tapping  out  a  business  plan  on  a  laptop  and  c;i 
investors  as  his  wife  drove.  "Any  business  with  Jeff  Be25 
it  has  a  10  times  better  chance  of  success  than  one  wiic 
him,"  says  former  Shaw  colleague  Charles  Ardai,  now  \p 
dent  of  free  Web  service  Juno. 

eBay's  execs  are  no  slouches,  either.  Despite  WhitJ 
low-key  personality  and  conservative  business  pedigree-s 
stalled  at  Procter  &  Gamble  fresh  out  of  Harvard  B-sch»l 
Whitman  gets  results,  too.  Before  eBay,  she  helped  rta 
Hasbro's  preschool  division  to  profitability  And  her  majjf 
ment  team  includes  Senior  Vice-President  for  Marketing 
an  Swette,  who  helped  develop  Pepsi-Cola  Co.'s  populaiac 

Regardless  of  who  runs  the  tightest  ship,  Amazon  ma\ic 
the  edge.  After  all,  it  has  done  the  hard  part:  To  providtbi 
letproof  customer  service,  it  has  built  warehouses  an^ 
veloped  software  to  target  individual  customer  needsp 
pinpoint  accuracy.  If  seamless  buying,  quick  delivery^] 
ultrapersonalized  stores  prove  to  be  what  customers  wjt, 
will  be  too  late  for  eBay  to  catch  up.  Says  Kenneth  J.  (tc 
chief  strategist  at  market  researcher  Cognitiative  Inc.:  "an 
zon  has  a  better  shot  at  whining  eBay's  game  than  eBaj-Jo 
at  Amazon's  game." 

That's  not  to  say  eBay  can't  quickly  vault  into  the  68 
There  are  no  signs  that  competitors — Amazon  included-? 
slowing  eBay  down.  Its  gross  merchandise  sales  growt  h 
been  accelerating  for  the  past  four  quarters,  to  76%  in  !9 
first  quarter.  "There  isn't  another  company  on  the  \m 
that  grew  that  fast,"  says  Whitman. 

And  there  is  evidence  that  investors  may  be  gettin  I 
patient  with  companies  that  show  no  sign  of  profit,  sib 
Amazon.  Its  stock  has  dropped  from  more  than  $200  a  la 
in  April  to  around  $135  today,  while  eBay's  has  only  m 
from  a  high  of  $234  in  late  April  to  around  $195.  If  imst 
cnntidence  continues  to  flag,  Amazon  could  find  itself  g;p 
for  capital  just  when  it  needs  more  to  compete  with  a  sigii 
eBay.  Bezos  says  he  isn't  worried.  "There  will  alwas  1 
enough  smart  investors  who  believe  in  our  strategy'  ! 
says.  With  plenty  of  believers  in  eBay's  strategy  out  ler 
too,  the  battle  of  the  E-titans  has  just  begun. 

By  Robert  D.  Hof  in  San  Mateo,  Calif.,  and  Linda  tnn 
stein  in  San  Jose,  Calif. 
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"WHEN  OUf^g^^TOMERS  WANTED 
VOICE  MAIL,  Wfi^OULDNT  AFFORD  TO 
WASTE  TIME  SPINNING  OUR  WHEELS." 


Recently,  customers  of  a  CLEC  in  one  of  our  local  markets  were  clamoring  for  voice  mail 
service.  However,  the  CLEC  didn't  have  the  capability.  They  needed  a  voice  mail  network, 
and  they  needed  it  now.  That's  when  they  called  in  GTE  WHOLESALE  MARKETS. 
Experience  told  us  it  would  take  eighteen  months  to  construct  an  entirely  new  voice  mail  network. 
Not  good  enough.  So  we  devised  a  plan  that  would  use  existing  GTE  infrastructure  and  bring  the 
same  service  online  in  just  one  month.  Without  tying  up  huge  amounts  of  capital  in  the  process. 
Is  a  communications  problem  throwing  you  a  curve?  GTE  can  deliver  innovative  solutions  that 
provide  more  capacity,  more  technology,  more  of  what  you  need  to  be  successful.  And  we  can  do  it 
in  a  hurry.  Call  GTE  Wholesale  Markets  at  1-888-483-9594,  or  visit  us  on  the  Internet  at 
www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And,  best  of  all,  we'll  steer  you  in 
the  right  direction  and  help  you  accelerate  toward  your  goals. 
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MEG  WHITMAN 

eBay 

She  says  the  on  line  auction  site  takes  Amazon 
seriously,  but  so  far  she  hasn't felt  threatened 


M 


Iargaret  C.  Whitman,  ceo  of  eBay  Inc.,  is  Silicon  Val- 
ley's newest  star  and  one  of  the  only  women  to  liead  a 
It-ailing  E -commerce  site.  After  tenures  at  Hasbro  and 
Disney,  Whitman  presides  over  an  upstart  tfiat  lias 
seen  its  cult-like  following  explode  and  its  market  value  sur- 
pass even  that  of  Amazon.com.  Recently,  sfie  spoke  with  busi- 
ness week's  Silicon  Valley  Bureau  Chief  Linda  Himelstein. 


What  is  eBay's  strategy  and  will  it  change  going  forward? 

We  started  with  commerce,  and 
what  grew  out  of  that  was  commu- 
nity. So  we  think  of  ourselves  as  sort 
of  a  community-commerce  model. 
And  what  we've  basically  done  is  put  in  place  a  I 
venue  where  people  can  be  successful  dealing  and 
communicating  with  one  another.  But  we  also 
want  to  expand  the  kinds  of  merchandise 
sold  on  eBay.  The  Butterfield  &  Butterfield 
[Auctioneers  Corp.]  acquisition  helps  us  ac- 
celerate our  entry  into  the  premium  seg- 
ment. And  then  we  also  want  to  get  into 
the  kind  of  merchandise  that  is  not  neces- 
sarily shippable  because  it's  not  economic  to 
ship  or  you  want  to  see  it  before  you  buy  it. 
So  cars,  boats,  rvs,  things  like  that.  We're 
also  looking  at  the  kind  of  merchants  who 


ON  AMAZON 

"Our  business 
model  is 
inherently 
more 

profitable'1 


sell  on  eBay.  In  the  beginning,  this  was  strictly  aboutfj 
viduals  doing  business  with  one  another.  What  happerid 
that  some  of  those  individuals  actually  became  small  dejt 
They  quit  their  clay  jobs  to  sell  full  time  on  eBay  No  ; 
have  a  lot  of  merchants  who  keep  their  storefronts  but  ifl 
their  most  profitable  distribution  channel  is  eBay. 

Is  this  a  move  into  Amazon's  turf? 

We  are  looking  at  storefronts  as  something  to  think  1 
Now,  all  the  selling  on  eBay  is  in  an  auction  format.  Arpj 
question  is:  Are  there  other  formats  both  our  buyers  anl 
ers  would  want?  There  are  people  who  don't  necessarily  a 
buy  in  an  auction,  and  there  are  sellers  who  want  tl 
some  of  their  goods  in  an  auction  and  some  in  a  storefront 
of  a  fixed-price  environment.  So  we  are  looking  at  this.  I 

Will  you  do  this  at  some  point? 

There  is  a  better  than  even  chance.  The  question  is,  e* 
when  and  exactly  what  fonnat  will  we  do  it  in.  Again,  itm 
notion  of  choosing  what  you're  going  to  focus  on.  And  1 
this  philosophy  that  you  really  need  to  do  things  100%.  1 
to  do  five  things  at  100%  than  10  things  at  80%.  And  wJ 
have  to  move  very,  very  fast,  M 
you  are  not  well  served  by  nil 
incredibly  rapidly  and  not  I 
things  that  well. 
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How  large  is  eBay's  market  opportunity  vs.  Amazon's? 

Wiat  is  really  interesting  is  the  gross  merchandise  saljbl 
ing  transacted  on  eBay  today — the  value  of  the  gooffl 
buyers  and  sellers  transact  with  one  another.  It  is  now 
f  run  rate  of  $2.2  billion.  If  you  take  our  first  quarter'sp 
merchandise  sales  of  $540  million,  times  four,  you're  M 
billion.  Amazon  is  about  half  that. 

Doesn't  Amazon  get  a  bigger  piece  of  what  it  sells? 

That's  right.  But  the  economics  are  entirely  different.  \i 
a  commission,  a  listing  fee,  and  a  commission  on  that.  Es  i 
gross  margin  on  that  is  far  higher,  and  obviously  wew 
money  as  opposed  to  not  make  money.  So  I  think  th  £ 
question  is  how  big  can  the  gross  merchandise  sa;S 
transacted  on  these  two  different  models,  and  therra 
are  the  economics  to  each  of  the  companies?  I  wouldif 
that  our  business  model  is  inherently  more  profitable 

How  important  is  it  to  be  profitable  today? 

There  is  no  question  in  my  mind  that  at  some  pointft 
future,  Internet  companies  are  going  to  be  measu)d 
their  ability  to  generate  revenues  and  profits,  w 
can't  tell  you  is  how  soon. 

If  that's  the  case,  you'd  think  eBay  is  sitting  prett 

Yes.  We  have  a  very  profitable  business  model,  fid 
have  been  profitable  since  we  started.  This  compa^  I 
bootstrapped,  and  we  spend  money  like  it's  our  op. 

Amazon  launched  Amazon  Auctions  earlier  than  <pi 
ed  and  right  before  eBay's  stock  offering.  Was  W 
coincidence? 

No,  it  was  not.  Amazon's  a  very  competitive  cop^ 
and  I  think  they  are  a  very  good  competitor,  ad 
take  them  very,  very  seriously.  I  think  the  proof  fili 
in  the  pudding.  You  know,  we  are  still  lookijg ! 
signs  of  momentum,  and  so  far,  they  have  not'OW 
traction.  But  it's  only  the  first  inning. 

How  do  you  feel  the  eBay  marketplace  is  goin  to 
affect  the  retail  experience  going  forward? 
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AOL 

Work? 


's  easy  to  enjoy  the  same  AOL  benefits 
>u  get  at  home,  at  work. 


s  as  easy  as  1-2-3... 


Step  1:  

t  to  the  Internet  using  your  local  Internet 
Provider  or  by  using  the  Local  Area  Network 
iternet  Connection  at  work. 


Step  3: 


Step  2: 


)  your  AOL  software*  Before  signing-on  to  AOL, 
first  need  to  reconfigure  your  AOL  connection 
connect  via  TCP/IP  Here's  how: 
ie  Sign-on  screen,  click  "Setup." 
se  Create  a  location  for  use  with  new  access 
ie  numbers  or  an  ISP  option  and  click  "Next. " 
e  "Add  Location"  window,  type  a  name  for  the 
ion  (for  example,  TCP/IP  location), 
se  Add  a  custom  connection  (for  example 
IP)  and  click  "Next."  A  TCP/IP  location  will 
?ated  automatically. 


Sign-on  to  America  Online.  If  you  are  already  an  AOL 
member,  use  your  existing  screen  name  and  password 
and  sign  on  as  normal.  If  you  are  not  an  AOL  member, 
you  can  download  the  current  software  through  our 
Web  site  at  www.aol.com  or  call  1-800-4-ONLINK  to 
get  software  delivered  to  you. 

AOL  also  offers  a  special  pricing  plan  for 
customers  who  use  AOL  exclusively  via  TCP/IP. 
The  Bring  Your  Own  Access  Plan  is  just  $9  95 
per  month  for  unlimited  use  of  America  Online.** 

Next  time  you're  looking  for  the  best  of  the 
Internet  and  more  at  work,  check  out  AOL. 


'  II  you  are  not  an  AOL  member,  you  can  download  the  current  software  through  our 
Web  site  at  wwwaol  com  or  call  1  -800-4-ONLINE  to  get  software  delivered  to  you 

"Additional  charges  apply  II  you  do  not  connect  through  TCP/IP 
Go  to  AOL  Keyword:  Billing  to  switch  lo  this  plan 

©  1998  America  Online.  Inc 


To  receive  FREE 
AOL  software,  call 
1-800-4-ONUNE. 

A 

AMERICA 

So  easy  to  use, 
no  wonder  it's  #1 


don't  tell  me 

it  can't  be 


.  .  Someone  has. 
We're  Infinium,  and 
,  \„     ,  we  can  help  you 

unleash  the  potential  of 
your  organization,  so  every 
team  has  the  edge  to  turn 
customers  into  advocates. 
Visit  www.infinium.com/bw 
to  learn  more  about 
how  our  team  can  help 
your  people  do  great  work. 
Infinium:  enterprise 
software  solutions 
to  optimize  business 
performance. 

Indnium"  u  3  registered  trademark  o(  Indnium  Software. 


.  I  think  the  Internet  is  going  to  change  retail  forever, 
nk  there  are  enormous  shifts  going  on.  I  think  the 
shift  is  from  land-based  retail  to  online  retail — from 
'R'  Us  to  eToys,  from  Barnes  &  Noble  to  Amazon.  And 
ik  that's  because  it  is  incredibly  convenient  for  users.  I 
Dt  think  it  will  obviate  land-based 
,  at  least  not  in  the  next  20  years.  I 

eBay  has  created  an  environment 
iidn't  exist  in  the  land-based  world. 
I  happen  to  also  be  interested  in 

happens  to  business-to-business.  I 

there's  a  huge  move  that  can  be 


tunities.  And  I  can  tell  you  that  the  name  of  the  game 
here  is  focus.  I  am  really  interested  in  business-to-busi- 
ness, but  right  now,  there's  not  the  bandwidth  to  run  our 
core  business,  which  is  growing  faster  than  practically  any 
Internet  company  on  the  planet. 

MARGARET  C.  WHITMAN       What  d°  y°u  think  about  y°ur  hi§h  mar- 

kct  cdp? 

B0_RN_: _Au?ust_4J_1956J   I  think  investors  are  looking  at  the  In- 


ver  Story 


to  the  Net  that  creates  business- 
siness  commerce  that  didn't  exist 
ly  in  the  way  it  does  in  the  land- 
world.  We  are  constantly  hearing 
these  little  auction  companies 
,.are  connecting  businesses  that 
n't  get  together  before.  These  are 
e  with  excess  pipe,  and  these  are 
e  who  need  pipe. 

)u  going  to  go  after  business-to- 
ess  auctions? 

>w  on  the  list.  The  problem  is,  so 
of  these  Internet  companies  actu- 
re  pretty  small.  We  did  $47  million 


EDUCATION  B.A.,  economics, 
Princeton  University.  MBA, 
Harvard  University. 

CAREER  STOPS  In  '89,  joined 
Disney's  Consumer  Products  unit 
as  a  senior  vice-president.  Moved 
to  Stride  Rite  in  '93,  where  she 
introduced  Munchkin  baby  shoes. 
In  '95,  named  CEO  of  Florists 
Transworld  Delivery  (FTD).  In 
'97,  headed  Hasbro's  Preschool 
Div.,  managing  Mr.  Potato  Head 
and  Playskool.  Became  eBay's 
president  and  CEO  in  March  '98. 

FAMILY  Married  to  Griffith  R. 
Harsh  IV,  a  neurosurgeon  at 
Stanford  University  School  of 
Medicine.  Two  sons. 

WEALTH  Her  5.9%  stake  in  eBay 


temet  and  saying  that  this  is  an  incredi- 
ble revolution  that  is  taking  place.  I  think 
this  is  a  revolution  on  the  scale  of  the 
Industrial  Revolution.  It  engendered  hun- 
dreds and  hundreds  of  new  companies 
that  ultimately  became  huge  companies, 
and  it  engendered  huge  societal  changes. 

And  I  think  that  what  investors  are 
saying  is:  "0.  K.,  how  do  I  find  the  Ford 
Motors,  the  Carnegie  Steels,  and  in  later 
times,  the  ibms  of  this  revolution?"  That's 
why  I  think  you  see  the  valuations  that 
you  see.  This  is  going  to  change  every- 
thing, and  if  I  can  just  find  the  Ford  Mo- 
tor Co.  of  yesteryear,  even  at  today's  val- 
uations, they  will  seem  relatively 
inexpensive  10  or  15  years  from  now. 

Are  you  the  next  Ford  Motor  Co.? 

I  think  we  have  the  chance  to  be  one  of 
the  leading  Internet  companies.  I  think 
we  are  one  of  the  top  four  or  five  today, 


enue  last  year/and  yes,  we  have  a    is  vaiue^  Al^}j4_bl_lhon_today.-.-.    and  I  think  we  will  be  one  of  the  top 


market  cap,  but  we  have  only  so 
people  to  go  after  so  many  oppor- 


HOBBIES  Skiing,  tennis,  hiking. 


four  or  five  10  or  15  years  from  now  if  we 
execute. 


EFF  BEZOS 

nazon.com 

noneer  of  online  selling  says  that  eBay 
nt  have  to  lose for  Amazon  to  win 


mazon.com  Inc.  ceo  Jeffrey  P.  Bezos  is  the  poster 
executive  for  consumer  E -commerce.  In  a  recent  inter- 
view with  business  week  Senior  Correspondent  Robert 
D.  Hof,  Bezos  declined  to  take  on  auction  rival  eBay 
y.  But  he  talked  about  why  lie  thinks  Amazon's  mix  of 
auctions,  and  referrals  to  other  merchants  will  provide 
eatest  appeal — and  ultimately  the  »wst  profits. 

»  Amazon.com's  business  model  evolving  as  you've 
auctions  and  referrals  to  other  merchants? 

ision  is  that  we  want  to  be  the  world's  most  customer- 
:  company.  In  many  ways,  we're  a  one-trick  pony.  It's 

good  trick.  And  that  is  we  focus  incessantly  on  trying 

the  customer  experience  right. 

hin  that,  we  want  to  build  a  place  where  people  can 
-o  find  and  discover  anything  they  might  want  to  buy 
You  realize  very  quickly  that  you  can't  sell  eveiything 
might  want  directly.  So  instead  you  need  to  do  that  in 
rship  with  thousands  and  indeed  millions  of  third-par- 
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vllSSION 


e-business. 


Lots  of  customers 


Lots  of  partners 


Room  for  error? 


Zilch. 


(©e-business 


Sold  /The  sales  director  is  flooded  with  online  customer 
orders.  Overseas  suppliers  instantly  gear  up  production. 
Shippers  are  alerted.  It's  all  connected,  via  the  Web.  And 
IT  has  to  keep  it  running.  Not  to  worry. Tivoli  management 
software  automatically  manages  the  systems,  networks 
and  apps  that  keep  the  supply  chain  moving.  End-to- 
end.  Firewall-through-firewall.  So  customers  can  place 
orders.  Suppliers  can  fill  orders.  While  IT  keeps  order.  And 
e-business  marches  on.  Good  thing  IT  chose  a  reliable 
management  solution  from  Tivoli  Systems  Inc.,  an  IBM 
company.  1  888  TIVOU-1.  www.tivoli.com/e-business 


ttPBitl 


Manage.  Anything.  Anywhere. 


Tivoli  is  a  registered  trademark  and  Manage  Anything.  Anywhere  is  a  trademark  of  Tivoli  Systems  Inc.  in  the  U  S  and/or  other  countries  In  Denmark,  Tivoli  is  a  trademark  licensed  from  Kjobenhavns  Sommer  -Tivoli  A/5 
Tivoli  Systems  Inc.  is  an  IBM  company.  IBM  and  the  e-business  logo  are  trademarks  of  International  Business  Machines  Corporation  in  the  U.S.  and/or  other  countries.®  1999  Tivoli  Systems  Inc 


eBay  vs.  Amazon.com 


ty  sellers  in  different  ways.  To  tiy  to  do  that  alone,  in  strict- 
ly a  traditional  retailing  model,  isn't  practical. 

What  are  your  goals  for  auctions  and  Shop  the  Web,  the 
program  that  provides  referrals  to  other  merchants? 

We  have  two  sets  of  customers  in  the  auction  space,  and  we 
are  focused  diligently  on  trying  to  get  the  experience  to  be  as 
good  as  possible  for  both  sets.  In  the  case  of  the  buyers,  one  of 
the  key  things  that  auctions  bring  for  our  8.4  million  buyers  is 
bigger  selection.  We  have  in  excess  of  16  million  different 
items  that  people  can  buy  from  us.  Auctions  and  Shop  the  Web 
are  components  of  that.  The  primary  thing  we  bring  to  the 
table  for  sellers  in  the  auction  space  is  access  to  the  world's 
largest  community  of  experienced  online  shoppers — which,  if 
you're  sellers,  obviously  is  a  pretty  important  thing. 

You  have  different  margin  dynamics  for  auctions  and  Shop 
the  Web.  How  does  that  affect  how  you're  going  to  build 
Amazon? 

In  one  case,  you  have  relatively  small 
top-line  revenues — that's  the  case  of 
auctions — but  very  high  gross  mar- 
gins in  percentage  terms  and  very  high  operating  margins.  In 
the  case  of  direct  sales  of  products,  you  have  a  veiy  high  top- 
line  revenue  but  lower  percentage  gross  margins  and  per- 
centage operating  margins.  Those  models  coexist  very  nicely. 

Why  is  the  retail  business  model  more  attractive  than  the 
auction  model,  which  has  such  high  margins? 

Percentage  margins  don't  matter.  What  matters  always  is 
dollar  margins:  the  actual  dollar  amount.  Companies  are 
valued  not  on  their  percentage  margins,  but  on  how  many 
dollars  they  actually  make,  and  a  multiple  of  that. 

Do  you  see  dynamic  pricing  of  auctions  coming  to  other 
products  on  your  site? 

No,  no,  no.  Auction  pricing  is  most  useful 
when  it's  hard  to  assess  a  fair  value.  So 
that  means  either  that  the  thing  you're 
selling  is  unique,  or  maybe  it's  not  unique, 
but  its  value  fluctuates  rapidly.  Stock 
prices  are  sort  of  like  that.  For  most 
things,  fixed  prices  are  more  efficient. 
The  reason  is  that  you  don't  have  to  ne- 
gotiate. You  don't  want  to  negotiate  the 
price  of  simple  things  you  buy  every  day. 


Cover  Story 


I  think  the  other  piece  is  being  the  world's  most  custo: 
centric  company,  and  I  think  that's  where  most  of  our 
ferentiation  comes  from.  I  do  not  believe  there  is  anc 
company  on  the  Internet  that  thinks  about,  talks  about, 
asks  about  their  customers  as  much  as  we  do,  and  asks 
customers  as  many  questions  as  we  do,  and  really  tries 
through  plain  old  hard  work  to  build  the  best  possible 
rience  for  customers.  And  I  believe  that's  why  some  o: 
physical-world  companies  that  have  tried  to  replicate  wha 
have  done  have  had  a  hard  time. 

How  will  online  selling  change  physical-world  retailing? 

The  short  answer  is  that  strip  malls  will  go  away  bee 
physical  retailing  isn't  going  to  be  able  to  compete  on  pri 
you  study  the  economics,  online  retailing  is  just  more  efS 
As  a  result,  that  leaves  other  things  for  physical  stor 
compete  on,  and  there  are  lots  of  dimensions  that  ar< 
portant  to  customers  besides  price.  One  is  entertaini 
So  a  lot  of  shopping  gets  do: 
large  part  as  entertainment.  T 
why  Nordstrom's  has  a  piano  p 
and  so  on. 

So  what's  going  to  happen  is  that  stores  are  going  t 
more  entertaining.  The  quality  of  the  sales  associates  is 
to  go  up  to  make  that  experience  more  pleasant.  Store 
going  to  get  cleaner.  Every  dimension  you  can  imagi 
making  a  physical  store  better  is  going  to  happen. 


JEFFREY  P.  BEZOS 

BORN  January  12,  1964, 
Albuquerque,  N.M. 


Is  there  a  risk  of  making  your  image  so  broad  that  pe 
don't  know  what  you  stand  for? 

No.  See,  we're  not  a  book  company.  We're  not  a  music 
pany.  We're  not  a  video  company.  We're  not  an  auction 
pany.  We're  a  customer  company. 

Don't  you  need  a  message  that  tells  customers  what 
zon  really  offers  them? 

We're  the  earth's  biggest  selection. 


Since  you've  moved  squarely  into  eBay's 
territory  with  auctions,  how  do  you  see 
it  as  a  rival? 

I  believe  this  is  a  large  market,  and  there 
is  room  for  two  players  to  have  critical 
mass.  So  it's  not  that  somebody  has  to 
lose  for  us  to  win.  And  it's  for  that  rea- 
son that  we've  always  been  a  customer- 
obsessed  company  instead  of  a  competi- 
tor-obsessed company. 

I  think  this  is  one  of  the  most  misun- 
derstood things  about  E-commerce.  There 
aren't  going  to  be  a  few  winners.  There 
are  going  to  be  tens  of  thousands  of  win- 
ners. This  is  a  big,  huge,  complicated 
space.  And  it's  going  to  be  as  complex, 
with  as  much  variety  and  as  many  win- 
ners, as  the  physical  world. 

Do  you  feel  you  are  distinct  enough 
from  a  major  brand  like  eBay? 


FORMATIVE  CHILDHOOD 
EXPERIENCE  Summers  on  the 
family's  Texas  cattle  ranch,  devel- 
oping a  love  of  science  from  his 
grandfather,  a  retired  manager  for 
the  Atomic  Energy  Commission. 

EDUCATION  B.S.,  electrical  engi- 
neering and  computer  science, 
Princeton  University.  Valedictorian 
and  president,  Miami's  Palmetto 
High  School. 

FAMILY  Married  to  MacKenzie,  a 
novelist.  Brother,  Mark,  and  sister, 
Christine.  Father  Miguel  left  Cuba 
in  the  early  1960s.  Mother  Jacklyn 
Gise  Bezos  worked  in  a  bank. 


FAVORITE  BOOKS 

and  science  fiction. 


iusmess 


FAVORITE  TELEVISION  SHOW 

Seinfeld  reruns. 

WHY  HE  ALWAYS  CARRIES  A 
CAMERA  So  he  can  remember 
what  happened  years  from  now. 


Do  you  have  a  goal  for  when  you  < 
throttle  back  on  expenses  and  bee 
profitable? 

Our  strategy  is  veiy,  very  clear:  W< 
cused  on  long-term  returns  for  inv 
And  to  throttle  back  on  investmen 
would  be  shortsighted.  When  we  ha 
opportunity,  that  will  probably  h 
But  as  long  as  we  have  lots  of  oppoi 
we're  going  to  continue  to  invesl 
mensurate  with  that  opportunity  in 
disciplined  and  methodical  way,  bi 
long-term  context.  To  do  anythinj 
we  believe,  is  irrational. 

But  we  also  don't  claim  that  th 
right  strategy.  We  just  claim  it' 
And  then  people  get  to  decide.  Bu 
clear  about  it.  And  we  do  passi 
believe  it's  the  right  strategy. 

Make  no  mistake  about  anythir, 
said  here:  Long-term  profitabili 
building  an  important  and  lasting  a 
tained  company  is  incredibly  imj 
to  us.  We  just  believe  that,  by  in1 
now,  we  increase  our  chances  of  ac 
those  things. 


For  expanded  Q&As  with 
Whitman  and  Bezos,  go  to 
ebiz.businessweek.com 
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ith  over  250  airport  lounges,  you  can  work  like  you're  back  at  the  office. 

Except  there's  better  coffee.      :>••■  ' 


.star-allianGe.com 

pen  to  eligible  Star  Alliance  Gold  members,  and  First  and  Business  Class  travelers 
litions  apply. 


STAR  ALLIANCE 

The  airline  network  for  Earth. 


You 


don't 

take 

breaks, 


pentium 


0  191)9  Hewlett- Packard  Company  All  rights  reserv.-d  Microsoft,  Windows,  and  Windows  NT  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries  Microsoft  OEM  products  are  licensed  to  system 
Microsoft  Licencing,  he,  a  wholly  owned  subsidiary  of  Microsoft  Corporation  Intel,  (he  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  and  Celeron  is  a  trademark  of  Intel  Corporation 

"  SOFKCS/lnlerSearch  Windows  OS  User  Reliability  Study  '6/98)  Participants  using  Windows  NT  Workstation  were  about  three  limes  less  likely  to  experience  serious  system  stoppages  than  Windows  95  users  surveyed 

1  Price  is  estimated  Street  puce  Actual  pnte  may  vary.  Monitor  not  included. 


HP  Vectra0  PCs  and  Windows  NT  Workstation 
The  reliable  choice  for  business 


You  count  on  your  computer  to  work  as  hard  as  you  do  - 
so  count  on  the  HP  Vectra  running  Windows  NT 
Workstation  -  the  most  reliable  Windows  operating 
system  available.*  Built  for  businesses  like  yours, 
HP  Vectras  are  specially  designed  to  maximize  the 
reliability  and  performance  of  Windows  NT.  So  make 
sure  your  next  HP  Vectra  has  Windows  NT  Workstation 
preinstalled  -  that  way  you  can  improve  productivity 
-  and  get  the  break  you  deserve. 


computer 

What  HEWLETT® 
WlrJk  PACKARD 


your 


www.hp.com/windows2000/desktop 


ectra  Corporate  PCs:  Intel®  Celeron™  processor  366  MHz  up  to  Pentium®  III  processor  500  MHz  /  Microsoft®  Windows  NT  Workstation  4.0  /  64  MB  RAM  /  Up  to  13.5  GB  HD  /  Up  to  Matrox®  MGA-G200 
graphics  /  HP  TopTools  management  software  /  Starting  at  $9411. 

•we  you  buy  a  Windows  2000-Ready  PC  Ready  with  W.ndows  NT  Workstation,  ready  with  300  MHi  or  more,  ready  with  64  MB  RAM  or  more.  For  more  infonnation  see  www  hp  com/windows2000/desktop 
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INVESTMENTS 


CAN  YOU  REALLY 
BEAT  THE  MARKET? 


A  new  book  reopens  the 
debate  over  whether  it's 
possible  to  predict  the 
movement  of  stock  prices 

Andrew  W.  Lo  of  the  Massachu- 
setts Institute  of  Technology  re- 
members the  excitement  of  read- 
ing A  Random  Walk  Down  Wall 
Street  when  he  was  in  high  school  in 
the  1970s.  In  it,  Princeton  University 
economist  Burton  G.  Malkiel  made  the 
case  that  stock  prices  are  unpre- 
dictable— as  random  as  the  lurching  of  a 
drunk.  Says  Lo:  "That  was  one  of  the 
first  books  that  got  me  interested  in 
economics.  It  was  an  eye-opener." 

An  eye-opener,  maybe,  but  hardly  a 
guiding  light.  Today,  as  a  finance  pro- 
fessor at  mit's  Sloan  School  of  Manage- 
ment, Lo  is  working  to  prove  that 
Malkiel  and  his  fellow  random-walkers 
are  wrong — that  shrewd  investors  can 
beat  the  market  after  all.  He  and  col- 
laborator A.  Craig  MacKinlay  of  the 
University  of  Pennsylvania's  Wharton 
School  have  even  written  a  book  called 
A  Non-Random  Walk  Down  Wall 
Street.  It  was  published  in  March — two 
months  before  Malkiel  came  out  with  a 
thoroughly  revised  seventh  edition  of 
his  own  book,  which  has  sold  more  than 
500,000  copies. 

FAIR  REWARDS.  Randum-walk  theory 
says  that  investors  can't  beat  the  stock 
market  because  news  travels  too  rapid- 
ly. When  a  new  bit  of  information 
emerges,  investors  react  to  it  almost  in- 
stantly, bidding  a  stock's  price  up  or 
down  until  it  reaches  a  new  equilibri- 
um. Therefore,  the  only  things  that  the 
market  hasn't  taken  into  account  are 
things  that  haven't  happened  yet. 
Those  events  are,  by  definition,  ran- 
dom. You  can  count  on  making  money 
in  the  long  run  only  because  prices 
generally  trend  upward,  in  line  with 
economic  growth. 

But  markets  don't  know  everything, 
say  the  authors  of  A  Non-Random 
Walk  Dow)i  Wall  Street.  People  who  de- 
vote enough  time,  money,  and  brain- 
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CNA  covered  the  company 
that  covered  the  Denver  Mint. 

When  it  came  time  to  replace  the  roof  over  the  Denver  Mint,  CNA  was  there  to  cover  it.  CNA  worked  with 
B&M  Roofing  by  providing  them  with  general  liability  insurance,  workers'  compensation,  commercial  auto 
coverage  and  a  surety  bond.  By  bringing  you  more  than  a  century  of  experience  and  the  financial  stability 
of  over  $60  billion  in  assets,  CNA  can  offer  you  a  broad  array  of  insurance  products  and  services  for 
your  business,  home,  auto  and  life.  Visit  us  at  www.cna.com 


For  All  the  Commitments  You  Make 


CNA  is  a  registered  service  mark  and  trade  name  of  CNA  Financial  Corporation. 
Any  depiction  of  the  Mint  does  not  imply  endorsement  of  CNA  by  the  Mint. 
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power  can  beat  the 
market  by  finding 
undervalued  com- 
panies or  discover- 
ing persistent  price 
patterns,  say  Lo 
and  MacKinlay. 
Their  profits  are 
"simply  the  fair  re- 
ward to  break- 
throughs in  finan- 
cial technology," 
they  argue. 

This  is  no  sterile 
academic  debate. 
Investors  are  tak- 
ing   sides  every 
time  they  select  a 
place  to  put  their 
money.  Random- 
walkers  buy  index  funds.  Dis- 
believers in  the  random  walk 
are  more  likely  to  play  the 
market — whether  successfully, 
like  Warren  E.  Buffett,  or  un- 
successfully, like  your  average 
small-time  day  trader. 

When  Malkiel  wrote  the 
first  edition  of  A  Random, 
Walk  Down  Wall  Street  in 
1973,  he  was  the  one  challenging  the 
conventional  wisdom.  At  the  time,  ran- 
dom-walk theory  was  a  scholarly  no- 
tion unfamiliar  to  the  average  investor. 
Malkiel  infuriated  Wall  Street  broker- 
age firms  by  writing  that  their  expen- 
sive advice  was  pretty  much  worth- 
less. Index  funds  that  match  market 
averages  didn't  even  exist  in  1973;  he 
wrote  that  they  should.  Here's  a  quote 
from  the  first  edition:  "Whenever  be- 
low-average perfonnanee  on  the  part  of 
any  mutual  fund  is  noticed,  fund 
spokesmen  are  quick  to  point  out,  'You 
can't  buy  the  averages.'  It's  time  the 
public  could."  Malkiel  was  ahead  of  his 
time:  Today,  about  20<z  of  every  retail 
dollar  going  into  mutual  funds  goes 
into  index  funds. 

SLOW  RETREAT.  By  the  time  Lo  and 
MacKinlay  began  collaborating,  random- 
walk  theory  was  catching  on  with  the 
general  public — and  remained  a  shibbo- 
leth of  academic  finance.  Their  book  re- 
counts how  in  1986,  when  they  present- 
ed their  first  academic  paper  statistically 
rejecting  the  random  walk,  their  dis- 
cussant— "a  distinguished  economist  and 
senior  member  of  the  profession" — as- 
sured them  that  they  must  have  made  a 
programming  error.  Ever  since,  random- 
walkers  in  academia  have  been  forced 
into  a  slow  but  steady  retreat. 

Surprisingly,  perhaps,  Lo  and 
MacKinlay  actually  agree  with  Malkiel's 
advice  to  the  average  investor.  If  you 


Malkiel  infuriated  Wall 
Street  in  the  70s  by  arguing 
that  brokers'  advice  was 
essentially  worthless 
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don't  have  any  spe- 
cial expertise  or 
the  time  and  mon- 
ey to  find  expert 
help,  they  say,  go 
ahead  and  purchase 
index  funds.  Where 
Lo  and  MacKinlay 
part  company  is 
over  Malkiel's  insis- 
tence that  even  the 
top  investment 
professionals  can't 
do  better  than  gar- 
den-variety index 
funds,  because  any 
edge  is  wiped  out 
by  the  costs  of  re- 
search and  extra 
trading.  Malkiel 
points  out  that  a  Standard  & 
Poor's  500-stock  index  fund 
with  annual  expenses  equal- 
ing 0.2%  of  assets  has  outper- 
formed 90%  of  actively  man- 
aged mutual  funds  over  the 
last  3,  5,  and  10  years.  What's 
more,  funds  that  beat  the  s&p 
over  one  time  scale  may  not 
beat  it  over  another. 
True,  acknowledge  Lo  and  MacKinlay. 
But  they  insist  that  the  best  pros  can 
still  beat  the  market  by  analyzing  the 
data  and  exploiting  the  subtle  regulari- 
ties that  they  discover.  Evidence  of  that, 
they  say,  is  that  Wall  Street  firms  con- 
tinue to  pour  mon- 
ey into  supercom- 
puters and  PhDs. 

One  big  differ- 
ence, of  course,  is 
that  you  can't  (for 
now,  anyway)  pro- 
tect the  profits 
from  a  successful 
trading  strategy  by 
patenting  it.  Others 
will  soon  duplicate 
your  strategy  and, 
by  so  doing,  take 
the  profit  out  of  it. 
The  January  effect 


Lo  and  MacKinlay 
say  investors  with  enough 


ploitable  anomalies?  Lo  and  Ma| 
lay  argue  that  fast  computers,  chq 
on  newly  available,  tick-by-tick 
of  market-transactions  data,  can  ol 
regularities  in  stock  prices  that 
have  been  invisible  as  recently  a 
years  ago.  One  example:  "clie 
bias,"  in  which  certain  stocks  ar< 
ular  with  investors  who  have 
trading  styles.  A  case  in  point 
doesn't  take  a  supercomputer  t 
tect  is  day  traders'  current  enthu 
for  Internet  stocks.  Lo  says  tha 
traders  tend  to  overreact  to 
whether  that  news  is  positive  or 
tive— so  it  should  be  possible  to 
by  taking  the  opposite  side  of 
trades. 

DIFFIDENCE.  Lo  is  even  open-m 
about  technical  analysis — that  is, 
turns  in  the  market  by  studying 
tems  in  price  charts  such  as  "hea 
shoulders  formations"  and  "resis 
levels."  To  Malkiel  and  most  othe 
fessors,  technical  analysis  is  abc 
scientific  as  palm-reading.  In  his 
Malkiel  calls  it  "anathema  to  the 
emic  world."  Yet  Lo,  a  bona  fide 
mic,  is  working  with  some  of  h 
colleagues  on  computer  softwar* 
identifies  some  of  the  chartists'  fa 
formations  in  a  consistent  way.  Hii 
step  is  to  determine  whether  thes 
terns  have  any  predictive  value. 
Lo:  "It  could  be  that  technical  an 
summarizes  in  a  very  compact  w: 
influences  of 
s>%   and  demand 
But  Lo  is 
advocating 
you  turn  ove 
savings 
chartists.  < 
fundamental 
pickers,  for 
matter.  At  ti 
their  book,  1 
MacKinlay 
just   as  di 
about  beatir 
market  as 
their  elder.j 


Rfs 
r.l 


in    which    small  time,  money,  and  brainpower  deed,"  they  I 

stocks  consistently  h     { th    market  "although  thj 

rose  m  January,  dis-  probably  still 


appeared  when  it 
started  getting  too  much  pub- 
licity. Random-walkers  say  this 
process  occurs  so  quickly  that 
extra  profits  axe  a  mirage.  Not 
so,  Lo  and  MacKinlay  argue. 
Says  MacKinlay:  "As  different 
trading  strategies  emerge, 
new  anomalies  can  appear,  or 
past  anomalies  can  reappear." 
Where   are   today's  ex- 


a  few  wa;  I 
make  money  reliabl;  I 
growing  complexity  of  I 
cial  markets  has  ci  I 
many  more  ways  to  11 
and  lose  it  quickly."  TB 
sentiment  that  randoj 
nonrandom  walkers  cars 
on  wholeheartedly.  1 
By  Peter  I 
NeM 
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YOU  SEND: 


The  can't  miss... 


Sure  fire... 


Works-every-time. . . 


Sales  proposal  of  the  century, 


Finance 


INTERNET  COMPANIES 


WHO'S  GETTING  MORE  BANG 
FOR  THE  MARKETING  BUCK 

business  week's  ranking  of  Net  players  shows  that  smart  spending  is  the  key  to  succes 


Putting  valuations  on  Internet  com- 
panies has  an  otherworldly  quality 
these  days:  It's  a  time  when  losing 
money  can  be  a  badge  of  success 
for  a  company,  while  making  money  can 
be  a  sign  of  a  lack  of  imagination.  But 
most  Net  folks — and  non-Net  folks — 
agree  that  gaining  market  share  is  cru- 
cial. That's  because  once  a  Web  surfer 
forms  an  attachment  to  a  site,  luring 
him  or  her  away  to  a  competitive  site 
can  often  be  very  difficult. 

While  hundreds  of  Internet  compa- 
nies are  using  a  variety  of  ploys  to  be- 
come the  market  leader,  heavy  spending 
on  marketing  seems  to  be  the  real  key 
to  achieving  dominance.  For  most  com- 
panies, marketing  costs  are  by  far  a 
company's  largest  single  expense,  often 


representing  the  difference  between 
generating  a  profit  or  a  loss. 

But  simply  shelling  out  lots  of  mar- 
keting bucks  isn't  the  whole  story.  A 
Net  company  has  to  spend  those  dol- 
lars efficiently.  Most  Internet  companies 
are  investing  heavily  to  fund  marketing 
programs.  But  are  they  really  creating  a 
brand  that  customers  will  repeatedly 
turn  to? 

And  are  these  cybercompanies  creat- 


REAL-WORLD  RESULTS 


ing  a  strong  enough  business 
gradually  able  to  decrease  margina 
keting  costs  while  boosting  rev< 
Furthennore,  what  if  one  day  sorn 
panics  lose  access  to  the  capita 
kets?  At  that  point,  marketing  ei 
cies  will  become  even  more  critic 
To  examine  how  effective  thes< 
panies  are  in  generating  revenue: 
marketing  expenditures,  business 
selected  a  sample  of  15  public 


A  simple  but  telling 
model:  How  many  dollars  of  revenue  are 
generated  for  each  marketing  dollar  spent? 


nies,  which  derive  virtually  all 
revenues  from  the  Internet.  Aft 
suiting  several  Internet  analy 
created  a  simple  model:  A  cor 
1997  and  1998  revenues  were 
by  marketing  < 
The  resultin 
shows  how 
dollars  of 
are  being  g 
ed  for  eac 
keting  dolla 
Return  ( 
keting  varie 
ly  (table).  I 
Online  Inc. 
ated  clos 
in  reven 
every  mailt 
dollar  it  slit* 
1998,  up  (b< 
75%  from  te  n 
vious  yea  11 
lage  Inc.,  ( 
er,  created  ciy  a 
in  revenue  for  everyd* 
spent,  a  decline  of  23%  from  thb? 
ous  year. 

In  the  business  week  tablefsi 
teresting  to  note  how  competito!  bti~ 
up.  For  instance,  Onsale  Inc.,  aniucti 
site  (and  the  most  efficient  c<Sp» 
according  to  our  table),  got  mcji  th 
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...BUT THEY  GET: 


iment.01 


1 

0 

1 

2 

3 

4 

5 

1 1  1  1 1  1 1 

1 1  1 1  1  1 1 

1  1  1  1  1  1  1 

i  i  i  1  i  i  i 

1 1  1 1  i  1 1 

i  i  1 1  1 1  i 

i  1 1  1 1  i  i 

10 


idobe  Acrobat 

obe 
:obat 


Wouldn't  your  business  be  more  profitable  if  they  got  what  you  sent?  Don't  worry.  With 
Acrobat*  4.0  software  from  Adobe®  all  the  documents  you  send  electronically  will  arrive  exactly  as  you 
intended.  It  doesn't  matter  whether  you  use  Microsoft  *  Office  or  some  other  application  to  create  your 
documents.  It  doesn't  matter  which  platform  you  use.  With  Acrobat,  they  get  what  you  send.  Everything 
you  send.  The  first  time  you  send  it.  So  you  don't  need  to  worry  about  your  customers  "getting  it." 
For  more  information  contact  a  software  reseller  or  visit  our  web  site  at  www.adobe.com/acrobat99 


Adobe 


Finance 


"It's  users  who  drive  revenues,"  but  eyeballs 
don't  necessarily  translate  into  dollars 


$8  in  revenues  for  each  marketing  dollar 
it  spent,  compared  with  eBay  Inc.'s 
$2.39.  The  portal  Excite  gets  $2.47  of 
revenue  per  marketing  dollar  compared 
with  $1.60  for  Lycos. 

Companies  that  are  just  starting  to 
build  their  franchise  usually  have  low 
revenue  returns.  But  any  mature  com- 
pany that  gets  less  than  a  $1  of  revenue 
per  $1  of  marketing  spent  for  several 
years  straight  should 
be  concerned.  "Ulti- 
mately, it's  a  losing 
proposition  if  you 
can't  create  revenues 
that  are  multiples  of 
your  marketing  dol- 
lars spent,"  says 
Doug  Sundheim,  head 
of  business  develop- 
ment at  Interactive8, 
an  Internet  advertis- 
ing agency  in  New 
York  City. 

What's  an  example 
of  a  strategy  that 
didn't  turn  out  to  be 
efficient?  Sundheim 
cites  an  online  mort- 
gage broker  that  ad- 
vertised its  services 
on  Web  sites  geared 
exclusively  to  home- 
financing  topics.  But 
eventually,  the  broker 
realized  that  such  ex- 
pensive advertising 
was  far  less  effective 
than  advertising  on 
Web  sites  that  catered  to  a  much  broad- 
er population. 

The  business  week  table,  to  be  sure, 
is  only  a  rudimentry  snapshot  of  a 
rapidly  moving  target.  But  Abe  Mast- 
baiun,  chief  financial  officer  at  American 
Securities  LP,  a  New  York  money-man- 
agement firm,  says:  "This  index  could  be 
a  good  way  to  predict  who  the  future 
winners  are  going  to  be,  based  on  their 
ability  to  grow  revenues  as  a  function  of 
their  marketing  effort." 
DEEPER  POCKETS.  For  many  companies, 
marketing  efficiency  seems  to  be  de- 
clining. "There  are  a  lot  of  Internet 
companies  out  there  that  are  finding 
they  have  to  spend  more  and  more 
money  to  generate  an  additional  dollar 
of  sales,"  says  Steven  Shapiro,  presi- 
dent of  Intrepid  Capital  Management,  a 
technology-focused  hedge  fund  in  New 


York.  "Unless  those  trends  reverse . . . 
this  may  be  a  strong  indication  that 
these  are  not  good  businesses  and  over 
time  won't  be  good  investments  either." 

Not  everyone  is  a  fan  of  this  sort 
of  marketing  return  model.  Gary  F. 
Bengier,  chief  financial  officer  of  eBay, 
says  that  nailing  down  marketing  re- 
turns is  a  difficult  task  at  best.  He  says 
that  business  week  should  have  used 


THE  NET'S  SAVVIEST  SPENDERS 


Marketing  is  important 
to  success  on  the 
Web.  Even  more 
important  is  getting  a 
good  return  on  market- 
ing expenses.  Below  is 
a  ranking  of  how  big  a 
bang  companies  are 
getting  for  their  mar- 
keting buck.  The 
methodology:  For 
1997  and  1998,  we 
divided  revenues  by 
marketing  expenses. 
For  example,  in  1998 
America  Online 
generated  close  to  $7 
of  sales  for  every  mar- 
keting dollar  it  spent, 
showing  a  74% 
increase  of  marketing 
efficiency. 


COMPANY 

REVENUES  DIVIDED  BY 
MARKETING  EXPENSES 
FISCAL  98        FISCAL  97 

PERCENT 
CHANGE 

ONSALE 

8.81 

9.69 

-9% 

AMERICA  ONLINE 

6.95 

3.99 

74 

AMAZON.COM 

4.59 

3.65 

26 

E*TRADEt 

3.44 

5.55 

-38 

AMERITRADE+ 

3.09 

5.53 

^44 

EXCITE 

2.47 

1.69 

46 

EBAY 

2.39 

3.32 

-28 

YAHOO! 

2.20 

1.54 

43 

LYCOS 

1.60 

1.16 

38 

BEYOND.COM 

1.33 

9.91 

-87 

CDNOW 

1.27 

1.81 

-30 

EARTHWEB 

0.74 

1.11 

-33 

THEGLOBE.COM 

0.59 

0.62 

-4 

IVILLAGE 

0.53 

0.69 

-23 

THESTREET.COM 

0.46 

0.27 

70 

AVERAGE 

2.70 

3.37 

-20% 

DATA:  BUSINESS  WEEK 


t  AMERITRADE  AND  E'TRADE  USE  DIFFERENT  ACCOUNTING  PRESENTATIONS  FOR 
MARKETING  EXPENSES 


quarterly  revenues  instead  of  annual 
ones  in  its  table.  And  instead  of  com- 
paring revenues  to  marketing  costs  he 
would  have  preferred  to  compare  rev- 
enues with  the  number  of  new  users 
who  signed  up  in  the  quarter.  "It's  users 
who  drive  revenues,"  says  Bengier. 

Perhaps.  But  our  analysts  are  argu- 
ing that  eyeballs  don't  necessarily 
translate  into  dollars.  And  while  many 
Internet  experts  claim  that  marketing 
efforts  materialize  into  revenues  the 
following  quarter,  using  annual  data 
gives  Internet  companies  the  benefit 
of  the  doubt. 

Creating  successful  marketing  pro- 
grams to  lure  targets  to  Web  sites 
could  get  a  lot  harder.  "Many  [Internet 
companies]  got  the  easy  ones  early. ...  I 
expect  that,  for  many  people,  the  last 
customer  is  more  expensive,"  says  Har- 


vard business  school  Professor  He 
H.  Stevenson.  Sundheim  agrees.  " 
zon.com  and  Yahoo!  got  a  tremei 
amount  of  free  publicity  from  Daj 
just  because  they  were  amonj 
first  Internet  brand  names.  It's 
to  even  put  a  dollar  amount  on  w 
would  take  to  build  those  b: 
today." 

Marketing  efficiencies  will  bt 
even  more  imp< 
as  Internet  gi 
begins  to  slow 
cording   to  Ivl 
Lynch  &  Co.  Inl 
analyst  Henri; 
Blodget,  even! 
the  Internet  w<| 
still  growing  ;l 
speed  of  souncB 
are  beginning  jji 
a  shift.  The  eaii 
per-growth  of  cfl 
nies  such  as  AB 
and  Yahoo!  is  si 
into    a  ste;|| 
growth  phase, 
the  market  be 
more  competiti 
dominated  by 
companies, 
players  are 
decreasing  rett 
marketing." 

The  table  cc 
this  developme 
average,  revei 
turns  for  ever 
keting  dollar 
37  in  1997  to 


declined  from 
1998,  a  20%  drop. 

While  our  revenue/marketing  e 
model  tells  a  lot  about  the  prop 
Net  companies,  eventually  thes 
nesses  will  have  to  be  judged  o 
ability  to  produce  profits.  "Any  c< 
that  has  a  high  price-earning 
must  ultimately  justify  it  in  te 
its  prospective  franchise,"  says 
L.  Leibowitz,  chief  investment 
at  Teachers  Insurance  &  Annuitw 
College  Retirement  Equities* 
(tiaa-cref)  in  New  York,  and§ 
of  Franchise  Value  and  the  Pric 
ings  Ratio. 

That  means  the  world  will  riglj 
The  badge  of  success  will  be 
money  and  losing  money  will  m 
plain  failure. 

By  Debra  Sparks  in  N< 
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orts  Business 


ftTCH  OUT  FOR 
ILF'S  GOLDEN  GIRLS 

nior  women's  pro  tour  could  compete  with  the  LPGA 

out  20  years  ago,  a  group  of 
aunchy  male  golfers  got  be- 
ind  a  then-revolutionary 
•a  series  of  tournaments  for 
liddle-aged  set.  Little  did 
;uspect  that  the  Senior  pga 
would  one  day  become  a 
ting  juggernaut,  resurrecting 
Hit  careers  and  this  year 
iting  nearly  $50  million  in 
noney. 

v  it's  the  ladies'  turn.  Or  is 
e  Blalock  thinks  so.  The  for- 
adies  Professional  Golf  Assn. 
com  the  1970s  and  '80s  is 
I  set  up  a  tour  for  female 
i    oldies.    The  fledgling 
n's  Senior  Golf  Tour  plans 
)urnaments  next  year  and 
in  2001,  with  the  aim  of 
ay  reaching  20  events.  Al- 
the  wsgt  has  captured  the 
ion  of  a  Who's  Who  of 
t's  golf— circa  1985.  Hollis 
JoAnne    Garner,  Jan 
nson,  Sally  Little,  and  Jane 
*  all  figure  to  be  mainstays. 
WSGT's  backers  can  expect 
of  the  roadblocks  faced  by 
dor  men:  skeptical  sponsors 
is  who  prefer  athletes  with- 
ricose  veins.  Oh,  and  one  BH 
ibstacle — the  lpga. 
ERLAP.  Despite  happy  talk  from 
JA  and  the  wsgt  about  the  tours 
menting  each  other,  the  signs  of 
al  conflict  are  hard  to  miss.  The 
las  set  a  minimum  playing  age 
tutting  it  into  direct  competition 
tie  lpga  for  some  of  the  most 
le  players  in  women's  golf,  in- 
Nancy  Lopez,  42.  If  the  lpga 
hard  line,  it  can  forbid  players 
over  to  play  senior  events  that 
with  its  own.  Present  rules  grant 
ayer  just  two  releases  per  year 
pete  in  events  opposite  lpga 
nents.  More  problematic  for  the 
■  an  lpga  rale  granting  releases 
four  players  in  any  given  week, 
'ck  hopes  for  a  compromise  that 
Jplow  older  players  to  opt  out  of 
JA  schedule  a  few  times  each 
Ve  want  everyone  who's  eligible 


BLALOCK 
SAYS  SHE  HAS 
SPONSORS 
TEEING  UP 


■'.< 


If  the  LPGA  gets  tough, 
it  could  deny  older 
members  permission 
to  play  senior  events 


to  play. . .  and  not  feel  guilty,"  she  says. 

It  won't  be  that  easy,  suggests  new 
lpga  Commissioner  Ty  Votaw.  "For 
Jane  to  say  we  should  relax  our  [con- 
flicting event]  rales  is  about  as  creative 
as  me  saying,  'If  you  want  to  play  the 
senior  tour,  resign  your  membership  in 
the  lpga  and  play  all  the  senior  tour- 
naments you  like.'  It  doesn't  get  us  any- 
where," says  Votaw,  who  is  hoping  to 
meet  with  Blalock  in  the  near  future. 


The  women's  golf  tours  might  not  be 
behind  this  tree  if  they  had  cooperated 
sooner.  Three  years  ago,  a  small  group 
of  veteran  players  approached  then-LPGA 
Commissioner  Jim  Ritts  to  ask  that  the 
tour  consider  launching  a  senior  circuit 
modeled  after  the  men's  Senior  Tour, 
which  is  controlled  by  the  pga  Tour. 
Ritts,  however,  took  only  some  small 
steps.  The  most  notable  is  a  yearlong 
bonus  competition,  sponsored  by  Eh  Lil- 
ly, that  pays  an  extra  $500,000  to  over- 
40  players  on  the  lpga  Tour. 

Older  players,  worried  they 
might  be  great-grandmothers  be- 
fore the  lpga  got  going,  decided 
to  forge  ahead.  "In  life  there  are 
two  choices:  Sit  back  and  let 
things  happen,  or  pick  up  the 
reins  and  do  it  yourself,"  says 
Blalock,  who  owns  a  golf  market- 
ing company  near  Boston. 
CEO-FRIENDLY.  Twenty-five  older 
golfers — Stacy,  Stephenson,  and 
Lopez  among  them  put  up  $5,000 
apiece  to  get  the  venture  off  the 
ground.  "We're  definitely  a  busi- 
ness," says  Stephenson,  47.  "We're 
in  this  to  make  money  and  pay 
dividends  to  the  girls."  Over  the 
past  two  summers,  they've  staged 
seven  two-day  pro-ams,  attracting 
such  sponsors  as  Arthur  Ander- 
sen and  Marshall  Fields.  The 
events  seem  to  play  well  with  the 
tour's  bread-and-butter  clientele: 
corporate  execs.  "The  senior 
women  just  have  this  wonderfully 
open,  congenial  way  with  the  am- 
ateurs," says  David  L.  Maher,  co- 
chairman  of  American  Stores  Co., 
the  sponsor  of  a  Salt  Lake  City 
9  pro-am  last  year  that  sold  100 
H|  slots  at  roughly  $5,000  per  ama- 
Wm  teur.  "You  can't  have  more  fun 
than  playing  golf  with  Nancy  Lopez." 

The  wsgt  appeal's  to  be  a  sweet  buy 
for  corporations  or  towns  on  a  budget.  Ti- 
tle sponsorships  go  for  $500,000,  vs. 
roughly  $750,000  on  the  lpga  Tour  and 
$1  million  or  more  on  the  Senior  pga 
Tour.  And  tour  officials  have  had  discus- 
sions with  the  Golf  Channel  and  hope  at 
least  some  events  will  be  televised.  For 
2000,  Blalock  says  she  has  been  talking  to 
PageNet  Inc.  about  serving  as  title  spon- 
sor for  a  three-day  event,  probably  in 
Dallas.  Other  tourneys  are  in  the  talking 
stage  for  Green  Bay,  Wis.,  Williamsburg, 
Va.,  and  small  cities  where  the  WSGT 
might  be  considered  a  major  happening. 

So  what  if  it  ain't  Augusta  National? 
Says  Blalock:  "It's  a  travesty  that  there 
hasn't  been  a  place  for  these  women  to 
play.  But  that's  about  to  end." 

By  Mark  Hyman 
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miry  of  Innovation 


A  Special 


BUSINESS  WEEK  Bonus  Issue  Arriving  May  1999 


BusinessWee 


INNOVATION 


A  PITOTOGK  \PH  fC  JOlIi  N  Y.\ 


From  the  Industrial  Revolution  to  the  Inforn 
Age,  Business  Week  blasts  through  the  past 
A  Century  of  Innovation. 

Celebrating  the  20th  century  in  pictures  and  wc 
Century  of  Innovation  offers  a  mesmerizing  trip  th 
crucial  milestones  in  business,  transportation,  tel 
munications,  energy,  personal  technology  and  tl 
sciences.  Business  Week  Online  will  bring  the  issue 
with  interactive  audio  and  video  components. 

Available  on  newsstands  for  an  extended 
beginning  late  May,  A  Century  of  Innovation  v 
delivered  to  all  North  American  subscribers  as  part  ( 
regular  subscription. 


A  Century  of  Innovation  is  made  possi 
Microsoft,  Gateway  Computers,  Andersen  Co 
and  Xerox. 


Microsoft 


0 

Gateway 

Connect  with  us. 
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Andersen 
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TRAVELING  MANAGERS,  MAGNATES  AND  MOGULS 
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SPECIAL  ADVERTISING  SECTION 


POWER  TRIPS 

A  GUIDE  FOR  TRAVELING  MANAGERS,  MAGNATES  AND  MOGULS 


The  manager  with  a  million  frequent-flyer  miles,  the 
minion  who  knows  the  room-service  menu  by 
heart,  and  the  mogul  modeming  in  from  a  distant 
location  have  much  in  common:  They're  all 
business  travelers.  They  all  want  to  work  smarter.  And  they 
all  want  to  get  home  fast.  While  some  companies  are 
videoconferencing  to  control  costs  and  keep  key  players  on  a 
tight  tether,  others  believe  there's  no  substitute  for  meeting 
out-of-town  customers  and  colleagues  face-to-face,  making  new 
contacts  in  far-off  cities,  networking  at  trade  events,  and 
sealing  deals  with  a  handshake. 

Today's  typical  business  traveler  makes  1 1  trips  a  year  and  stays 
an  average  of  four  nights  per  trip,  spending  a  total  of  44  nights 
a  year  away  from  home,  according  to  the  1998  Crowne  Plaza 
Hotels  Travel  Index.  It  used  to  be  that  a  lack  of  conveniences 
—  such  as  space  to  spread  out  and  work,  a  dependable  wireless 
phone,  and  remote  online  access  —  made  productivity  suffer  on 
such  trips.  Thanks  to  the  Internet,  business  travelers  now 
prepare  for  travel  by  researching  destinations,  hotels,  airlines, 
and  weather  conditions  online.  What's  more,  the  abilitv  to 


securely  purchase  e-tickets  has  saved  them  time  on  the  ph 
and  at  the  airport. 

Once  they  arrive,  traveling  executives  are  working  n 
efficiently  in  surroundings  designed  for  their  unique  needs,  j 
their  numbers  are  likely  to  increase.  By  2002,  according 
industry  estimates,  the  average  office  professional  will  spic 
70%  of  the  work  day  out  of  the  office. 

Since  women  now  constitute  40%  of  the  on-the-road  crew,  sc. 
typical  traveler  may  well  be  female.  And  her  presence  has  mfc 
a  difference.  To  win  women's  business,  companies  Iwt 
improved  service  and  added  flourishes  that  sustain  rik 
travelers,  too.  Female-influenced  changes  include  incre;2C 
hotel  security,  healthier  choices  on  airline  and  room-ser« 
menus,  and  improved  spa  and  fitness  facilities  at  hotels.  Regrd- 
less  of  gender,  the  true  road  warrior  knows  that  life  outsidtK 
office  is  filled  with  pitfalls,  perks,  and  unpredictability.  Wk 
following  pages  are  designed  to  ease  your  upcoming  jour™ 
with  useful  information  on  business-friendly  hotels,  airlines,  S 
sites,  and  the  latest  in  high-tech  gear. 


DINERS  CLUB,  VOTED  #1 
REWARDS  PROGRAM,  AGAIN. 

FREQUENT  TRAVELERS 
SURE  KNOW  HOW  TO  MAKE 
A  POINT. 


It  wasn't  surprising  when  the  readers  of  InsideFlyer  magazine  voted  our 
Club  Rewards"  program  "the  best"  for  the  second  year  in  a  row.  After  all, 
everything  we  do  is  with  the  needs  of  the  frequent  traveler  in  mind.  That's 
why  our  rewards  program  is  the  only  one  that  allows  you  to  earn  miles 
that  can  be  redeemed  on  every  maior  U.S.  airline.  With  no  mileage  cap 
and  no  expiration  date.  Plus,  you  can  redeem  your  rewards  for  free  hotel 
stays,  vacation  packages,  or  name-brand  merchandise.  And,  of  course, 
the  Diners  Club  Card  is  welcomed  by  airlines,  hotels,  car  rental  companies 
and  millions  of  other  places  you  go.  So  call  1  800  2  DINERS  today. 
See  for  yourself  what  all  the  fuss  is  about. 


I  Diners  Club 
xl9  International 


3M1  H'lftSb  "TO 
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BREAKING  THE  PLASTIC  MOLD. 


iicorp  Diners  Club  Inc        www  dinersclubus  com 


^>  F  h  C  1  A  L  A  U  V  t  K  1  1  b  1  N  G  S  h  C  1  1  U  N 


CHECKING  IN 

HOTEL  UPDATE  FOR 
BUSINESS  TRAVELERS 

"I  couldn't  believe  it,"  recalls 
one  ad-agency  executive.  "I'd 
flown  into  Toronto  with  a 
miserable  cold  and  gone  straight 
to  my  hotel.  Laryngitis  coming 
on,  I'd  barely  enough  voice  left  to 
call  down  and  arrange  a  car  for 
the  next  day's  meeting.  Not  10 
minutes  later,  there  was  a  discreet 
knock  on  my  door.  Without  my 
ordering  it,  room  service  delivered 
a  get-well  tray  with  a  pot  of 
chamomile  tea,  honey  and 
lemon,  throat  lozenges,  a  rose  in 
a  crystal  vase,  and  a  get-we 
card.  That  someone 
was  so  thoughtful 
and  concerned,  I 
nearly  cried.  And  I 
never  saw  a  charge 
for  it  on  my  bill." 

While  the  type  of 
service  the  Four 
Seasons  Hotel 
Toronto  provided 
her  is  unusual, 
hotels  that  culti- 
vate business  trav- 
elers are  becom- 
ing more  attuned  to  the  physical,  emotional,  and  working 


RELAX  ON 
THE  ROAD 

Sure,  the  traveling  lil 
can  take  its  toll.  Bi 
simple  pleasures  — 
call  home,  a  wan 
bath,  a  comfy  bed,  c£ 
go  a  long  way  towai 
attitude  adjustmen 
Studies  show  about 
in  10  business  travele 
phone  home  daily, 
the  RIHGA  Roy 
Hotel  New  Yor 
guests  can  see  as  wi 
as  hear  folks  ba< 
home:  Those  who  st 
in  a  Pinnacle  Suite 
nights  or  more  a  ye 
receive  a  free  Vial 
videophone.  Hook 
up  at  home  or  in  t 
office  to  chat  "face 
face"  with  family 
colleagues  from 
hotel  room. 

Iii  New  York  ai 
Atlanta  (and  sprouti 
in  other  major  cit 

soon)  Starwood  Hotels'  hip,  minimalist  W  hotels  bid  busim 
guests  good-night  in  rooms  furnished  with  luxurious  pillc 
top  mattresses,  250-thread-count  sheets,  goose-do\ 
comforters,  and  Aveda  bath  products. 


Without  my  ordering  it,  room  service  delivered  a  get-we 
tray  with  a  pot  of  chamomile  tea,  honey  and  lemon,  throq) 
lozenges,  a  rose  in  a  crystal  vase,  and  a  get-well  card. 


needs  i  if  their  clientele.  It's  good  business,  of  course,  since 
happy  guests  become  repeat  guests.  To  learn  what  counts  to 
business  travelers,  just  about  every  major  hotel  group  has 
recently  surveyed  VIP  lodgers.  Overall  findings: 
business  guests  want  their  hotel  to  serve  as  a  sanc- 
tuary, offer  frequent-visitor  benefits,  and  provide 
the  requisites  of  a  virtual  office. 

Wherever  you  stay,  chances  of 
getting  an  upgrade  are  better  than 
ever  this  year.  Hotel  occupancy 
rates  are  expected  to  dip  slightly, 
and  since  hotels  tend  to  fill  from 
their  least-  to  most-expensive  quar- 
ters, more  high-end  rooms  will  be 
available.  Desk  staff  at  many  places 
have  been  authorized  to  upgrade 
loyal,  gracious  —  and  yes,  agitated  —  arrivals 


Maybe  you  just  need  a  soak  and  a  smoke.  Give  The  R|E- 

Carlton,  Hong  Kcfc 
an  hour's  advarft 
notice,  and  you  <I 
sink  into  any  of  eip 
hedonistic,  burler-]fc- 
pared  bath  expa- 
ences.  "The  GenR 
men's  Bath  optfc 
includes  a  c  i  gft 
Cognac,  and  lobifc 
canapes. 

And  for  those  who  need  a  pr«  j 
overnight  companion,  room  servioat 
Chicago's  Hotel  Monaco  can  deliver 
complimentary  goldfish.  (It's  retrieB  I 
the  morning  after.) 
W  Hotel 


Max 
Mile 


Earn  Triple  Miles 


>ld  Passport  Points  phis  1000  bonus  miles 
on  every  stay. 

:  iple  miles  includes  500  standard  plus  1000  bonus  miles.) 


lam  Quadruple  Miles 

or 

Id  Passport  Points  plus  1500  bonus  miles 
on  every  stay. 

Only  when  you  use 
your  American  Express""  Card. 


Iruple  miles  includes  500  standard  plus  1500  bonus  miles.) 


Cards 


Qualify  with  just  two  stays  at  Hyatt  between  June  I  and  August  31. 

You'll  then  earn  Maximum  Miles  on  these,  plus  any  additional  stays  in  June.  July 
and  August.  What's  more,  there's  no  limit  to  the  number  of  frequent  flyer  miles 
you  can  earn  from  any  one  of  Hyatt's  18  participating  airline  partners. 

Participating  is  easy.  Simply  join  Gold  Passport,  Hyatt's  award-winning 
frequent  traveler  program.  If  you're  already  a  member,  be  sure  to  sign  up  for  this 
exciting  promotion.  When  you  stay  at  any  Hyatt,  give  your  Gold  Passport 
number  when  you  check  in.  We'll  keep  track  of  your  bonus  miles  for  you. 

And  earn  even  more  miles.  Just  use  your  American  Express  Card  and 
request  the  American  Express  Card  "bonus"*  to  earn  the  most  miles  for  your 
stay.  After  October  15,  we'll  send  you  a  certificate  with  the  total  bonus  miles  you 
have  earned.  Then  you  can  select  the  frequent  flyer  account  to  credit. 

Great  Deal.  In  addition  to  earning  Maximum  Miles,  you  can  also  enjoy 
savings  with  great  rates  at  select  Hyatt  hotels  and  resorts  worldwide.  To  make 
reservations,  call  your  travel  planner  or  I  80  0  233  1234  and  ask  for  DEALS. 

Sign  up  for  Maximum  Miles.  And  let  Gold  Passport's  benefits  and  services 
enhance  your  stays  while  you  make  this  summer  more  rewarding  than  ever 


mmaa 


ng  Airlines:  Ae  romexico,  Alaska  Airlines,  All  Nippon  Airways,  American  Airlines,"  America  West  Airlines,"  British  Airways.  Cathay  Pacific  Airways,  Continental  Airlines, 
Lines,  Korean  Air  Lufthansa,  Midwest  Express  Airlines.  Northwest  Airlines,  South  African  Airways,  Thai  Airways  International.  TWA;  United  Airlines  and  US  Airways, 
co  Club  Premier  members  choosing  kilometers  for  their  stays  will  receive  1 .000  kilometers  for  every  500  miles  awarded.  British  Airways  Executive  Club  U.K.  members  choosing 
or  their  stays  will  receive  50  Air  Miles  for  every  500  miles  awarded.  'The  American  Express  "bonuses"  are  valid  on  all  participating  airlines  except:  American  Airlines." 
nf  "ways,  Korean  Air  and  Lufthansa. 

i  Conditions:  A  stay  is  defined  as  one  or  more  consecutive  nights  at  a  single  Hyatt  property  at  an  eligible  rate.  Only  one  bonus  per  member  per  stay  regardless  of  the 
f  rooms. This  promotion  is  valid  6/1  8/31/99  and  is  sub|ect  to  the  terms  and  conditions  of  the  Gold  Passport  program.  Other  restrictions  apply.  For  full  terms  and  conditions 
Hyatt  or  visit  www.goldpassport.com.  Hyatt  Hotels  and  Resorts  encompasses  hotels  and  resorts  managed,  franchised  or  operated  by  two  separate  groups  of  companies-Hyatt 
!on  and  its  affiliates  and  affiliates  of  Hyatt  International  Corporation.  ©1999  Hyatt  Corp.  American  Airlines  is  the  registered  trademark  of  American  Airlines.  Inc. 
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"SMART  ROOMS"  ARE  SMART  BUSINESS 

Today  s  best  hotel  rooms  are  equipped  to  morph  into  your 
virtual  office.  According  to  The  Washington  Post,  "Guests  are 
increasingly  demanding  high-speed  Internet  service,  in-room 
fax  machines,  and  the  ability  to  talk  on  the  phone  and  check 
email  simultaneously."  So  multi-line  speakerphones,  dataports, 
voicemail,  concierge  services,  and  business  centers  are 
becoming  the  norm. 

Need  an  assist?  The  Ritz-Carlton  in  Pentagon  City  has  a 
"technology  concierge"  service.  Send  an  SOS,  and  a  knowl- 


edgeable employee  arrives  with  equipment  or  fast  fixes.  The 
Ritz  in  San  Francisco  provides  a  human  touch,  catering  to 
business  travelers  who  need  their  own  Miss  Moneypenny. 
The  "Overnight  Success"  package  features  a  personal  assistant 
to  help  with  administrative  tasks  such  as  note-taking, 
appointment  scheduling,  and  document  preparation. 

Since  Marriott  Hotels  and  Resorts  found  that  nearly  7  out  of 
10  of  its  business  guests  bring  a  laptop  with  them,  the  company 
has  created  a  home-office-like  setting  in  The  Room  That 


Works.  It  features  a  large  work  desk,  direct  lighting,  and 
adjustable,  ergonomic  chair. 

Frequent  travelers  who  pay  a  $20  upgrade  fee  can  take  advantage! 
of  Hyatt's  extensive  Business  Plan  services.  The  progra 
waives  access  charges  on  local,  toll-free,  and  credit-card  calU 
and  includes  a  free  continental  breakfast.  When  Hyatj 
asked  laptop-luggers  what  else  they'd  like,  customer  feedbaclj 
told  them  an  in-room  printer  was  high  on  the  list.  Ir 
response,  Hyatt  is  installing  plain-paper  prinrer/copier/fa 
machines  in  5,200  U.S.  and  Canadian  Business  PlanroomsJ 


The  Four  Seasons  Hotel  Austin  —  locatecj 
in  a  high-tech  hub  —  has  for  more  than  j 
year  provided  its  guest  and  meetinJ 
rooms  with  superfast  Ethernet/T-1  Inten 
net  service.  At  W  and  select  HiltoJ 
hotels,  guests  access  the  Internet  usinj 
their  room's  color  TV  and  an  infrared  ke^ 
board.  Adrift  without  equipment! 
Hilton's  Business  Anywhere  Centers  fea 
ture  a  Pentium  computer  and  Zip  drive 
Internet  access,  copying  and  printinl 
machines,  and  a  24  -  hour,  toll-free  customq 
support  hotline. 


FREQUENT  GUEST 
PROGRAMS 

Even  if  you  travel  only  a  few  times  a  yea 
it's  still  worth  joining  a  frequent  guest  prl 
gram.  Some  recent  developments: 

•  Radisson  Hotels'  flexible  Gold  Rewarq 
loyalty  program  offers  members 
choice  of  airline  miles  or  points  gool 
for  perks  large  and  small.  Register  anl 
check  point  status  online,  and  selel 
rewards  ranging  from  an  in-room  movlj 
to  a  TGI  Friday's  dining  certificate 
SkyMall  merchandise  to  free  flighjj 
and  hotel  stays. 

•  Marriott's  dozen  brands  —  ranging  fro  j 
Ritz-Carlton  and  Renaissance  hotels 
Marriott  Courtyard  —  are  being  combing 
in  the  Marriott  Rewards  program.  Gue;^> 
who  stay  in  any  property  earn  poirlj 
redeemable  in  the  overall  program.  I 


•  Starwood  Hotels  &C  Resorts  recenlj 
launched  its  Starwood  Preferred  Guest  program 
Overnighters  can  accumulate  points  and  redeem  awari 
at  Westin  Hotels  8c  Resorts,  Sheraton  Hotels  &  Resorj 
Four  Points,  Caesars,  and  W  hotels.  Active  members 
Sheraton  Club  International  and  Westin  Premier  a: 
automatically  enrolled. 

Under  its  Double  Dip  deal,  Hilton's  HHonors  progni 
allows  members  who  pay  business  rates  to  accumulate  bci 
hotel  points  and  airline  miles  simultaneously. 


ou'll  want  to  go  on  again 
i  again. 


u'll  want  to  go  on  for  the  best 
n— 52%  more  than  on  British 
s.  You'll  want  to  go  on  for  the 
iting— 28°  more  recline  than 
:rican.  You  will  never  sit  in  a 
seat  like  on  Lufthansa.  And  you 
ve  the  most  personal  space  of 
airlines'  business  classes.  But 
you  will  want  to  go  on  because 
sinessElite  simply  outclasses 


business  class.  By  this  summer,  our 
entire  international  fleet  will  be 
reconfigured  with  fully  electric  seats, 
a  five-course  menu,  in-seat  movies, 
and  the  aforementioned  'bests.'  For 
reservations,  visit  www.bizelite.com, 
or  call  your  Travel  Agent  or  Delta  at 
1-800-241-4141.  Go  on  once  to 
Europe,  Japan,  Brazil  or  India  and  we 
think  you'll  be  thrilled. 


BUSINESS^/ite 

A  Delta  Air  Lines 


ice  is  defined  as  the  sum  of  legroom  and  recline.  Legroum  based  on  measurements  taken  from  the  foremost  point  of  the  bottom  seat  cushion  to  the  back  of  the  seat  in  front  of  it  using 
id  seats  on  a  widebody  aircraft  of  American  Airlines,  British  Airways,  Lufthansa,  Virgin  Atlantic,  Continental,  US  Airways,  TWA.  KLM,  ANA,  Alitalia 
'est.  Fully  electric  seats  will  be  available  on  all  hut  7  intercontinental  aircraft  by  this  summer.  ©1999  Delta  Air  Lines,  Inc. 
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BUSINESS  TRAVELER  CLOSE-UP: 

DAN  ROSENSWEIG,  PRESIDENT  &  CEO,  ZDNET 


What's  the  best  thing  about 
traveling  for  business? 

Going  home. 

The  worst? 

When  your  expectations 
aren  t  met.  With  airlines,  it's 
flight  delays,  problems  with 
seating  assignments,  and 
getting  bumped.  With  hotels, 
it's  having  to  change  hotels 
due  to  over-booking,  getting 
a  smoking  room  when  you 
requested  non-smoking,  or  a 
room  rate  you  did  not  agree 
to.  One  of  my  pet  peeves 
with  hotel  rooms  is  when 
they  only  have  one  phone 
line,  so  you  need  to  choose 
between  email  and  a  phone 
conversation. 

What  digital  device  has 
made  life  on  the  road  easier 
for  you? 

It's  impossible  for  me  to 
narrow  this  down  to  one. 
When  1  travel,  I'm  completely 
dependent  on  my  notebook 
computer  and  my  cellular 
phone  with  its  built-in  pag- 
ing device  and  ability  to 
receive  text  messages.  If  one 
of  these  two  isn 't  functioning,  my 
productivity  drops.  If  both  aren 't 
working  properly  —  and  this  hap- 
pened to  me  recently  —  it's  time 
to  panic.  A  few  weeks  ago,  I  had  a 
notebook  computer  flown  to 
Phoenix  from  our  New  York 
headquarters,  so  I  wouldn 't 
fall  behind. 

What  service  or  amenity  has 
made  life  on  the  road  easier? 

Without  a  doubt,  its  the  ability 
to  download  and  send  email 


messages  from  the  airplane. 
This  enables  me  to  make  the 
most  of  the  considerable  amount 
of  time  I  spend  traveling  cross- 
country —  it's  almost  as  good  as 
being  in  the  office.  Then,  when 
I  arrive  at  my  destination,  I  can 
focus  on  spending  that  time  in 
the  meetings  or  at  the  events  I'm 
scheduled  to  attend,  and  not 
worrying  about  a  backlog  of 
email  messages. 


What's  on  your  business  travel 
"wish  list?" 

/  travel  a  lot,  and  would  serious- 
ly value  anything  that  helps  me 
keep  a  closer  connection  with  my 
family  while  on  the  road.  Wouldn 't 
it  be  great  if  hotels  offered  the 
option  to  set  up  a  videophone,  so 
you  can  actually  see  your  kids 
before  they  go  to  bed?  Another 
thing  on  my  wish  list,  which  I 
can  realistically  get  today,  is  a 
cellular  modem  that  will  enable 


me  to  dial  into  email  from 
anywhere  and  get  an  unbroken 
connection.  That  reminds  me 
to  order  one  today,  which 
I'll  do  online  from  ZDNet's 
shopping  site. 

What  do  you  know  about  hotels 
that  neophytes  don't? 

How  to  always  get  an  upgraded 
room  at  the  same  price.  Much  of 
the  time,  all  you  need  to  do  to  get 
a  higher  level  of  service  is  to 
ask  for  it  in  a  nice  way.  Let 
the  check-in  clerk  know  how 
travel-weary  you  are,  and 
tell  him  or  her  how  happy  it 
would  make  you  to  get  the 
best  room  you  can,  without 
having  to  pay  extra  money. 
Let  them  know  that  you're 
ivilling  to  wait  as  they  scan 
through  the  available 
rooms,  and  don 't  leave  the 
desk  until  they've  upgraded 
your  room  (smiling  the 
whole  time,  of  course). 
More  often  than  not,  they'll 
be  pleased  to  help  you  if  they 
can  —  that's  what  they're  in 
business  to  do. 

Any  other  suggestions? 

Two  simple  and  important  tips 
for  any  traveler:  First,  know 
that  you're  entitled  to  the  service 
you  've  paid  for  and  never  be 
afraid  to  ask  for  better  service  if 
you  have  specific  ideas  on  bow  it 
can  be  improved.  Second,  cour- 
tesy in  dealing  with  airline  and 
hotel  personnel  is  an  important 
part  of  getting  the  service  you 
want.  Remember,  they're  work- 
ing, too.  Treat  them  the  way  you 
want  to  be  treated,  and  it  will  be 
smooth  sailing  for  everyone. 


® 

Hilton 


Hilton  we  can  help 
i  make  forecast  a  goo 
session,  or  history. 


Call  your  professional 
travel   agent  or  phone 

1-800-HILTONS 

www.hilton.com 

Over  425  Hiltons  worldwide 


Whether  it's  for  an  international 
conference  or  an  intimate 
gathering,  Hilton  gives  you  more 
of  what  you  need  to  succeed. 
Today,  that  means  everything  from 
videoconferencing  to  high-speed 
Internet  access.  And  with  Hilton 
H  Honors?  your  business  trips  can 
be  even  more  rewarding.  You'll 
earn  both  hotel  points  and  airline 
miles  with  every  business-rate 
stay.  So  sign  up  today.  It's  a  fast 
way  to  earn  free  travel  at  more 
than  425  Hiltons  worldwide.  And 
that's  good  news.  Whether  your 
business  is  business,  or  politics. 


the  ice  at  the  Hilton  Batang  Ai  Longhouse  Resort,  Malaysia. 


In-room  and  in  charge  at  the  Hilton  Chicago  O'Hare  Airport. 


available  at  certain  locations.  Check  www.hilton.com  for  details  HHonors  membership,  earning  and  redemption  of  points  are  sublet  to  HHonors  Terms  and  Conditions 
The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton  ©1999  Hilton  Hotels 
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SPECIAL  ADVERTISING  SECTION 


PERKS  IN  THE  AIR 

WHAT'S  FLYING  NOW 

Business  travelers  aren't  the  only 
ones  seeking  maximum  Return  on 
Investment  ( ROD.  In  a  recent  year, 
the  airline  industry  recognized 
this  group  accounted  for  9%  of 
passengers  while  providing  45%  of 
revenues.  So  after  years  of  culti- 
vating vacationers,  the  airlines  now 
agree  that  their  best  customers 
are  the  ones  who  board  often  and 
sit  in  business-class  or  better.  As  a 
result,  airlines  are  competing  in  the 
air  and  on  the  ground  for  the 
loyalty  of  frequent  flyers  who 
choose  premium-class  seats. 


At  the  same  time,  a  major  trend  in  the  airline 
business  is  the  combining  of  first-class  and 
business-class  into  one  premium 
section.  Delta  Air  Lines,  for 
example,  is  currently  phasing 
in  its  all-in-one  BusinessElite 
section  in  aircraft  flying 
international  routes.  Delta 
joins  Continental,  TWA, 
Northwest  (on  trans- 
Atlantic  routes  I,  Virgin 
Atlantic,  and  a  few  other  car- 
riers that  have  created  hybrid 
premium  sections  in  recent  years. 
Among  the  airlines  that  have  retained  —  anc 
upgraded  —  their  separate  first-  and  business-class 
sections  are  American,  United,  Northwest  (on  Asian 
routes),  British  Airways,  and  Lufthansa. 

SPACE:  THE  FINAL  FRONTIER 

Regardless  of  which  section  your  premium-class  ticket  seats 
are  in,  you're  likely  to  enjoy  more  legroom  and  wider  seats. 
Prepare  to  snuggle  in,  stretch  out,  or  simply  relax:  The  industry 
knows  that  comfort  on  long  hauls  is  critical  to  you.  And  with 
the  imminent  arrival  of  ultra-long-range  jets  capable  of  flying 
up  to  15  hours  non-stop,  the  need  to  enhance  customer 
satisfaction  has  intensified. 

One  measure  of  roominess  is  pitch,  the  distance  between  the 
back  of  one  scat  and  the  next.  In  economy  class,  standard 


flights  deliver  50  inches.  Korean  Air's  Prestige  (Business)  Class 
has  lumbar-supporting  seats  with  adjustable  head  and  foot 
rests  that  allow  50  inches. 

Craving  still  more  space?  On  international  flights,  new 
sleeper  seats  may  cure  the  airborne  insomnia  that  plagues 
some  business  travelers.  Virgin's  Upper  Class  sleeper  seats 
boast  60  inches  of  legroom,  as  do  Delta's  BusinessElite 
seats.  Soon  big  seats  that  fold  down  flat  into  beds  will  be 
commonplace.  British  Airways  pioneered  the  idea  of  semi- 
private  sleeping  pods  in  First  Class.  LInited  and  American  .ire 


The  industry  knows  that  comfort  on  long 
hauls  is  critical  to  you. 


pitch  is  a  cramped  32  inches.  In  business  class,  38  inches 
or  more  is  typical  of  older  planes  and  smaller  airlines. 
Gulf  Air's  business-class  pitch  is  42  inches.  Newer  planes 
and  larger  carriers  push  the  distance  to  50  inches  or  more: 
Tilnng  "cradle  seats"  on  British  Airways'  Club  World-long-haul 


introducing  sleeper  seats  on  some  Boeing  777s.  Pacific-based 
carriers  such  as  Singapore  Airlines,  Qantas,  and  Air  New- 
Zealand  either  have  them  already  or  they're  on  order.  And 
come  2002,  Virgin  Atlantic  passengers  will  be  able  to  tuck 
themselves  into  double  beds  in  private  bedrooms. 


Simple.  S 


»>  AT&T  Corporate  Calling  Card. 


7:i5  a.m. 

Just  in  time  for  my  breakfast  meeting... 
finished  my  conference  call, 

e-mailed  the  revised  schedule, 
checked  my  messages, 

and  ordered  that  software  upgrade. 

Good  thing  I  brought  my 

ATST  Corporate  Calling  Card. 


working. 


For  the  most  up-to-date  AT&T  Direct1' 
Access  Numbers  and  to  download 
AT&T  Laptop  Access  Software  that 
provides  easy  access  to  LANs  and 
the  internet,  visit  our  web  site  at: 


For  Easy  Calling  Worldwide: 

1.  Dial  the  AT&T  Direct*  Service  access  number 
for  the  country  you  are  dialing  from. 

2.  Dial  the  phone  number  you  are  calling. 

3.  Dial  your  AT&T  Corporate  Calling  Card  number. 


AT&T  Direct*  Access  Numbers 


Australia 

1-800-551-1 55  o 

1-800-881-011 

Brazil 

000-8010 

China,  PRC* 

108-11 

France 

0800-99-00-11 


Germany 

0-800-2255-288 
Hong  Kong 
800-96-1  111 
Italy*  » 

172-1011 
Japan n  - 

005-39-111  or 
0066-55-111 


United  Kingdom  » 

0800-89-0011, 

0500-89-0011,0, 

0800-013-0011 


Country-to-country  rates  consist  o(  the  cost  of  a  call  to  the  U.S.  plus 
an  additional  charge  based  on  the  country  you  are  calling.  For  access 
numbers  not  listed  above,  ask  any  operator  (or  AT&T  Direct  Service. 
■  Public  phones  require  local  com  payment  through  call  duration. 
•  Public  phones  require  coin  or  card  deposit  n  May  not  be  available 
from  every  phone/pay  phone.  •  includes  Vatican  City. 


AT&T  oet.workin 


AT&T 


SPECIAL  ADVERTISING  SECTION 


POWER  UP 

While  laptop  technology  has 
progressed  over  the  past  few  years,  bat- 
tery life  hasn't  kept  pace.  Few  travelers 
can  work  longer  than  two  or  three 
hours  before  their  battery  quits.  So 
more  and  more  airlines  are  installing 
power  sockets  where  you  can  plug  in  a  lap- 
top and  work  for  the  duration.  American, 
United,  Canadian  Airlines,  Malaysian, 
Swissair,  Virgin,  SAS,  and  Delta  are 
among  those  with  the  technology  (but 
not  on  all  aircraft  and  not  at  ail  seats). 
Check  with  reservations  to  find  out  if 
power  will  be  available  where  you  sit.  If 
the  answer  is  yes,  remember  to  pack  a 
cable  adapter. 


THAT'S 

ENTERTAINMENT 

Passengers  who  can't  —  or  prefer  not  to  —  work  or  sleep  en 

route  find  other  ways  to  distract  themselves  aloft: 

*  Virgin,  which  introduced  individual  video  screens  a  decade 


ago,  today  provides  eight  movie  channels,  five  TV  ne\; 
channels,  10  Super  Nintendo  games,  and  nine  audi 
channels.  In  addition,  a  staff  of  qualified  beauty  therapi.'i 
offers  massages  and  manicures  on  most  flights  betwei 
the  U.S.  and  London. 


US  Airway's  transatlantic  Envoy  Class  seats  are  equipped 
with  a  personal  screen  featuring  60  hours  of  current  and 
classic  movies  plus  Bloomberg  Business  News,  sports,  and 
music  programs. 

JAL  flights  to  and  from  Europe  and  North  America  offer 
realistic  computer  games  developed  with  Sega.  In  first-class, 
the  airline  has  a  massage  seat  passengers  take  turns  using. 

Malaysia  Airlines  boasts  a  10-plus  inch  personal  TV  that 
operates  like  a  touch-screen  to  bring  news,  entertainment, 
and  services  a  passenger  chooses. 

Delta's  BusinessElite  passengers  will  have  built-in  video 
entertainment  consoles. 


REQUENT  FLYER  INFO 

ot  only  are  seats  better  than  ever  today,  there  are  more 
!   them.  A  strong  economy  and  low  interest  rates  gave 

lines  impetus  to  increase  their  fleets.  As  a  result,  passenger 
;  ads  are  expected  to  ease  —  and  more  upgrades  may  become 

ailable.  In  the  meantime,  check  out  these  special 

;quent-flyer  benefits: 


Asiana  Airlines  Bonus  Club  members  also  earn  miles 
by  flying  on  American  Airlines.  In  addition,  Asiana 
will  issue  passengers  free  mileage  credit  for  unused 
portions  of  award  tickets  that  are  returned  within 
three  months. 

Korean  Air's  Prestige  Plus  program  provides  instant  upgrades 
to  members.  If  a  business-class  seat  is  available  when  you  make 
a  full-fare,  economy-class  reservation,  it's  yours. 

Diners  Club  offers  point  redemption  on  more  than 
24  airlines,  including  every  major  U.S.  carrier.  Annual 
fee  is  $60,  and  first-year  members  receive  12,000 
bonus  miles. 

Join  Virgin  Atlantic's  frequent-flyer  program  to  receive  a 
2,000-mile  enrollment  bonus,  a  25,000-mile  bonus  for  your 
first  Upper  Class  round-trip,  and  double  miles  on  every 
Upper  Class  flight. 

Travel  business  class  on  Northwest,  KLM,  or  Continental 
and  get  50%  bonus  miles  (on  top  of  actual  miles  traveled). 
Miles  carry  no  expiration  date. 

Buy  your  ticket  online  from  American  Airlines  (www.aa.com) 
and  receive  1,000  bonus  miles. 


'our  instincts.  Find  your  way  Homewoodr 
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AIRPORT  LOUNGES:  MOVIES,  MEETINGS,  AND  MOET 


Airport  lounges  and  VIP  clubs  have  become  more  than  a 
place  to  await  a  flight.  In  fact,  the  services  clubs  offer  are 
.i  factor  in  u  Inch  airline  business  travelers  choose  to  fly.  Con- 
sequently, airlines  try  to  outdo  one  another  with  amenities. 
S<  >me  features  are  standard  —  staffers  who  handle  seat  assign- 
ments and  ticketing,  a  newsstand  brimming  with  free  papers 
and  magazines.  I  lere's  what  else  you'll  find: 

•  TWA's  Ambassador  Clubs  are  equipped  with  fax  machines, 
copiers,  printers,  private  phone  lines,  and  desks. 

•  American  Airlines  at  O'Hare  maintains  a  Bloomberg  News 
terminal  to  check  stock  quotes  and  business  news.  UPS  and 
FedEx  (nek  up  from  the  club  daily. 

•  Northwest  maintains  small  conference  rooms  members  can 
rent  for  meetings,  job  interviews,  depositions,  and  other 
business  purposes. 


•  United  Airlines'  San  Francisco  and  O'Hare  Red  Carpe 
Clubs  offer  Internet  access,  small  meeting  rooms,  fing 
foods,  cappuccino,  and  even  wine  tastings.  Lounges 
Heathrow,  O'Hare,  Miami,  and  LAX  have  showei 
concierge  service,  and  baggage  check-through. 

•  Japan  Airlines'  Sakura  Lounge  at  LAX  maintains  a  full  bi 
sushi  and  sandwiches  are  also  served. 

•  Air  France  at  LAX  provides  brie  and  a  choice  of  Perriei 
espresso,  French  wine,  or  champagne. 

•  Virgin  Atlantic's  Virgin  Clubhouse  at  Heathrow  amuse; 
passengers  with  a  putting  green,  beauty  salon,  video  gar 
room,  library,  music  room,  and  showers.  The  new  dupl 
Clubhouse  at  Washington's  Dulles  has  a  big-screen  TV,  So 
PlayStation,  CD  jukebox,  and  mezzanine  area  for  those  wl 
insist  on  working. 


BEST  BIZ  BOOKMARKS 

WEB  SITES  WORTH  SAVING 


Air  Travel  from  the  Mining  Co. 

jirtrjvel.minmgco.com/mlibrary.htm 

Links  to  a  747-full  of  airline  information  resources. 

Asiatravelsmart.com 

www.asiatravelsmart.com 

Asia's  first  travel  reservations  site,  with  discounted 
hotel  rooms  and  travel  packages  across  the  continent. 

Biztravel.com 

www.  biztravel.  com 

Online  air,  hotel,  and  car  reservations;  flight  tracker; 
and  "The  Tactical  Traveler"  column  are  all  worth  a  click. 

CEO  Express 

ceoexpress.  com 

Aggregate  links  keep  honchos  keen. 
Mapquest 

www.nupquest.com 

Need  driving  directions?  Turn  here. 

MCI  Worldcom 

www.  mci.  com/ cgi-bin/WebObjects/ olab.  woa/ 
-/ SendAl}age.  wo 

Free:  Page  anyone  from  your  computer. 

Mobile  Computing 

www.  mobilecomputing.  com 

Products  and  strategies  for  people  on  the  go. 

The  New  York  Times 

www.nytimes.com 

Not  as  comprehensive  as  the  print  version,  but  still  the 
best  place  to  read  what  happened  overnight. 


Quick  Immigration  Form 

www.  ins.  usdoj.gov/ forms/ download/ i-823.  htm 
Download  form  to  apply  for 
enrollment  in  INSpass. 

SiliconValley.com 

www.  mercury  center,  com/ svtech 
Tech  news  updates  from  the 
San  Jose  Mercury  News. 

Support  Help 

uuiv.supporthelp.com 
Database  of  technical-support  Web  sites, 
newsgroups,  etc.  offering  aid  with 
computer  products. 

The  Washington  Post 

www.washingtonpost.com 
The  Capitol  connection. 

Webflyer 

www.  webflyer.  com 

The  Web's  frequent-flyer  authority. 

Wireless  Dimension 

www.  wirelessdimension.com 

Where  to  research  and  compare  wireless  phones. 

Zagat  Restaurant  Survey 

www.pathfinder.com/travel/zagat 
Recommended  restaurants  in  39  U.S.  metro  areas. 

ZDNet  Road  Warrior's  Guide 

www.  zdnet.  com/pemag/ special/ roadwarrior/ _ppen.  htm 
Essentials  for  life  on  the  road. 


4:00  p.m.  . 

Radisson  Hotel  To  the  untrained  eye, 

Awards  Member  .  ~*/\nn 

lichard  Wheeler  earning  2000  pOttltS 

toward  a  free  night 
loo^s  surprisingly 
lil^e  checking  in. 


son  Hotels  International,  Ihc 


Radisson 

HOTELS  WORLDWIDE" 

The  difference  is  genuine. 


How  easy  is  it  to  earn  free  travel,  meals  and  merchandise  in  the  new  Radisson  Gold  Rewards '  program? 
Simply  check  in.  That's  it.  Because  as  a  member,  each  time  you  check  into  a  U.S.  Radisson  hotel,  you  will 
receive  2000  Gold  Points'  or  500  airline  miles.  In  fact,  because  Radisson  Gold  Rewards  is  a  member  of  the 
Gold  Points  Network,  you  can  earn  Gold  Points  at  participating  partners  including  MCI  WorldCom,"  SkyMall'* 
Country  Inns  &  Suites  By  Carlson,"  and  T.G.I.  Friday's"  Sign  up  for  Radisson  Gold  Rewards  at  any  Radisson 
hotel  in  the  U.S.  or  visit  www.radisson.com.  Because  at  Radisson,  hospitality,  as  well  as  Gold  Points,  come  easy. 


SkyMall 


MCI  WORLDCOM 


■  reservations  call  1-800-333-3333,  visit  us  at  www.radisson.com  or  contact  your  travel  professional. 
For  Gold  Points  information,  call  1-800-508-9000  or  visit  www.goldpoints.com. 

nsand  Conditions:  Subject  to  all  program  rules,  terms  and  conditions  of  the  Gold  Points  Rewards'"  program.  For  complete  program  rules  or  to  enroll, 
/isit  www.radisson.com  or  write  for  complete  terms  and  conditions  to:  Radisson  Gold  Rewards^'  P.O.  Box  1707,  Minneapolis,  MN  55440-1707. 
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SAVE  TIME  ON  THE  GROUND 

Tired  of  standing  on  immigration  lines  every  time  you  arrive 
home  from  overseas?  At  some  United  States  airports,  U.S. 
citizens  can  expedite  their 
entry  using  the  INS  automated 
immigration  inspection  sys- 
tem. Called  INSpass,  it 
requires  travelers  to  get  an 
enrollment  card  and  submit  to 
a  hand-scan  at  a  designated 
immigration 


The  government 
isn't  the  only  entity 
making  life  a  little 
easier  for  the  fre- 
quent traveler: 

•  AT&T  has  placed 
"smart  phones"  at 
Newark,  JFK, 
Phoenix,  and 
Logan  airports  so 
travelers  with  lap- 
tops can  connect 
to  the  Web  and 
pick  up  email. 


•  "Smart  cards,"  programmed  with  your  travel  preferences, 
can  be  used  at  kiosks  in  certain  airports  to  help  you  select 
a  seat,  obtain  a  boarding  pass,  check  your  bags,  or  take  a  vir- 
tual tour  of  vour  aircraft. 


roomier  than  existing  long-range  business  jets, 
accommodates  up  to  45  and  can  be  fitted  with  a  mast 
bedroom,  private  showers,  large  conference  table,  and  priva 
den  with  a  big-screen  TV.  The  cost:  A  cool  S42  millic 
But  consider  the  ROI. 


HIGH-TECH  TOOLS 

STREAMLINING  YOUR  MOBILE  OFFICE 


TWA  passengers  who  fly  to  a  "TWQ"  city  can  count  on 
going  to  the  same  gate  every  time  and  avoid  lines  by 
picking  up  their  e-tickets  at  the  gate. 


DO  IT  YOUR  WAY 

If  commercial  air  travel  vexes  you,  consider  having  die  company 
buy  a  new  Boeing  Business  Jet.  The  BBJ  has  a  range  of  more 
than  6,000  nautical  miles  and  boasts  a  cabin  nearlv  three  times 


\X  nich  tools  are  essential  to  your  mobile  office?  Although  t! 
day  when  a  single  integrated  device  combining  notebook  coj 
puter  and  built-in  phone,  pager,  organizer,  and  cameral 
approaching,  full  electronic  convergence  appears  destined  I 
arrive  post-millennium. 

In  the  interim,  business  travelers  still  need  dependali 
equipment  to  toil  outside  the  office.  The  good  news 
separate  though  they  are,  today's  road-warrior  tools  are  light; 
faster,  and  more  powerful  than  they've  ever  been. 


INTERNET  ADDRESS 

DIRECTORY 

PLEASE 

VISIT  OUR  ADVERTISERS 

AT  THEIR  WEBSITES 

AT&T 

HERTZ 

HOMEWOOD  SUITES 

www.att.com 

www.bertz.com 

www.  bomewoodsuites.  com 

DELTA 

HILTON 

NORTHWEST  AIRLINES 

www.  delta-air.  com 

www.  hilton.  com 

www.nwa.com 

DINERS  CLUB 

HYATT 

RADISSON 

www.  din  erscl  u  b.  com 

www.byatt.com 

www.  radisson.  com 

Gold  Rush 


Hertz  #1  Club  Gold! 
Our  fastest  way  to  rent  a  car. 


Whether  you're  flying  into  SFO,  ORD,  LGA  or  DEN, 
at  Hertz  we  have  a  mission:  to  get  you  from  point  A 
to  point  B  as  fast  as  possible. 

(.Hpertz  #  1  Club  Gold  for  example.  It's  our  fastest  way 
to  get  from  the  plane,  to  your  ear,  and  out  of  the 
airport.  No  long  lines.  No  unnecessary  paperwork. 

(getting  you  where  you're  going  fast  and  easy. 
Another  reason  nobody  does  it  exactly  like  Hertz. 
Visit  us  at  hertz.com  or  AOL  Keyword:  hertz. 


LUdUt 

exactly. 


s  Fords  and  other  fine  cars. 

AT. OFF.  ©  HERTZ  SYSTEM  INC.  1999/119-99 
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BUSINESS  TRAVELER  CLOSE-UP: 

CRAIG  BRAUN,  CORPORATE  CREATIVE  DIRECTOR,  WE  A  MANUFACTURING 


What's  the  best  thing  about 
traveling  for  business? 

Upgrades. 

The  worst? 

The  frequency  of  it. 

What  digital  device  has  made  life 
on  the  road  easier  for  you? 

The  Panasonic  portable  DVD 
player.  With  it  I  can  watch  Boogie 
Nights  while  the  rest  of  the  plane  is 
watching  The  Brady  Bunch.  /  also 
like  the  3Com/PalmPilot  and  the 
Rex  credit-card  size  Rolodex. 


What's  on  your  business  travel  "wish  list?' 

More  space  between  the  seats. 

What  do  you  know  about  hotels  that 
neophytes  don't? 

Go  for  the  king-size  bed;  it's  more 
comfortable.  Make  use  of  the  business 
service  center  and  concierge  at  your 
hotel;  they  can  be  very  helpful. 

Any  other  suggestions? 

Send  your  big  presentation 
materials  ahead  via  Federal 
Express  so  you  can  worry 
about  the  little  things. 


What  service  or  amenity  has  made  life  on  the  road  easier? 

/  use  the  GTE  airphones  to  call  my  office  and  have  my  assistant  take  care  of 
a  dozen  things.  Otherwise  I  would  lose  the  entire  day. 


THE  INCREDIBLE  both  the  2.5-pound  Sony  Vaio  505  series  and  Toshiba 

SHRINKING  COMPUTER  4-pound  Portege  "020  have  become  favorites  with  traveler 

and  technology  editors.  Other  brands,  with  features  drat  see 

While  IBM  may  soon  market  a  hefty  25-gjgab\te  hard  drive  for  custom-designed  for  the  business  traveler,  are  equally-  temprin 
desktop  computers,  those  of  us  who  do  the  majority  of  our 

work  on  the  road  are  on  an  eternal  quest  for  a  compact  and  •  The  1.1-inch  thin,  4.5-pound  Fujitsu  L440  delivers  extr 

reasonably  priced  notebook  model.  power  thanks  to  a  dual-action  battery. 


Since  portable  computer  prices  have  dropped,  today's  trav- 
elers can  find  decent  PC  notebooks  for  S2.000  and  under.  But 
the  reality  is.  whether  it's  a  new  Pentium  III  laptop  or  a  dig- 
ital phone  you're  eyeing,  the  smaller  and  lighter  the  tool,  the 
more  it's  likely  to  cost. 

On  the  plus  side,  your  next  notebook  screen  may  have  as  large 
a  viewable  area  as  your  desktop  model:  Most  low- 
and  mid-priced  notebooks  now  sport  12-inch  screens, 
with  higher-priced  ones  stretching  to  14-plus  inches. 
Notebook  hard-drive  capacity  is  also  on  the  rise.  Inexpensive 
models  today  hold  about  3.2  GB;  top-of-the-line  laptops  dou- 
ble  that.  CD-ROM  drives  and  sound  systems 
are  considered  essentials.  And  the  DVD-ROM  option  is  gain- 
ing converts,  especially  among  those  who've  sampled 
new  DVT)  music-video  titles. 


ULTRACOOL 
ULTRALIGHTS 

The  new  ultralight  laptops  are  as  sleek  and  powerful  as 
jungle  cats.  Encased  in  cool-looking,  superslim  magnesium, 


•  Compaq's  new  Presario  1920  is  L2-inches  thin,  weighs 
pounds,  has  a  13.3"  screen,  and  includes  a  DVD  drive  fo 
under  $2,800. 

•  IBM's  5.1-pound  ThinkPad  600  has  picked  up  a  sheaf  o 
industry  awards,  including  Thin  and  Light  Winner  in  Mobile* 
Insights'  1999  Mobility  Awards  and  PC  Computing' 
1998  Best  Ultralight. 

•  CNET's  Editors'  Choice  for  Best  Ultraportable,  the  4.5 
pound  Micron  GoBook2  runs  for  two  hours  and  cai 
deliver  close  to  six  additional  hours  of  power  with  a  boos 
from  its  detachable  2.4-pound  base  battery. 

•  The  Pentium  III  chip  is  also  powering  ultralights  now 
True  speed  demons,  new  machines  such  as  the  Dell  Dimer: 
sion  XPS  T500  and  Gateway  Performance  500  edg 
toward  500  MHz. 

•  Toshiba's  Libretto  1 10  may  be  the  best  way  to  lose  weigh 
on  the  road:  A  whisper  over  two  pounds  ( including  battery 
and  with  a  little  keyboard,  it  slips  into  a  purse  or  pocket 
It's  the  smallest,  lightest  notebook  to  run  Windows  98  or  Nl 
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for  a  Business  Class  fare. 


There's  only  one  airline 
that  offers  you  the  personal 
comfort  ol  First  (  'lass  travel  to 
Asia  at  a  Business  Class  price  — 
Northwest  Airlines. 

And  thanks  to  Northwest 
Airlines'  ConnectFirstSM  Asia 
program,  your  opportunity  to  fly 
First  Class  has  never  been  easier. 

Simply  buy  a  World  Business 
Class  1  tare  to  Asia  and  connect 
through  any  ot  our  I  IS.  or  Asian 
gateways,  and  you'll  automatically 
be  upgraded  to  first  Class  on 
the  very  same  fligl  il 

In  addition,  it  your  roundtrip 
Hight  connects  through 


Make  traveling  First  Class  with  Northwest  Airlines  your  business. 


Minneapolis/St.  Paul.  Detroit  or 
Memphis,  you'll  earn  up  to  1,000 
WorldPerks1  Bonus  Miles. 

Northwest  Airlines' 
ConnectFirst  Asia.  It's  the  best 
business  deal  you  can  make 
going  to  Asia. 
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■es  permit  travel  in  First  Class  when  purchasing  Business  Class  for  travel  on  connecting  service  between  the  U.S.  and  Asia  via  the  Pacific  Travel  must  originate 
the  U.S.  and  is  not  valid  on  nonstop  flights  Tickets  are  refundable  Seats  are  limited  and  may  not  be  available  on  all  flights  Fares  .ire  sublet  to  change  Some 
es  are  subject  to  government  approval  Some  travel  may  be  on  flights  operated  by  Continental  Airimes  or  other  Northwest  Aidmk/Northwest- designated 
lliate  partner  (lights  Transpacific  NW  designated  flights  operated  by  Continental  Airlines  must  be  booked  in  Business  Class  and  fares  are  not  valid  with  any  other 
Jpon,  certificate,  discount  or  upgrade  Other  restrictions  may  apply  Fares  are  permitted  for  travel  daily,  and  in  addition,  select  markets  offer  lower  fares  for 
vel  Sun-Thu  Fares  do  not  include  up  to  $50  roundtrip  for  U.S  Transportation  Tax/Customs  and  Immigration  Charges  and  foreign  departure  taxes,  and  Passenger 
.itrty  Charges  from  $l-$3  per  airport  apply,  up  to  a  maximum  of  $12  roundtrip  per  person 
999  Northwest  Airlines.  Inc.  Northwest  recycles  enough  paper  products  in  one  year  to  save  16.000  trees  O 

1-800-447-4747  /  www.nwa.com 
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GET  ORGANIZED 

Time  remains  the  most  limited  business  com- 
modity, which  is  why  it's  so  important  to  keep  days 
organized.  That's  one  reason  tiny  personal  digital 
assistants  (PDAs)  and  handheld  PCs  (HPCs)  have 
become  indispensable 
tools.  Lighter  and  less 
intrusive  than  a  notebook, 
these  devices  are  reli- 
able backup  for  contact 
and  schedule  informa- 
tion, useful  for  tracking 
T&E,  and  their  built-in 
games  can  take  the 
edge  off  long  waits. 

Which  mini  is  best  for 
you?  Early  PalmPilots 

kept  one's  date  and  address  books,  managed  the 
to-do  list,  and  took  meeting  notes.  Palm  V,  the 
latest  m<  >del,  can  be  hooked  up  to  a  modem  to  send 
and  receive  email.  Models  still  weigh  less  than  a 
pound,  can  recognize  handwriting,  are  compatible 
with  both  Macintosh  and  Windows  machines,  and 
can  be  customized  to  meet  additional  computing 
needs.  Coming  soon,  the  Palm  VII  with  wireless 
connections,  enabling  users  to  access  info  from 
certain  Web  sites  and  corporate  intranets.  Flight 
schedules,  news  headlines,  and  stock  info  will 
also  be  available. 

If  you  must  do  word  processing,  a  handheld  PC  will 
be  more  useful  to  you.  Just  make  sure  you  discern 
the  difference  between  lightweights  that  run  Windows 
95/98  and  those  loaded  with  Windows  CE,  its  a  pared-down 


Convergence  will  deliver  features  galore,  and  the  li« 
differentiating  telephones,  TV,  the  Web,  and  the  PC  will  fa: 


Never  be  afraid  to  ask  for  better  service  if  you 
have  specific  ideas  on  how  it  can  be  improved. 


version.  New  (  T  handhelds,  including  the  Compaq  Aero  2100 
and  I  IP  Jornada  420,  now  come  with  color  screens.  Both 
can  be  plugged  into  a  modem;  the  Jornada  also  supports 
paging  services. 


COMING  ATTRACTIONS 

With  technology  moving  at  T- 1  netspeed,  devices  most  of 
us  never  imagined  possible  —  inspired  by  wireless  data 
communications  —  will  soon  be  tucked  into  our  briefcase. 


It  won't  be  long  before  you  see: 

•  Phones  that  also  work  as  pagers  and  handheld  compul 

•  Videoconferencing  between  laptop  users 

•  Graphical  cell  phones  that  display  color  and  play  vide 

•  K  low-cost  laptop  version  of  the  Apple  iMac 

•  Videophone  for  Web  shoppers  with  a  built  -  in  credit  -  card  re 

•  The  "Dick  Tracy"-  style  wristwatch  phone  (Thanks  to  J 
Japanese  firm,  it's  time  has  come.) 
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Food 
and  Gear 
for  Outdoor 
Cooking 


BIG  GREEN  EGG:  Based  on  an  ancient  Chinese  design,  it  smokes  meats  to  perfection 


When  Barbecue 
S3 1  Is  Serious  Business 

A  grill  aficionado  scours  the  market  for  the  best 


BY  ED  LEVINE 

As  Memorial  Day  rolls  around,  our  dor- 
mant barbecuing  gene  kicks  in.  All  over 
the  country,  folks  get  out  the  grill,  the 
meat,  and  the  fork  and  head  to  the  yard 
or  terrace,  and  I'm  no  different.  So  I  de- 
cided to  throw  my  wife,  Vicky  Bijur,  a 
barbecue  festival  for  her  birthday. 
I  don't  use  the  term  barbecue  lightly.  To  me  it 
signifies  the  slow  smoking  and  cook- 
ing of  meat  at  a  low  temperature. 
That  meant  for  this  special  weekend 
I  was  going  to  get  my  hands  on  a 
fine  outdoor  cooking  contraption,  a  set  of  well- 
made  grilling  tools,  meat  for  the  guests  (steaks 
and  pork  ribs  for  the  adults,  hot  dogs  for  the 
kids),  and  a  grilling  cookbook  or  two  so  I  could 
at  least  pretend  I  knew  what  I  was  doing. 

Searching  for  the  right  cooking  apparatus  is  a 
real  adventure.  Grills  are  now  akin  to  fancy 
sports  cars — status  symbols  that  let  everyone 
know  you've  arrived.  The  days  of  hibachi  mini- 
malism are  long  gone.  Williams-Sonoma's  top- 
of-the-line  cooking  center  (nobody  calls  the  high- 
end  stuff  just  a  grill,  not  at  these  prices)  comes 


Grilling 


complete  with  a  four-foot-long,  25,000  BtB 
15,000  btu  motorized  rotisserie,  a  smokeiws 
and  two  restaurant-grade  range-top  'in 
You  also  get  a  rounded  serving  area  o  ; 
guests  can  sidle  up  to  you  while  you're  M 
a  built-in  beverage  cooler  to  ice  your  lijer 
soft  drinks,  and  stainless-steel  access  ifsr. 
storage  space.  The  cost  of  this  modus 
$10,425  (table,  page  176). 

Of  course,  you  can  cook  ltd 
for  a  fraction  of  that  price.  I 
a  Weber  Master-Touch  Ketie 
for  years.  It  costs  less  tip ! 
and  yields  excellent  results.  But  I'v  in 
tried  to  smoke  meat  on  it,  and  friejf 
have  tried  haven't  succeeded.  Two  acqutlt 
who  are  passionate  about  grilling  and  u 
extol  the  virtues  of  the  Big  Green  E,|,  i 
ramie  grill/smoker  based  on  an  ancient  lJu 
design  that  the  Japanese  approprigfel 
called  kamado,  or  stove.  American  Gidit 
ered  these  smokers  during  World  Wall 
brought  them  home  to  the  U.S.  after  he 
The  biggest  Big  Green  Egg  costs  aroufJ 
with  a  temperature  gauge,  an  adjustaty  d 
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from  $978*         Intel"  Celeron™  processor  366  mhz  /  4  slots, 
lease  $49/mo'     4  bays  /  up  to  64mb  sdram  /  up  to  84gb  hdd 
option:  ethernet  and  token  ring  adapters, 
option:  32  /  64  /  128mb  memory  dimms 


The  PC  300GL.  It's  relief  for  users  (no  more  slow,  old  pc's). 
It's  relief  for  IS  staff  (heavy-duty  network  management  features). 
It's  relief  for  finance  (very,  very  affordable).  Could  it  be  all  things 
to  all  people?  ibm.com/ibmpc  or  800  426  7255,  ext.  4131 


subject:  $978 

cc:  everyone 


m 

-  


•Estimaled  reseller  price  to  end  users  for  model  6287-32U  and  654102N  Actual  prices  may  vary  Certain  features  described  above  are  available  for  an  additional 
charge  SystemXtra  is  available  to  credit  qualified  commercial,  state  and  local  government  customers  with  valid  credit  for  a  36-month  term  'SuccessLease  is  offered  and 
administered  in  the  U.S.  and  Canada  by  Fidelity  Leasing  Inc.,  an  approved  provider  of  financing  for  IBM  Global  Financing.  Monthly  tease  costs  are  provided  by  Fidelity 
Leasing  and  are  for  a  24-month  term,  full-payout  lease,  to  qualified  business  customers  only  A  documentation  fee  and  first  month  payment  due  at  lease  signing  Any  taxes 
are  additional  Other  terms  and  financing  structures  are  available  mhz  denotes  microprocessor  internal  clock  speed  other  factors  may  also  affect  application  performance 
gb=1  billion  bytes  for  Hard  Disk  Drive  capacity.  PCs  referenced  in  this  ad  include  an  operating  system.  IBM  product  names  are  trademarks  of  International  Business 
Machines  Corporation  Intel  and  the  Intel  Inside  logo  are  registered  trademarks  and  Celeron  is  a  trademark  of  Intel  Corporation  ©1999  IBM  Corp  All  rights  reserved. 
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wheel  top  vent,  and  a  holder  with  wheels,  all  of 
which  I  discovered  are  absolutely  necessary. 

To  fuel  my  fire,  I  ordered  a  20-pound  bag  of 
hardwood  charcoal  from  the  Big  Green  Egg  peo- 
ple in  Atlanta  for  $11.95  plus  shipping.  I  could 
have  saved  a  few  dollars  by  buying  another 
brand  locally,  but  it  was  more  convenient  to 
have  it  shipped.  Hardwood  charcoal  comes  in 
irregularly  shaped  chunks  and  imparts  a  cleaner, 
more  natural,  woodsy  flavor  to  meat  than  con- 
ventional, perfectly  formed  and  pressed  bri- 
quettes. I  also  ordered  some  applewood  chips 


The  Complete  Barbecuer 


PRODUCT/PHONE/WEB  SITE 

PRICE 

COMMENTS 

BIG  GREEN  EGG 

800  939-3447 
www.biggreenegg.com 

$499.95 

Ingenious  low-tech  smoker  grill 
that  needs  thermometer,  stand, 
sliding  top  to  work  well 

WEBER  MASTERTOUCH 

800  999-3237 
www.weberbbq.com 

$179 

Basic  kettle  grill,  fine  for 
straightforward  grilling 
with  charcoal 

WILLIAMS-SONOMA          $2,295  to 
COOKING  CENTER  $10,425* 
800  541-2233 
www.williamssonoma.com 

Everything  from  gas  grill  with 
rotisserie  to  outdoor  kitchen, 
with  beverage  cooler  and  two 
burners 

FOOD 

BALDUCCI'S 
PORTERHOUSE  STEAKS 

800  225-3822 
www.balducci.com 

$50  for  2 

24-oz. 

steaks* 

Dry-aged  meat  probably 

far  better  than  what's  available 

at  your  local  supermarket 

CLARK'S  OUTPOST  RIBS 

940  437-2414 

$10.45/lb 

for  sliced  ribs* 

Meaty  pork  ribs  that  are  just 
smoky  enough,  don't  need  sauce 

USINGER'S  WIENERS 

800  558-9998 
www.usinger.com 

$3.79/lb* 

Coarsely  ground,  well-spiced 
hot  dogs  in  natural  casings 

ACCESSORIES 

BAR-B-QUE  SOUL-A- 
BRATION!  CDs 

Rhino,  www.rhino.com 

$31.95  for 
2  CDs 

Ideal  musical  accompaniment 
features  Aretha  Franklin,  James 
Brown,  others  singing  about  food 

GRILLA  GEAR 

800  457-2665 
www.ghc.com 

$19.99 
for  set 

Wooden  tongs,  spatula, 
and  fork  with  rubberized 
handles 

THE  THRILL  OF  THE  GRILL  $25 

by  Schlesinger  and 
Willoughby  (William  Morrow) 

Definitive  grilling  book  with  recipes 
from  the  chef  of  East  Coast  Grill 
in  Cambridge,  Mass. 

'Plus  shipping 


to  soak  in  water  and  throw  in  the  fire  to  add  a 
sweet,  smoky  flavor  that  goes  well  with  pork.  I 
could  have  just  as  easily  used  hickory  or 
mesquite,  but  I  prefer  mesquite  with  beef. 

There  are  a  lot  of  poorly  made  giilling  tools  out 
there.  So  when  a  friend  told  me  that  the  cre- 
ators of  Oxo,  the  easy-to-use,  ergonomic  line  of 
kitchen  tools,  had  recently  come  out  with  a  line  of 
grilling  accoutrements,  I  had  to  investigate.  The 


Giilla  Gear  tongs,  spatula,  and  fork,  made 
and  steel,  with  rubberized  handles,  wer 
Giilla  Gear  also  has  suede  cooking  glove 
turned  out  to  be  useful  in  handling  mea 
very  hot  Big  Green  Egg  fire. 

My  wife  loves  shredded,  or  pulled,  p 
becue  because  she  doesn't  like  to  eat 
hands.  So  I  bought  a  boneless  pork 
ribs  to  smoke.  I  got  fabulous  results  with 
Green  Egg.  The  pork  was  smoky  and  s 
and  loaded  with  flavor.  I  used  a  spie 
cumin,  paprika,  salt,  freshly  ground 
cayenne,  and  chili  powder.  The  r 
from  one  of  my  favorite  cookboo 
Thrill  of  the  Grill,  by  Chris  Schlesin 
John  Willoughby.  Schlesinger  on 
roasted  a  w^hole  pig  all  night  on  th 
of  Manhattan,  so  I  trust  him  implic 
GREAT  SNAP.  I'm  getting  tired  of  th 
bland  hot  dogs  you  find  in  most  su 
kets,  so  I  ordered  six  pounds  of 
pork  wieners   from  Usinger's 
Sausage  in  Milwaukee.  Its  dogs  a 
with  coarsely  ground  meat  and 
spicy  enough  to  give  them  real  el 
Because  they  come  in  natural  cas 
stead  of  plastic,  they  have  a  gre 
when  they  come  off  the  grill. 

Finally,  I  ordered  steaks  from  th 
of  Balducci's,  a  food  store  in  lower 
tan  I  regard  as  the  finest  in  Americi 
most  choice-grade  store-bought  ar 
order  meat,  the  prime  beef  from  B 
is  dry-aged.  The  beef  is  beautiful 
bled,  and  the  dry-aging  process  le 
wonderful  flavor.  Because  dry  rubs 
lots  of  flavor  to  beef  as  wrell  as  port 
a  terrific-sounding  mixture  featuring 
coriander  and  ancho  chile.  The  reef 
from  Bobby  Flays  Boy  Meets  Grill 
ion,  $32.50),  a  new  cookbook  from 
star  chef  who  owns  Mesa  Grill  in  Ni 
Although  barbecue  purists  scoi 
thought  of  using  sauce  instead  of  a  j 
rub,  I  can  go  either  way.  An  unu 
versatile  barbecue  sauce  is  the  must 
cider-based  concoction  from 
Bessinger's  Piggy  Park  Drive  In  in 
S.C.  (1-800-MAURICE).  It's  tangy  atfl 
and  goes  with  any  pork  dish.  It's 
my  friend  Fran  uses  it  as  a  dressui 
potato  salad.  If  you  insist  on  a  toma 
sauce,  try  a  bottle  from  Armstrong 
lena.  Ark.  (870  338-7746).  Its  mild 
plenty  potent  without  being  incendi] 
To  me,  no  barbecue  is  complete 
funky,  soulful  music.  I  usually  mak 
owti  mix  tapes,  but  it  turns  out  Rhino 
has  done  it  for  me.  Its  Bar-B-Que  Soi 
Hon!  includes  such  finger-lickin'  classics  a 
Santamaria's  Watermelon  Man  and  Kin/ 
Memphis  Soul  Stew  as  well  as  little-knc 
Hot  Barbecue  by  Brother  Jack  McDuff 
Beans  by  Professor  Longhair.  "With  tbi 
the  dancing's  as  good  as  the  eating,"  pr 
my  wife.  And  the  eating  wasn't  bad. 
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Making  the  Most 
Of  Your  Stock  Options 


You've  got  more  clout  than  you  think  in  negotiating  a  pack 


BY  ANNE  TERGESEN 

stock  options  the  cur- 
rency  of  choice  when  it 
II  comes  to  your  compensa- 
■  ■  tion?  They  are  for  William 
Kurtz,  12,  chief  firiancia]  offi- 
^P^B  cer  at  Scient  Corp.  in  San 
H  H  Francisco.  This  year,  Kurtz 
will  make  $209,135  in  salary  and  bonus. 
But  that's  nothing  compared  to  the 
$18.8  million  his  stock  options  were 
worth  after  the  Internet  consult 
ing  firm  did  an  initial  public  of- 
fering on  May  14. 

Kurtz  is  one  of  an  estimated 
8  million  Americans — about  8% 
of  the  private,  nonfarm 
workforce — who  now 
have  options  that  give 
them  the  right  to  i 
purchase  their  em-  | 
plover's  stock  at  a  pre- 
set price  after  a  specif- 
ic date.  Only  1  million 
held  options  back  in  1992, 
says  nonprofit  researcher 
the  National  Center  for  Em- 
ployee Ownership. 

As  options  have  proliferat 
ed,  they  have  become  some- 
thing to  be  negotiated  along  with 
salaries  and  raises.  And  the  size  of 
an  option  award  is  only  the  begin 
ning.  You  can  now  ask  for  options 
packages  that  include  protection 
against  a  takeover,  termination,  a 
falling  stock  price,  and  more.  There 
typically  is  more  room  to  negotiate  be- 
fore being  hired  and  with  companies 
that  are  too  new  to  have  formal  options 
policies.  "When  you're  a  job  candidate, 
you  have  tremendous  bargaining  power, 
especially  if  you  have  scarce  skills,"  says 
Andy  West,  president  of  Westward  Pay  Strate- 
gies, a  San  Francisco  consulting  firm.  i 
But  with  the  job  market  tight,  em- 
ployees already  on  board  and  those  at 
established  companies  may  be  able  to 
make  special  demands,  too. 

Before  you  start  to  deal,  understand  how-  op- 
tions work.  They  can't  be  converted  into  stock 
until  they  are  vested — or  made  your  property. 
That  often  occurs  over  three  to  five  vears.  After 


Options 


vesting,  you  have  the  right  to  exercisA 
by  buying  stock  at  the  predetermined!!" 
the  stock  currently  trades  above  that,  yk\ 
at  a  discount.  If  not,  your  V 
worthless. 

Options  come  in  two  foiB 
qualified  and  incentive  stocft 
(isos).  The  primaiy  difference  is  tax  t™ 
Say  your  company's  stock  is  trading  at  15. 
share  and  you  have  an  option  to  buy  2,OMs 
at  $100  each.  If  you  have  nonqualified 
and  want  to  exercise  them,  you  must  Irk 
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OO-per-share  price,  plus  income  taxes  on 
;50-per-share  profit.  If  the  stock  is  later 
r  $200,  you  pay  the  long-term  capital-gains 
20%  on  the  additional  $50  in  profit.  You'd 
tetter  tax  deal  on  isos.  No  tax  is  due  upon 
,e.  Instead,  if  you  hold  the  stock  for  at 
year  after  exercising,  you  pay  the  long- 
apital  gains  rate  on  the  difference  between 
e  and  purchase  prices,  isos  are  often  re- 
fer top  execs.  No  matter  which  type  you 
lany  companies  offer  "cashless"  exercises.  A 
retained  by  the  company  buys  the  stock 
mediately  sells  it.  The  employee  gets  the 
nee  between  the  exercise  and  purchase 
minus  taxes. 


age,  you  have  leverage  to  demand  more. 

Although  most  companies  have  formulas  that 
govern  the  number  of  options  employees  are  eli- 
gible to  receive,  you  have  room  to  negotiate  there, 
too.  For  instance,  companies  often  compensate 
recruits  for  the  value  of  nonvested  options  left  at 
previous  jobs  with  a  bonus  or  more  options.  And 
employees  jumping  from  proven  companies  to 
startups  should  receive  a  premium  for  the  risk 
they're  taking,  says  Greg  Williams,  a  partner  at 
the  Irvine  (Calif.)  office  of  law  firm  Brobeck 
Phleger  &  Harrison. 

CRACKS.  Although  it's  harder  to  negotiate  other 
terms,  "it's  not  unheard  of,"  says  West.  Hotshots 
may  be  able  to  wrangle  dilution  protection  guar- 
anteeing them  a  fixed  stake  in 
the  company,  even  if  it  issues 
more  stock,  says  Tim  Sparks,  a 
partner  at  the  Palo  Alto  (Calif.) 
law  firm  Wilson,  Sonsini, 
Goodrich  &  Rosati.  And  while 
departing  employees  typically 
have  60  to  90  days  to  exercise 
vested  options,  companies  can 
agree  to  accelerate  vesting.  That 
would  have  helped  Tom  Taulli,  a 
market  analyst  at  edgar  Online. 
He  saw  more  than  $6  mil- 
lion in  options  vanish 
overnight  when 
Go2Net's  Silicon 
Investor  Web  site 
fired  him  from  his 
columnist's  job  in 
March.  Taulli  says 
he  was  let  go  for  no 
reason;  Silicon  Investor 
declines  comment.  But 
Taulli  says  edgar  gave 
him  options  on  a  number  of 
shares  in  line  with  what  he 
lost  at  Silicon. 
If  you're  taking  a  chance  on  a 
laggard  company,  consider  asking 
for  stock  instead  of  options.  While  a 


The  Ideal 
Options 
Package 

►  Accelerates 
vesting  upon  a 
takeover  or  your 
termination  or 
retirement 

►  Compensates 
new  hires  for 
options  they 
forfeited  at 
previous  job 

►  Commits 
company  to 
making  future 
options  grants 

►  Substitutes 
tax-advantaged 
incentive  stock 
options  for  non- 
qualified options 

►  Guarantees 
repricing  of 
options  if  the 
company's  stock 
price  falls 

►  Allows  transfer 
of  options  to 
family  members  to 
save  estate  taxes 


I  e  you  start  bargaining  over  options, 
i  it  a  plan's  vesting  timetables  and  what 
|  if  you  retire,  die,  are  disabled  or  termi- 
|j  Then,  value  the  options  to  make  sure 
N  rtting  more  than  you're  leaving  behind  at 

I  job.  Use  your  knowledge  of  the  compa- 
rt->spects  to  forecast  the  stock's  annual 

II  "ate.  If  you  don't  have  a  feel  for  this,  look 
i:  tock's  track  record.  Privately  held  com- 

hould  be  able  to  give  you  similar  data. 
:jj  oject  how  much  your  stake  will  be  worth 
ill  u  plan  to  sell.  Ask  whether  you  can  ex- 
eceive  future  awards  and  figure  those  in, 
ie  value  is  lower  than  your  current  pack- 


The  main  difference  between 
"nonqualified"  and  "incentive" 
stock  options:  Tax  treatment 


falling  stock  renders  options  worthless,  even  low- 
priced  stock  has  value.  Or  ask  the  company  to  cut 
the  exercise  price  of  worthless  options,  a  practice 
known  as  repricing.  After  the  stock  market  tum- 
bled last  summer,  scores  of  companies  repriced,  in- 
cluding Ziff-Davis  Publishing. 

Other  perks  get  even  harder  to  negotiate.  Some 
companies  allow  the  transfer  of  options  to  family 
members  to  cut  estate  taxes.  Others  permit  em- 
ployees to  effectively  exercise  options  before  they 
vest,  locking  in  a  lower  tax  bill.  Insiders  do  this  if 
they  have  low-priced  stock  options  and  are  confi- 
dent the  stock  is  set  to  soar,  as  often  occurs  when 
a  company  goes  public,  says  Anne  Yamamoto,  a 


BUSINESS  WEEK  /  MAY  31.  1999  179 


BusinessWeek  Investor 


Options 


partner  at  Frank,  Rimerman  &  Co.,  a  Menlo  Park 
(Calif.)  accountant. 

If  your  plan  is  complex  or  you  have  a  lot  of 
money  at  stake,  consider  hiring  a  lawyer  or  an 
accountant.  They  can  help  you  gauge  your  worth 
by  telling  you  what  others  with  similar  skills 
have  received  and  suggest  ways  to  slash  taxes 
and  avoid  the  onerous  alternative  minimum  tax, 
which  can  be  triggered  when  isos  are  exercised. 
And  if  options  leave  your  portfolio  heavily  con- 
centrated in  company  stock,  devise  a  diversifica- 
tion strategy. 

Most  people  simply  sell  company  stock  at  reg- 
ular intervals  to  keep  their  portfolios  in  balance. 
But  if  you  have  at  least  $2  million  in  stock,  you 
can  probably  afford  to  buy  derivatives,  notes 


Craige  Bertero,  an  associate  in  the  privat 
gtoup  at  bt  Alex.  Brown  in  San  Franciscc 
sure,  most  companies  ban  such  practices  1 
they  undermine  the  purpose  of  options,  w 
employees'  fortunes  to  that  of  their  compa 
at  companies  that  permit  derivative  str 
some  senior  execs  enter  into  swaps  wit 
banks.  They  retain  ownership  of  their  c< 
stock  but  trade  its  total  return  for  that 
versified  portfolio  that  might  include  a  Star 
Poor's  500-stock  index  fund. 

If  you  have  the  clout  to  bargain  over 
don't  be  shy.  But  understand  your  compai 
tion  plan  first.  With  options  accounting  for 
portion  of  employee  pay,  you  can't  afford 
sweat  the  details. 


WHEN  SHOULD  YOU  CASH  OUT? 


Are  you  lucky  enough  to  have 
struck  it  rich,  at  least  on  paper,  in 
incentive  stock  options?  Before 
breaking  out  the  champagne,  re- 
member that  turning  paper  profits 
into  cash  isn't  as  easy  as  you  think. 
Figuring  out  when  to  lock  in  your 
gains  means  grappling  with  market 
conditions,  tax  consequences,  your 
risk  tolerance,  even  company  politics. 

Indeed,  by  the  time  you're  ready  to 
exercise  your  options  and  sell,  you 
may  find  that  your  windfall  has  van- 
ished. Many  high-priced  stocks,  espe- 
cially in  the  options-rich  tech  sector, 
have  stumbled  in  recent 
weeks,  leaving  employees 
with  options  that  are 
worthless  for  now.  Mean- 
while, initial  public  offerings 
are  so  hot,  with  dot.com 
names  doubling  and  tripling 
in  value  on  opening  day,  that 
lucky  workers  are  lining  up 
to  exercise  options  and  sell 
right  away,  before  their 
shares,  too,  drop  i— 
in  price.  These 
volatile  conditions 
have  reversed 
some  of  the  con- 
ventional wisdom 
on  options.  In- 
stead of  recommending  that  clients 
hold  on  to  take  advantage  of  future 
gains  and  tax  benefits,  some  invest- 
ment planners  are  telling  them  to 
cash  in  as  soon  as  they  are  vested. 

That's  not  true  for  everyone,  how- 
ever. Start  by  coming  up  with  a  five- 
year  plan  for  managing  your  options, 
says  Jane  King  of  Fairfield  Financial 
Advisors  in  Wellesley,  Mass.  Besides 


allowing  for  tax  planning,  a  regular 
schedule  for  exercising  options  means 
you  can  plan  ahead  for  big  purchases 
and  won't  be  forced  to  sell  a  huge 
chunk  when  the  stock  is  in  a  tempo- 
rary trough.  If  your  company  grants 
options  every  year,  you  can  always 
pile  up  more  next  year  to  replace  any 
you  have  exercised. 

Having  an  options 
management  plan 
is  important  be- 
cause in 


nancial  adviser  Joel  Isaacson  adv: 
selling  a  big  chunk.  To  sit  down 
a  planner  and  map  out  a  strategy 
could  cost  between  $500  and  $1,0 
Some  companies  also  offer  planni: 
services  to  high-level  employees. 
REDUCING  RISK.  Even  if  your  con 
ny  has  tremendous  prospects,  it's 
wise  to  diversify  your  assets.  "Pe 
in  general  tend 
be  too  optimisti 
about  their  com 
nies,"  says  Lewi 
Altfest,  another 
New  York  planr 
Although  your 
beats  its  compel 
hands  down,  its 
stock  still  could 
tumble  in  a  bros 
market  decline. 
While  reducin 

steep_  _ru  n  u  P  J^?Ly_ .        risk  may  Push  y« 


Consider 
Unloading 

►  If  you  have  more  than 
40%  to  50%  of  your  net 
worth  tied  up  in  your 
company 

►  If  the  stock  is  extreme 
ly  volatile  and  has  had  a 


►  If  you've  held  the 
stock  at  least  a  year  after 
exercising  incentive  stock 


cash  in,  other  foi 
are  pulling  at  yo' 
hold  on.  Owners 
incentive  stock  o 


options  ,.  f, 

_r   tions  can  often 


■  ~\m  ~M  ~m  ~\M  ~m  ~\M  ~\M  ~m 


►  If  you're  planning  to 
use  the  options  for  a 
major  expense  in  the 
next  year  or  two 


general  you  should  have  no  more  than 
40%  to  50%  of  your  net  worth  tied  up 
in  your  company,  including  its  retire- 
ment plan.  True,  someone  with  mil- 
lions in  the  bank  and  even  more  mil- 
lions in  options  may  be  able  to  afford 
to  wait  before  cashing  out.  But  if 
you're  a  30-year-old  with  $10,000  in 
savings,  $10,000  in  a  401(k),  and  $2 
million  in  stock  options,  New  York  fi- 


thousands  on  tax 
by  holding  compi 
stock  at  least  a  j 
after  exercising, 
ing  a  large  chunl 
could  trigger  the  alternative  minin 
tax,  which  you  may  avoid  by  stag£ 
ing  stock  sales  over  several  years, 
porate  insiders  may  be  able  to  sell 
at  certain  times,  and  at  some  com{ 
nies  top  brass  frown  if  you  cash  oi 
After  counting  the  gold  in  your  op 
tions,  it's  always  wise  to  map  out 
long-term  strategy  to  make  the  m( 
of  your  windfall.  Amey 


180  BUSINESS  WEEK  /  MAY  31,  1999 


Nothing  can  bring  the  world  together  better  than  music. 
(Except,  maybe,  a  good  global  supply  chain.) 

Join  us.  Together  we  can  change  the  world!M 


'PS  . 


PricewaTerhous^Qopers  0 

When  it  comes  to  supply  chain  management,  there's  one  universal  truth:  every  customer  is 
unique.  What  may  be  right  for  one,  may  not  be  for  another.  It's  a  fact  not  lost  on  the  specialists 
at  PricewaterhouseCoopers.  Which  is  why  we're  working  on  some  of  the  toughest  supply  chain 
problems  all  around  the  world.  Reinventing  strategy,  optimising  processes  and  applying  hew 
technologies  intelligently.  All  to  help  companies  improve  their  ability  to  operate  globally  and 
serve  customers  locally.  You  see,  with  150,000  people  working  in  150  different  countries,  we  can 
make  the  world  seem  like  a  pretty  small  place.  www.pwcglobal.com 

©  1999  PricewaterhouseCoopers  LLP.  PricewaterhouseCoopers  refers  to  the  U.S.  firm  of 
PricewaterhouseCoopers  LLP  and  other  members  of  the  worldwide  PricewaterhouseCoopers  organisation. 

^ -  -  -  -  ■  ■  ■  ■  ' <■  ■  :  
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^•'"cent.com 
1-888- 4-Lucem 
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We  make  the  things  that  make 
communications  work" 


More  people  are  communicating 
in  more  ways  than  ever  before. 
(The  Internet.  Wireless.  E-mail, 
Voicemail,  Data  and  Video.) 
That  means  communications 
networks  need  to  do  more. 
But  fast.  (And  how!) 
There's  a  revolution  going  on. 
And  we're  right  at  the  center  of  it. 
So  we  can  help  you  and  your 
network  be  your  best. 
This  is  our  card.  Please  use  it. 
(Could  be  your  ticket  to  the  future.) 
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FIDELITY  MAGELLAN: 
YOU  CAN  BE  TOO  RICH 

ob  Stansky  is  the  guy  responsible  for  Fi- 
delity Investments'  Magellan  Fund,  which  at 
$96  billion  and  counting  threatens  soon  to 
make  Mm  Earth's  first  $100  billion  man.  Despite 
the  size  of  his  portfolio,  he's  extremely  adept.  In 
1998,  and  so  far  this  year,  Stansky  has  shown  up 
the  analysts,  pundits,  and  financial  winters  who 
dissed  the  world's  biggest  fund  as  too  big  to 
beat  the  market  ever  again.  Last  year,  he  slayed 
it — by  more  than  five  percentage  points. 

That  success  is  drawing  lots  of  new 
cash  to  the  fund.  But  would  I  send  any 
of  my  money  to  Magellan?  No  way. 

Why  not  I'll  explain  in  a  minute,  but 
first  let  me  say  that  my  thinking  has 
nothing  to  do  with  Stansky.  At  43,  and 
after  16  years  at  Fidelity,  he  is  plainly  at 
the  top  of  his  game.  I  spoke  with  him  re- 
cently in  one  of  the  few  interviews  he 
has  given  since  taking  Magellan's  helm 
nearly  three  years  ago.  He  was  informed. 
He  was  thoughtful.  He  was  ironic.  When 
I  asked  him  why  Fidelity  hasn't  high- 
lighted Magellan  in  recent  ads  naming 
funds  with  potential  to  outpace  the  in- 
dexes, he  said:  "I  need  to  do  better,  I 
guess."  Also,  with  the  fund  closed  to  new 
investors  except  those  in  401(k)  plans 
and  such,  ads  might  be  pointless. 
TOP  20.  Stansky  had  what  I  call  ppp — 
perfect  portfolio-manager  pitch.  It's  a 
confidence-inspiring  tone  balancing  con- 
viction in  himself  with  humility  before 
the  market's  unpredictability.  "We're  paid 
to  make  a  bet,  and  if  you're  right  you 
get  to  keep  playing,"  he  told  me.  "I  think 
I  had  some  luck  in  identifying  the  companies 
that  would  be  the  successful  ones,"  among  them 
aol.  Home  Depot,  Wal-Mart,  and  Citigroup.  "Fi- 
delity wouldn't  let  me  stay  in  this  fund  if  they 
didn't  think  that  it  had  a  chance  to  beat  the 
market,"  he  added.  "Forget  the  name  of  the 
fund.  Just  look  at  the  top  10  or  20  stocks:  Did 
you  get  most  of  your  top  20  stocks  right?" 

This  sounded  perfectly  sensible, 
as  did  his  description  of  how  and 
why  he  moved  a  bunch  of  money 
into  energy  stocks  this  year.  His 
bigger  bets  on  such  stocks  as 
Chevron  and  Schlumberger  already 
have  paid  off  as  the  oil  market  and 
industry  mergers  have  heated  up. 

So  Stansky  is  not  why  I  would 
steer  clear  of  Magellan.  But  the 
odds  against  him  keep  growing. 
Even  if  he  gives  the  issue  short 
shrift,  most  fund  managers  swear 


BY  ROBERT  BARKER 

It's  hard  to  beat 
the  market  when 
your  own  trading 
is  pushing  up  the 
price  of  the  stocks 
you  are  buying 
and  depressing 
the  ones  you 
are  selling 


size  matters.  The  more  money  you  hav 
vest,  the  harder  it  gets  to  beat  the  mark< 
trading  pushes  up  the  price  of  stocks 
buying  while  depressing  prices  you  get  oi 
you  sell.  A  recent  statistical  analysis 
size  and  performance  by  Boston-based 
cial  Research  Corp.  found  small  funds  be 
ones  80%  of  the  time.  And,  while  citing 
lan's  long-term  record  as  an  exception 
rule,  the  same  study  noted  that  as  tl 
grew,  "its  ability  to  sustain  multiyear 
of  outperformance  diminished."  Stansky'; 
cap  only  worsens:  In  1999,  he  has  had  t 
more  fresh  cash  than  any  of  his  Fidelity 
A  more  acute,  if  less  certain,  dangei 
prospect  that  market  sentiment  will 
turn  away  from  the  megacaps  Magells 


Magellan's  Biggest  Bets 


PERCENT  OF  ASSETS 


STOCK 


MAR.  31 


SEPT.  30 


GENERAL  ELECTRIC 

4.2% 

3.9% 

MICROSOFT 

4.1 

3.6 

MCI  WORLDCOM 

2.4 

1.7 

AMERICA  ONLINE 

2.3 

1.5 

HOME  DEPOT 

2.2 

1.8 

0ATA:  FIDELIT 

Y  INVESTMENTS 

STANSKY:  The  fund  manager  is  at  the  top  ofhisi 


favor.  It  buys  such  zippy  names  as  Autobi 
and  Priceline.com,  but  the  fund  is  too  bi 
much  kick  out  of  any  but  mammoth  stc 
no  accident  that  its  top  two  holdings  (U 
and  Microsoft,  have  the  biggest  market 

Stansky  knows  this  better  than  any 
named  a  turn  in  market  sentiment  towa 
stocks  as  the  single  biggest  risk  facing  I 
holders.  When  I  asked  how  he  would  c< 
this,  his  confidence  seemed  to  dip.  "Even 
cap  stocks  did  well,  I  could  probably 
least  a  handful  of  big-cap  stocks  that  I 
continue  to  generate  solid  returns,"  he  sa 
not  bat  1,000%,  though.  Let's  be  realist 
make  mistakes." 

Your  mistake  would  be  to  picture  St: 
a  superhero  who,  against  the  odds,  c 
beating  the  market.  For  that,  I'd  rather 
stock  picker  who  has  more  ways  to  wir 

For  a  q&a  with  Stansky,  go  to  www.l 
week.com  or  aol  keyword:  BW. 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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WHY  A 

LOT  OF  X-XEROX 

CUSTOMERS 
WE  CONNECTING 
WITH  SAVIN. 


(We're  tearing  up  the  competition  one  customer  at  a  time.) 


Why  are  more  and  more  x  you-know-who  customers  turning  to  Savin  for  their  document 
output  needs?  We  think  the  answer  is  that  Savin  has  exactly  what  it  takes  to  win  people  over. 

After  all,  Savin  not  only  has  the  award-winning,  multi-functional  digital  imaging  systems 
today's  networked  offices  require,  we're  just  as  committed  to  becoming  the  fastest,  most  responsive 
name  in  the  business.  With  smart,  energetic,  highly-trained  Savin  professionals  willing  to  do 
whatever  it  takes  to  give  you  the  satisfaction  and  service  you  deserve. 

To  find  out  more  about  Savin's  full  line  of  B&W  and  full-color  digital 
imaging  solutions,  as  well  as  our 
unshakable  commitment  to  service, 
contact  us  at  1-800-234-1900  or 


savin 


www.savin.com.  We  think  it  will  be  '  ~ ~ '        ™"  ® 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER  " 


the  start  of  a  great  relationship. 


SAVIN  CORPORATION.  333  LUDLOW  ST..  STAMFORD.  CT  06904 


Drporation 


Xerox®  is  a  trademark  of  XEROX  CORPORATION 


C  A  M  R  Y 


lllany  admirable  qualities.  A  variety  of  colors.  Sort  of  like  people. 


Toyota  Canny  is  the 


1993  Teveta  Motor  Sales.  U.SA.  Inc.  Buckle 


in  America  for  the  second  year  in  a  row*  Looks  like  we  all  share  more  in  common  than  w 
TOYOTA  evor»jfl/atj 

e  wtra  love  you.  'Based  on  R.L  Polk  1997. 1998  calendar  years  total  car  registrations.  1  -800-GO-TOYOTA  ♦  WWW-.toy 
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ITS  IPO  HIT  45  IN 
FEBRUARY 


It  has  been  a  dry  season  in  farm  implements. 
Demand  has  slowed  due  to  soft  commodity 
prices  and  the  drop  in  crop  exports  to  Asia. 
Shares  of  AGCO  (ag),  a  maker  of  agricultural 
equipment,  have  languished  between  6  and  8 
for  much  of  1999.  But  in  April  they  started 
pushing  up,  closing  at  10!4  on  May  18.  One  rea- 
son: On  May  17,  New  Holland  agreed  to  acquire 
Case,  another  big  name  among  farmers,  for  $4.3 
billion.  The  deal  awakened  investors  to  other 
possible  targets  in  the  struggling  industry,  agco, 
say  some  analysts  and  money  pros,  could  be  the 
next  buyout  bait. 

One  New  York  invest- 
ment banker  says  that 
agco  has  become  an  at- 
tractive target,  with  its 
price  trading  well  below 
book  value  of  $18  a  share. 
This  pro  says  that  in  view 
of  the  hefty  price  that  New 
Holland  is  paying  for  Case, 
AGCO  is  a  bargain:  "A  for- 
eign conglomerate  is  seri- 
ously considering  making 
an  offer  of  24  a  share,"  he  says.  The  suitor  is  a 
well-known  company  in  Europe  engaged  in  the 
automotive,  transportation,  agriculture,  and  con- 
struction businesses,  agco's  products,  distributed 
in  the  U.  S.,  Em-ope,  South  America,  and  the 
Far  East,  include  tractors  and  combines  sold  un- 
der the  names  Massey  Ferguson  and  Hesston. 

agco's  stock  was  as  high  as  27  a  year  ago. 
"The  depressed  stock,  down  more  than  57%  so 
far  this  year,  has  become  much  more  vulnerable 
to  a  takeover,"  says  the  investment  pro.  agco 
Chairman  and  CEO  Robert  Ratliff  says  he  hasn't 
received  any  offers.  "We  will  be  aggressive  in 
becoming  a  solid  alternative  to  our  big  com- 
petitors," he  says — and  continue  to  pursue 
acquisitions. 

Analyst  Tobias  Levkovich  of  Salomon  Smith 
Barney,  who  has  raised  his  rating  on  agco  to  a 
buy  based  on  improving  fundamentals,  believes 
that  in  light  of  the  New  Holland-Case  deal,  agco 
may  have  to  find  a  partner.  "But  it  could  also  be 
viewed  as  takeover  candidate,"  he  says.  Based  in 
part  on  stronger-than-expected  European  and 
Brazilian  farm-tractor  sales,  Levkovich  increased 
his  earnings  estimate  for  1999  from 
71c  a  share  to  80c,  and  his  2000  esti- 
mate from  85c  a  share  to  $1.10. 


REBOUND  FOR  AN 
ONLINE  AD  SHOP? 


FEB.  2,  '99  MAY  18 

▲  DOLLARS 

DATA.  BLOOMBERG  FINANCIAL  MARKETS 


Oi 


nline  advertising  is  mushrooming, 
(thanks  to  the  explosion  of  the  In- 
ternet as  a  global  communications 
medium.  Ad  spending  on  the  Net  is 


expected  to  hit  $4.4  billion  by  2000.  So  when 
online  ad  agency  Modem  Media.Poppe  Tyson 
(mmpt)  went  public  on  Feb.  5,  its  stock  heated  up 
from  its  offering  price  of  16  a  share  to  45  the 
same  day.  The  stock  has  since  pulled  back — 
along  with  other  Net  issues.  It  had  slumped  to 
26  by  May  18.  But  guess  what?  Some  pros  are 
more  bullish  than  ever.  They  think  Modem  Media 
is  on  the  way  back  to  45. 

The  "high  internal  growth  rate"  at  Modem 
Media  in  the  usually  slow  first  quarter  is  "in- 
dicative of  the  shift  in  ad  dollars  toward  the  In- 
ternet," notes  Alexia  Quadrani,  an  analyst  at 
Bear  Stearns.  She  expects  the  trend  will  accel- 
erate. Modem  Media's  first-quarter  revenues 
jumped  37%,  to  $12  million,  beating  expecta- 
tions. And  it  posted  a  loss  of  5c  a  share,  better 
than  the  expected  16c  loss.  Quadrani  expects 
revenues  of  $58  million  in  1999  and  $72  million  in 
2000,  vs.  1998's  $42  million.  She  sees  a  loss  of  190 
in  1999  and  earnings  of  5c  a  share  in  2000. 

Among  Modem  Media's  clients:  AT&T,  General 
Motors,  IBM,  3M,  J.  C.  Penney,  and  Citibank.  Just 
10  clients  accounted  for  some  75%'  of  revenues. 
About  53%  owned  by  True  North  Communica- 
tions, the  No.  6  ad  company,  Modem  Media  plans 
to  add  only  about  six  new  clients  a  year  so  it  can 
focus  on  advertisers  whose  overseas  online 
spending  is  expected  to  balloon  in  the  next  few 
years. 

DIGITAL  TV  ON  A  PC 

A television  window  in  every  PC?  That's  what 
Hauppauge  Digital  (HAUP),  which  makes 
digital  video  products  for  PCs,  hopes  to  see. 
The  company  expects  to  reap  big  rewards  from 
such  a  move.  It  is  forming  important  strategic 
alliances  to  achieve  its  goal.  One  of  its  prod- 
ucts, called  WinTV  board,  enables  the  user  to 
view  TV  programs  in  a  resizable  window  on  the 
PC.  This  summer,  it  will  also  market  a  digital  TV 
tuner  called  WinTV-D, 
which  lets  PC  users  receive 
digital  tv.  The  expected 
price:  $500,  vs.  the  $7,000 
that  high-definition  TV  sets 
are  retailing  for. 

Hauppauge  will  an- 
nounce a  joint  venture 
soon  with  a  large  Internet 
company  that  broadcasts 
streaming  media  program- 
ming on  the  Web,  says  one 
New  York  money  manager.  Hauppauge  is  also 
forming  a  marketing  alliance  with  a  major  E- 
commerce  company,  he  adds. 

David  Jordon,  senior  vice-president  at  Axiom 
Capital  Management,  says  Hauppauge  will  ben- 
efit from  the  increasing  supply  of  Internet-based 
digital  video  content  and  the  rising  demand  for 
high-speed  digital  broadcast  receivers  for  pes. 

He  expects  Hauppauge,  now  at  12,  to  earn  60c 
a  share  on  sales  of  $55  million  this  year.  In  2000, 
Jordon  sees  profits  of  at  least  $1  a  share  on 
sales  of  $75  million. 


AN  UPSWING 
THANKS  TO  VIDEO 
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Figures  of  the  Week 


%  change 


STOCKS 

S&P  500 


1380 
1265 
1150 
1035 
920 


J 

Mr' 

f 

'! 

f 

1335 
■1320 

52-week  change  1  -week  change 

+20.1%  -1.4% 


:  1380 
- 1365 


- 1350 
•  1344  23 


COMMENTARY 

Stocks  performed  surprisingly 
well  considering  the  sharp 
0.7%  uptick  in  the  consumer 
price  index  and  the  Fed's  move 
toward  tightening.  Bonds  rallied 
on  May  19,  in  large  part  re- 
flecting the  break  in  oil  prices 
below  $17  a  barrel,  compared 
with  almost  $19  two  weeks 
ago.  Japanese  stocks  lost 
ground  as  evidence  mounted 
that  Japan  is  failing  to  cope 
with  its  economic  problems. 

Data  Bloomberg  Financial  Markets 


U.S.  MARKETS 

May  19 

Week 

Year 

Dow  Jones  Industrials 

10,887.4 

-1.0 

18.7 

NASDAQ  Composite 

2577.4 

-1.1 

40.7 

NASDAQ  100 

2186.2 

-1.4 

76.6 

S&P  MidCap  400 

403.7 

-1.0 

10.0 

S&P  SmallCap  600 

176.8 

-0.4 

-9.7 

S&P  SuperComposite  1500 

282.3 

-1.4 

18.1 

%  change 

SECTORS 

May  19 

Week 

Year 

S&P  BARRA  Growth 

747.7 

-1.1 

27.9 

S&P  BARRA  Value 

616.3 

-1.8 

11.6 

S&P  Basic  Materials 

137.4 

-2.3 

-2.9 

S&P  Capital  Goods 

1002.8 

-1.6 

14.1 

S&P  Energy 

823.8 

-2.4 

5.4 

S&P  Financials 

145.4 

-2.9 

7.0 

S&P  REIT 

87.6 

-2.4 

-16.5 

S&P  Transportation 

791.6 

-4.5 

11.5 

S&P  Utilities 

264.0 

2.7 

12.0 

GSTI  Internet 

562.7 

-2.8 

298.4 

Morgan  Stanley  Cyclical 

591.2 

-3.0 

8.2 

PSE  Technology 

549.9 

0.5 

58.0 

BEST-PERFORMING 

Last 

Last  12 

GROUPS 

month  % 

months  % 

Computer  Systems 

25.5 

Broadcasting 

83.1 

Tobacco 

22.4 

Communications  Equip. 

76.8 

HMOs 

20.9 

Long-Dist.  Telecomms. 

76.1 

Broadcasting 

18.3 

Transportation  Services 

68.7 

Communications  Equip. 

17.2 

Computer  Systems 

66.9 

GLOBAL  MARKETS 

May  19 

%  cha 
Week 

CUP  Cum  Dine 

S&r  tUrO  rlUS 

1298.0 

-1.0 

London  irl-at  1UU) 

6266.7 

-1 .2 

Frankfurt  (DAX) 

5213.3 

-0.7 

Tokyo (NIKKEI  225) 

16,128.2 

-4.8 

Hong  Kong  (Hdng  Seng) 

12  403.1 

-4.7 

Toronto  (TSE  300) 

7014.4 

0.2 

Mexico  City  (IPC) 

5731.2 

-2.5 

FUNDAMENTALS 

May  18 

Week 
ago 

S&P  500  Dividend  Yield 

1.21  % 

1.17%  ' 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  33.3 

34.5 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

24.5 

24.6 

First  Call  Earnings  Revision* 

0.77% 

0.57% 

*First  Call  Corp 

TECHNICAL  INDICATORS 

May  IS 

Week 
ago 

S&P  500  200-day  average 

1 184.3 

1178.9 

Stocks  above  200-day  average 

57.0% 

69.0% 

Options:  Put/call  ratio 

0.49 

0.45  I 

Insiders:  Vickers  Sell/buy  ratio 

0.94 

0.81 

WORST-PERFORMING  Last 


GROUPS 


month  % 


Lt 

mitti 


Food  Wholesalers 
Manufactured  Houisng 
Automobiles 
Homebuilding 
Gold  Mining 


-13.0  Manufactured  Housing  -4 

-12.3  Oil  &  Gas  Drilling 

-1 1 .5  Metal  &  Glass  Container 

-11.4  Machine  Tools 

-8.8  Hospital  Management  -2 


■  MUTUAL  FUNDS 

■■  S&P  500"  mm  U  S  Diversified 
4-week  total  return 


I  All  Equity  Week  ending  May  18 

52-week  total  return 


%  1  2  3  4  5  6 
Data  Mormngstar,  Inc 

EQUITY  FUND 


%      5      10     15     20     25  30 

"Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return  % 


Latin  America 
TechriGlogv 

Diversified  Emerging  Mkts. 
Small-cap  Growth 
Small-tap  Blend 
Leaders 

52-week  total  return 


1 1.5 
9.1 
8  3 
6  9 
6  6 

% 


Precious  Metals 

lapan 

Financial 

International  Hybrid 

Foreign 

Laggards 

52-week  total  return 


-4.6 
-0.3 
-0.3 

0  8 

1  0 


Technology 

Communications 

Japan 

Large-cap  Growth 
Pacific/Asia  ex-Japan 


60.2 
49.1 
28.3 
26.9 
23.2 


Precious  Metals 
Small-cap  Value 
Natural  Resources 
Latin  America 
Small-cap  Blend 


-18.7 
-13.2 
-12.0 
-10.5 
8  7 


INTEREST  RATES 


Week 

Year 

KEY  RATES 

May  19 

ago 

ago 

MONEY  MARKET  FUNDS 

4.44% 

4.44% 

5.10% 

90-DAY  TREASURY  BILLS 

4.59 

4.60 

5.23 

1-YEAR  TREASURY  BILLS 

4.87 

4.79 

5.45 

10-YEAR  TREASURY  NOTES 

5.59 

5.51 

5.65 

30-YEAR  TREASURY  BONDS 

5.80 

5.83 

5.94 

30-YEAR  FIXED  MORTGAGEt  7.29 

7.19 

7.12 

BLOOMBERG  MUNI  YIELD  EQUIVALENT 

Taxable  equivalent  yields  on  AAA-rated,  tax-exj 
municipal  bonds,  assuming  a  31%  federal  ta>S 

10-yr.  bond  30-yr* 


GENERAL  OBLIGATIONS 

4.37  % 

5.i 

TAXABLE  EQUIVALENT 

6.33 

7.: 

INSURED  REVENUE  BONDS 

4.50 

5. 

TAXABLE  EQUIVALENT 

6.52 

7.i 

ianxQuote,  Inc. 

I  BW  PRODUCTION  INDEX 

Change  from  last  week;  0.4%         Change  from  last  year:  4.7% 


INDUSTRIAL  OUTPUT 

145          May  8=143.9  — 

1992=100 


May 
1998 

Information  on  each  of  the  index  components  is  at  www  businessweek  com 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  continued  to  cib 
ing  the  week  ended  May  3.  The  uner.; 
index  was  up  1.1%  to  144.5,  from  143. 
seasonal  adjustment,  coal  output  rose*, 
increased  production  in  Alabama,  Kans 
Kentucky.  Rail-freight  traffic  was  up  I 
by  a  21.6%  increase  in  grain  traffic.  <p; 
autos,  trucks,  and  lumber  also  rosiOr 
downside,  steel  dropped  by  1.5%,  ancjpd 
was  down  0.8%.  Electricity  produon 
unchanged. 


I  THE  WEEK  AHEAD  I 


EXISTING-HOME  SALES  Tuesday,  May  25, 

10  a.m. edt  ►  Existing  homes  probably  sold 
at  an  annual  rate  of  5  million  in  April, 
according  to  the  median  forecast  of  econo- 
mists surveyed  by  Standard  &  Poor's  mms,  a 
division  of  the  McGraw-Hill  Companies.  In 
March,  resales  hit  a  record  sales  pace  of 
5.05  million. 

CONSUMER  CONFIDENCE  Tuesday,  May  25, 
10  a.m. edt  ►  The  Conference  Board's  index 
of  consumer  confidence  in  May  was  likely 
unchanged  from  April's  134.9.  Consumer 
sentiment  remains  buoyed  by  solid  job 
markets,  low  inflation,  and  rising  stock 
prices. 


DURABLE  GOODS  ORDERS  Wednesday, 
May  26,  8:30  a.m. edt*-  New  orders  for 
durable  goods  likely  rose  0.3%  in  April,  says 
the  s&p  mms  survey.  In  March  orders 
increased  by  2.9%,  despite  a  large  drop-off 
in  aircraft  demand. 

GROSS  DOMESTIC  PRODUCT  Thursday, 
May  27,  8:30  a.m. edt  ►  The  s&p  mms  medi- 
an forecast  expects  that,  even  with  more 
available  data,  the  Commerce  Dept.  will  say 
that  the  economy  grew  at  a  4.5%  annual 
rate  in  the  first  quarter,  the  same  rate  ini- 
tially reported.  Aftertax  profits  likely 
rebounded  by  2.5%  last  quarter,  after 
falling  3.9%  in  the  fourth  quarter. 


PERSONAL  INCOME  Friday,  May  28, 
8:30  a.m. edt  ►  The  s&p  mms  median  fci- 
cast  expects  that  personal  income  inense 
a  healthy  0.4%  in  April,  the  same  advcEe 
posted  in  March.  However,  an  expectec 
record  amount  of  tax  payments  due  byff 
15  means  that  disposable  income  mayav 
dropped  last  month.  Consumer  spendir,i 
likely  rose  0.3%  in  April,  on  top  of  an 
gain  in  March. 


For  more  investment  data  and  the 
components  of  the  production  index, 
visit  www.businessweek.com. 
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px  gives  the  starting  page  for  a  story  or 
with  a  significant  reference  to  a  company, 
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:hnology  Partners  128 


11  Wessels  128 

H  rokerage  Services  52 

("I  (DELL)  1,52 


Digex(DIGX)  124 

Donaldson  Lufkin  &  Jenrette  (DU)  44 


eBay  (EBAY)  128.134,137.148.190 

Eckerd  Drug  Stores  (JCP)  52 

Electronic  Data  Systems  (EDS)  96 

EMC  (EMC)  1,75 

Epson  128 

Ericsson  (ERICY)  80 

eToys  128.134 

Excite  (XCIT)  148 


FactSet  Research  Systems  (FDS)  86 
Fairfield  Financial  Advisors  180 
Fiat  (FIA)  52 

Fidelity  Investments  27, 184 
Financial  Research  184 
First  Union  (FTU)  40 
Fleet  Financial  <FLD  38 
FMC(FMC)  75 

Forrester  Research  (FORR)  124.128 
Fox  Broadcasting  (NWS)  44 
Frank  Rimerman  178 
Friede  Goldman  (FGI)  86,88 
Frontier  (FRO)  42 


Gap  (GPS)  1,89 
Genentech  (GNE)  115 
General  Dynamics  (GD)  52 
General  Motors  (GM)  187,190 
Global  Crossing  (GBLX)  42 
Goldman  Sachs  (GS)  6,34,119 
Gomez  Advisors  128 
Go2Net  (GNET)  178 
Gray's  Papaya  42 
Guilford  Transportation  Industries 
Gulfstream  Aerospace  (GAC)  52 


Hamilton  Beach/Proctor  Silex 
(NC)  94 

Hannaford  Brothers  (HRD)  38 
Harris  Bancorp  75 
Harris  (Louis)  12 
Hasbro  (HAS)  90.128 
Hauppauge  Digital  (HAUP)  187 
Healtheon  (HLTH)  52 
Heinz  (HNZ)  6 
Hewlett-Packard  (HWP)  124 
Hitachi  (HIT)  58 
HJ.  Heinz  (HNZ)  75 
Hollis-Eden  Pharmaceuticals  48 
Home  Depot  (HD)  124.184 
Hughes  Electronics  (GM)  44 


IBM  (IBM)  98,124,187 
ICO  Global  Communications 
(ICOGF)  44 
IMS  Health  (RX)  38 
Institutional  Venture  Partners  128 
Intel  (INTO  55 
Inteli-Health  52 

International  Capital  Markets  12 
Intrepid  Capital  Management  148 
Indium  World  (IRID)  44 
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Editorials 


INFLATION:  SMOKE, 
BUT  NO  FIRE  

April's  consumer  price  index  report  had  a  disturbing  whiff 
of  rising  prices  after  a  long  period  of  dormant  inflation. 
Quite  properly,  the  Federal  Reserve  reacted  to  the  report  by 
announcing  it  might  consider  tightening  monetaiy  policy 
sometime  in  the  future. 

Yet  ultimately,  the  U.  S.  has  a  low-inflation  economy.  The 
key  is  rising  productivity.  With  worker  output  going  up, 
companies  can  hold  the  line  on  prices  even  when  wages  or  the 
cost  of  raw  materials  goes  up.  But  when  companies  cannot  in- 
crease productivity,  they  must  hike  prices — it's  that  simple. 
It's  no  coincidence  that  inflation  surged  in  the  1970s  at  rough- 
ly the  same  time  that  productivity  growth  slowed  to  a  crawl. 

At  least  for  now,  even  formerly  skeptical  forecasters  and 
economists  have  acknowledged  the  reality  of  the  productivi- 
ty revolution.  And  as  long  as  that  continues,  inflation  will  re- 
main a  nagging  worry  rather  than  a  menace. 

A  BIG  PUSH  FOR 
SMALL  COMPANIES 

Seemingly  overnight,  the  competition  between  Amazon.com 
Inc.  and  eBay  Inc.  has  turned  into  a  critical  battle  over 
who  will  create  the  business  model  of  the  future  (page  128). 
The  two  companies  have  very  different  visions  of  how  E-com- 
merce  should  work.  The  battle  is  online  superstore  vs.  glob- 
al bazaar,  static  vs.  dynamic  pricing — with  the  winner  blazing 
the  trail  for  Internet  retailers  all  across  the  world,  just  as 
General  Motors  Corp.  set  the  pattern  for  successful  manu- 
facturers in  an  earlier  technological  revolution. 

But  while  the  glamorous  Internet  companies  gainer  most  of 
the  attention,  the  U.  S.  economy  continues  to  generate  vibrant 
young  businesses  not  only  in  technology  but  across  every  sec- 
tor. From  hot  retailers  to  small  precision  manufacturers  to 
providers  of  such  needed  services  as  security  and  training,  the 
amount  of  growth  bubbling  up  from  below  is  astounding 
(page  Sti). 

Moreover,  it's  important  to  remember  that  innovative  com- 
panies such  as  eBay  and  Amazon  do  not  spring  out  of  a  vac- 
uum. Rather,  they  rose  in  a  U.  S.  economy  that  has  proven  it- 
self to  be  extraordinarily  hospitable  to  nimble  new  competitors 
propelled  by  deal-  vision  and  bright  ideas.  In  part,  America  is 
reaping  the  benefits  of  a  culture  that  rewards  entrepreneurs. 
The  capital  markets  in  the  U.  S..  as  compared  with  those  in 
Japan  or  Europe,  are  more  willing  to  provide  the  funds  suc- 
cessful small  companies  need  to  expand.  And  perhaps  most  im- 
portant, the  relative  lack  of  government  regulation  in  the 
U.  S.  is  a  boon  for  small  and  medium  businesses,  since  exten- 
sive state  intervention  in  markets  usually  favors  larger  es- 
tablished companies  that  are  connected  well-politically. 


Indeed,  an  economic  environment  that  enables  sil 
small  businesses  to  turn  into  big  ones  may  turn  out! 
key  competitive  advantage  that  the  U.  S.  has  over  ill 
By  contrast,  Europe's  huge  government-protecteJ 
companies — such  as  Britain's  Royal  Mail,  France's  il 
and  Germany's  Deutsche  Post — are  using  then-  finanifl 
cle  to  buy  up  prime  potential  competitors,  such  as  sJ 
eel-delivery  companies,  while  building  up  Interne! 
tions.  And  wiiile  the  Kyoto  region  of  Japan  shows  inl 
of  becoming  a  miniature  version  of  Silicon  Valley,  vl 
haps  300  high-tech  ventures  springing  up  in  recent  yl 
Japanese  economy  as  a  whole  is  still  struggling  with! 
rotic  keiretsu  (page  58). 

For  the  U.  S  now,  the  challenge  is  to  stick  to  thi 
open  capital  markets  and  loose  regulation  that  hal 
nourish  today's  budding  star  companies.  For  Eurfct 
Japan,  the  big  task  will  be  to  find  a  way  of  allow|; 
smaller  innovative  companies  to  flourish  and  grow  wiB 
ing  crushed  by  behemoths.  That's  the  only  way  then 
able  to  come  up  with  eBays  and  Amazons  of  then' m 

WHO'LL  PAY  THE 
COLLEGE  BILL? 


Educated  workers  are  the  lifeblood  of  the  New  1 
and  it  is  no  coincidence  that  by  many  meas 
U.  S.  has  the  best,  and  perhaps  the  most  open,  hi 
cation  system  in  the  world.  Indeed,  drawn  by  the  hi, 
being  paid  to  college  graduates,  the  percentage  of  hi 
grads  going  on  to  college  has  risen  from  roughl; 
67<7c  in  just  the  past  seven  years. 

But  the  U.  S.  must  do  more.  As  today's  tidal 
young  children — the  offspring  of  the  baby  boomer 
up  and  makes  its  way  through  the  educational  syst 
pus  populations  could  rise  by  as  much  as  nearly  50% 
next  15  years,  from  15  million  to  22  million.  As  en 
rise,  so  will  costs,  forcing  federal  and  state  goverr 
pony  up  an  extra  $22  billion  to  $35  billion  annually, 
the  $45  billion  now  spent. 

Investment  in  education  brings  demonstrably  hig] 
But  it  will  be  hard  to  justify  such  a  huge  increase  i 
unless  colleges  and  universities  demonstrate  a  b 
mitment  to  innovation  and  cost  control  that  is  i 
now.  That  means  better  use  of  the  Internet  to  provl 
ing,  year-round  classrooms,  and  other  measures  to  I 
intensive  use  out  of  the  current  physical  plant. 

At  the  same  time,  it  will  be  necessary  to  rem 
whole  system  of  financial  aid  so  that  more  low-in* 
dents  gain  access  to  college — but  without  making  m 
hibitive  for  students  from  middle-class  families.  Onl 
tion  is  to  tie  loan  payments  to  future  earnings, 
loan  being  written  off  after  20  or  so  years  if  not  full 
That  will  make  it  less  likely  that  education  deb 
come  a  crushing  burden  and  make  it  more  likeh 
U.  S.  will  get  the  skilled  workers  it  needs. 
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The  20th  century  has  brought  an  incredible  amount  of  innovation  and  progress  to  our 
world.  Remarkable  people  with  extraordinary  ideas  have  resulted  in  more  change  during 
these  hundred  years  than  in  any  other  century  in  history. 

The  pace  of  innovation  stands  to  only  increase  as  we  enter  the  21st  century.  Business 
will  change  more  in  the  next  ten  years  than  it  has  in  the  past  fifty,  driven  by  the  Internet, 
personal  computers,  innovative  software,  and  new  generations  of  digital  devices.  The 
industrial  revolution  was  about  enhancing  muscle  power.  This  revolution  —  the  digital 
revolution  —  is  about  enhancing  the  power  of  the  mind. 

Organizations  that  succeed  in  this  atmosphere  of  innovation  will  do  so  by  using 
technology  to  build  new  flows  of  information  to  effectively  create  digital  nervous  systems.  A 
digital  nervous  system  will  enable  an  organization  to  see,  understand,  and  react  to  its 
environment,  to  sense  the  needs  of  consumers  and  customers,  and  to  identify  and  meet 
competitive  challenges  —  all  more  quickly  and  with  greater  precision  than  has  ever  before 
been  possible.  And  thinking  faster,  moving  faster,  and  being  more  agile  will  make  those 
organizations  more  efficient,  more  prosperous,  and  more  successful. 

At  Microsoft  we're  developing  the  building  blocks  that  your  organization  can  use  to 
build  a  digital  nervous  system  —  building  blocks  like  the  Microsoft  Windows  operating 
system,  Microsoft  Office,  and  the  BackOffice  family  of  products.  We've  joined  forces  to  work 
with  the  1 1  companies  listed  below,  all  leaders  in  their  own  fields,  to  help  your  organization 
achieve  and  use  digital  nervous  system  solutions:  Compaq,  Hewlett-Packard,  Baan,  Cisco 
Systems,  Great  Plains,  Software  Spectrum,  Cambridge  Technology  Partners,  EDS,  Ernst  & 
Young  LLP,  KPMG,  and  USWeb/CKS.  These  companies  can  provide  the  systems  and 
network  Infrastructure,  the  software  products  and  custom  applications,  and  the  services  and 
expertise  you'll  need  to  reap  the  benefits  of  your  own  digital  nervous  system. 

By  leveraging  the  innovation  of  the  past  and  embracing  the  tools  to  take  you  to  the 
future,  your  organization  can  create  its  own  digital  nervous  system  to  take  advantage  of 
the  digital  economy.  Which  means  you  can  look  forward  to  the  next  hundred  years  as 
another  century  of  innovation. 


Microsoft 


I 


EDITOR'S  MEMO 


A  special  multimedia  look  at 
100  Years  of  Innovation 
is  available  at  Business  Week  Online: 

www.businessweek.com 


100  YEA] 
OF  INNOVATK 


IR  ISAAC  NEWTON  ONCE  SAID  THAT 

he  had  seen  farther,  it  was  because  he  had  stood 
the  shoulders  of  giants.  What  went  before  clearly 
temiined  what  happened  next.  So,  as  a  tumultu 
century  draws  to  a  close,  we  thought  it  would  be 
tellectually  stimulating,  and  just  plain  fun,  to  rev 
the  stmining  scientific  and  technological  innovation! 
the  past  100  years.  Hence  this  engaging  and  beau 

photo  essay — a  special  lnillennium  bonus  issue  for  our  subscrit 
I  remember  the  advent  of  television  when  I  was  a  kid — t 
fuzzy  pictures  on  those  tiny  screens  that  required  endless  fid< 
with  rabbit-ear  antennas.  In  time,  of  course,  TV  revolutionized 
world.  So,  too,  with  the  innovation  now  sweeping  the  globe: 
Internet.  Yes,  it's  irritatingly  slow  and  prone  to  crash.  But 
anyone  doubt  it  is  the  transcendent  technology  of  our  time' 
In  the  broad  sweep  of  the  20th  century,  there  were  n 
other  remarkable  innovations,  some  of  them  so  pervasive 
scarcely  remember  that  society  once  canned  on  bravely  wit 
them.  The  zipper  is  one  mundane  example.  Or  how  about  th 
vention  of  the  Xerox  machine?  Or  penicillin?  Or  Henry  Ford' 
sembly  line?  Or  the  laser,  which  was  initially  described  as 
lution  looking  for  a  problem?  You  get  the  idea.  Of  course, 
every  innovation  was  beneficent:  Nuclear  weapons  and  V-2 
ets  are  also  part  of  the  legacy. 

It  was  a  pleasure  for  us  to  put  together  this  issue.  We 
you'll  savor  it  as  much  as  we  did. 
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How  far  are  you 
from  all  the  possibilities  of 
the  digital  economy? 


Thi 


The  digital  economy  holds  virtually  unlimited  possibilities  for  your  busirss 
Want  to  capitalize  on  everything  your  company  knows,  every  minute  of  thd; 
Want  to  integrate  your  supply  chain?  Want  to  be  closer  to  your  best  empliee 
Your  best  vendors?  Your  best  customers? 

Ifs  all  possible.  But  you  probably  don't  want  to  hear  that  it's  possible  lis 
not  news.  You  probably  want  to  hear  how  you  do  it.  That  would  be  news't 
Well,  here's  the  long  and  short  of  it:  If  you're  using  Microsoft'  software  'h 
run  your  company,  the  possibilities  of  the  digital  economy  are  closer  tha 
you  think.  Only  as  far  away  as  your  PC,  in  fact. 

What  do  we  mean  by  that?  You  see,  many  people  out  there  are  air 
using  Microsoft  products,  and  chances  are  your  employees,  customer 
and  suppliers  are  among  them.  Which  gives  you  quite  an  extraordina 
opportunity.  With  just  a  few  evolutionary  steps,  you  can  start  to  add  th 
things  you  need  to  bring  the  possibilities  of  the  digital  economy  into 


V 

Microsoft 

k&  .  '-ism 

e  best  integrated  solution  from  desktop  to  datacenter: 

"\ 

Windows  -  The  operating  system  used  by  millions  around  the  world  on  PCs,  handheld  devices,  and  servers  to  bring  PCs  and  the  internet  together. 
Office  ■  The  world  s  most  popular  business  productivity  software,  enabling  people  to  develop  ideas  and  share  knowledge  in  powerful  new  ways. 
BackOffice  -  The  flexible  server  platform  tor  building  mission-critical  e-commerce.  knowledge  management,  and  line-of-business  solutions. 

jr. 


ization.and  yet  the  individuals  involved  will  still  feel  comfortable 
ise  they're  using  familiar  Microsoft  tools.  In  other  words,  moving 

your  company  into  the  digital  economy 
can  be  a  simple  process  of  evolution. 
And  when  your  business  completes 
.  volution,  where  all  of  your  people  are  working  within  a  system  that 
5  a  rich,  rapid,  and  accurate  flow  of  business  information,  that's  a 


nervous  system. 

'e'd  like  to  show  you  how  Microsoft  Office,  the  BackOffice*  family, 
le  Windows"  platform  can  combine  with  many  hardware,  software, 
;rvice  partners  to  more  quickly  and  easily  evolve  your  company  into 
.anization  poised  for  success  in  the  new  digital  economy.  In  short, 
pany  with  a  powerful  digital  nervous  system.  For  complete  details  and 
I  case  studies,  visit  www.microsoft.com/dns 

Microsoft 

Where  do  you  want  to  go  today?" 
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The  City  of  Light  dazzled.  A  graceful  new  bridge,  the  Alexandre  III,  spanned  the  S< 
River  close  by  the  spanking  new  exhibition  halls,  the  Grand  Palais  and  the  Petit  Palais,  I 
packed  crowds  in  to  see  contemporary  artwork.  The  Paris  Metro  had  just  opened,  wit! 


sinuous  Art  Nouveau  ironwork  entrances.  The  Eiffel  Tower,  completed  a  decade  ear 
punctuated  the  skyline.  But  it  wasn't  art  or  architecture  that  drew  Adams  back  to  the 
hibit  halls  repeatedly.  It  was  the  Gallery  of  Machines  and  its  40-foot-tall  dynamo.  Trt 

he  wrote  in  The  Education  of  Henry 
Adams,  "the  planet  itself  seemed  less 
impressive,  in  its  old-fashioned,  delib- 
erate, annual,  or  daily  revolution,  than 
this  huge  wheel,  revolving  within  arm's 
length  at  some  vertiginous  speed."  On 
considering  the  achievements  of  science 
and  technology,  Adams  found  his  "his- 
torical neck  broken  by  the  sudden  ir- 
ruption of  forces  totally  new." 

Imagine  how  many  historical  necks 
have  broken  since  then.  This  century 
has  erupted  with  countless  inventions 
and  innovations,  many  of  which  have 
had  a  huge  impact.  In  some  instances, 
that  impact  has  been  obvious — the  det- 
onation of  the  A-bombs  over  Hiroshima 
and  Nagasaki.  In  others,  it  is  more  sub- 
tle but  no  less  profound — the  binary 
weave  of  ones  and  zeros  that,  largely 
unseen  by  humans,  keeps  computers 
and  telecommunications  humming. 

In  the  20th  century,  a  revolution  in 
how  work  is  organized,  the  develop- 
ment of  new  materials,  and  the  diffu- 
sion of  information  technology  have  al- 
tered what  workers  produce  and  how 


I  ONE  HUNDRED  1 


they  work.  Advances  in  transport  and 
communications  have  kept  people  on 
the  move  and  in  touch  and  have  ful- 
filled the  human  impulse  to  cross  new 
frontiers,  even  in  space.  New  sources  of 
energy,  from  gasoline  to  nuclear  fission, 
have  provided  the  power.  New  prod- 
ucts and  industries  have  allowed  con- 
sumers to  fill  their  homes  and  occupy 
their  leisure  time.  And  the  creation  of 
powerful  drugs,  diagnostic  tools,  and 
medical  procedures  has  reduced  mor- 
tality and  enhanced  the  quality  of  life. 
It  all  makes  predicting  the  future  both 
challenging  and  hazardous  (p.  106). 

Innovation  can  be  an  uneven 
process  in  which  the  benefits  ac- 
crue slowly.  Thomas  Alva  Edi- 
son flicked  the  switch  to  electrify  Pearl 
Street  in  lower  Manhattan  in  1882,  and 
it  was  nearly  30  years  before  electric 
appliances  were  widely  marketed  to 
homemakers.  Still,  the  pace  of  innova- 
tion indisputably  picked  up  in  tins  cen- 
tury— and  continues  to  do  so.  While 


the  U.  S.  by  no  means  has  a  monj 
on  inventiveness,  it  has  been  the! 
hotbed  since  the  1930s.  Both  wJ 
Europe  and  Japan  focused  on  e 
World  War  II  rebuilding;  laterie 
nomie  rigidities  in  Europe  constii 
innovation,  while  the  pace  of  ml 
tion  accelerated  in  Japan  as  new! 
nologies  and  new  methods  of  prodtf 
were  refined.  In  the  U.  S.,  a  fortj 
confluence  of  factors  has  prevailed! 
the  1930s:  ample  natural  resourp 
mass  market,  a  large  workforce,  I 
flux  of  brilliant  scientists  from  Ep 
and  the  rest  of  the  world,  a  uniqjp 
terplay  between  private-sector  anp 
versity  research,  and  a  hefty  dm 
federal  dollars  funding  university  ■ 
Innovation  in  the  20th  centum 
been  spurred  by  two  overriding 
pulses.  The  first  was  the  desire  tte 
quer  time  and  achieve  speed  in  ft 
activity.  The  second  was  an  obsfc: 
preoccupation  with  scale — be  I 
most  efficient  size  of  an  enterprial 
largest  market  for  a  product,  *t 
smallest  storage  space  for  infornpi 
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itting  travel  time  is  the  clearest 
;  mstration  of  the  will  to  achieve 
1  i.  The  Wright  brothers  skimmed 
i]  p-ound  at  Kill  Devil  Hills,  N.C., 
I  ;  their  fragile  biplane  at  6.8  mph  in 
Forty-four  years  later,  Chuck 
I  er  broke  the  sound  barrier  flying 
fl  [-1  test  plane  high  above  the  Mo- 
I  Desert  at  670  mph.  Speed,  though, 
;  t  only  a  matter  of  moving  faster 
t  lso  of  making  things  faster,  selling 
I  r,  buying  faster,  and  processing 
d  nation  faster. 

4  nry  Ford  embodied  the  view  that 
I  is  money.  By  speeding  up  produc- 
,1  to  slash  costs,  his  assembly  line 
ii  itted  Ford  to  cut  car  prices  and 
H  wages.  That's  where  scale  changes 
;ij  ice  of  society:  The  German  auto 
iiij  facturers  were  selling  cars  in  the 
i  ,  well  before  Ford,  but  for  many 
cH  they  viewed  their  potential  mar- 
li,  3  small  and  elite, 
i  s  happy  interaction  of  speed  and 
Elj  has  played  out  repeatedly.  New 
ill  lets  undergo  constant  improve- 
in  5,  becoming  cheaper  and  more 
if,  ble.  That  spurs  demand,  more  re- 
)H  ents,  and,  usually,  further  price 
ill  It  could  be  said  that  the  mass 
itjj  it  was  one  of  the  most  critical  de- 
>tl  nents  of  the  20th  century,  one  that 

1  id  countless  others  to  bear  fruit. 
m  course,  it  would  be  arrogant  to 

!!  that  change  has  never  been  more 
nil  itic  than  in  this  century.  After  all, 

»i  feglasses  crafted  in  15th  century 
iiJ  enabled  individuals  to  overcome 


the  handicap  of  myopia  or  presbyopia 
and  become  more  productive.  In  the 
late  19th  century,  electric  light  length- 
ened the  day's  usable  hours,  enhancing 
both  work  and  leisure.  Calculating  the 
economic  product  created  by  the  adop- 
tion of  eyewear  and  illumination  is  dif- 
ficult, but  their  contribution  was  great. 

It  is  clear  that  the  gains  from  in- 
novation in  this  century  have 
grown  by  several  orders  of  mag- 
nitude. Speed  and  scale  had  much  to  do 
with  that.  So,  too,  did  the  persistent 
drive  to  understand  and  tame  Nature, 
to  view  progress  through  science  as 
the  "endless  frontier"  that  President 
Franklin  D.  Roosevelt's  science  adviser, 
Vannevar  Bush,  wrote  about  in  1945. 
Why  sharpen  vision  with  artificial  lens- 
es when  it's  possible  to  reshape  the 
cornea  with  lasers  or  even  replace  it 
entirely?  Why  build  radios  and  com- 
puters with  bulky,  power-hungry  vacu- 
um tubes,  when  thousands  of  solid-state 
tubes,  or  transistors,  can  be  etched  on 
the  head  of  a  pin — er,  microchip? 

In  1965,  Gordon  E.  Moore,  a  co- 
founder  of  Intel,  predicted  that  mi- 
crochip power  would  escalate  geomet- 
rically, and  thus  far,  the  march  of 
technology  has  proved  him  correct,  with 
semiconductor  power  doubling  every  18 
months.  But  the  triumph  of  Moore's 
Law  hasn't  precluded  the  occasional  ap- 
plication of  Murphy's  Law.  This  century 
has  not  been  without  its  technological 


mistakes  and  missed  chances.  The  Hin- 
denburg  exploded,  the  Spruce  Goose 
lumbered  awkwardly,  Sony  fumbled  the 
ball  with  Betamax.  The  century  has 
also  had  its  share  of  technological  hor- 
rors, often  because  of  a  military  imper- 
ative. Chemical  warfare  felled  French 
troops  during  the  Great  War,  V-2  rock- 
ets rained  down  on  Londoners  during 
the  Blitz,  two  atomic  bombs  were 
dropped  on  the  Japanese,  and  napalm 
devastated  villagers  in  Vietnam. 

The  knowledge  at  the  root  of  science 
and  technology  may  be  value-free.  But 
Lewis  Mumford,  the  great  American 
social  critic,  believed  that  people  both 
shape  and  are  shaped  by  technological 
change.  If  innovation  reflects  who  we 
are  as  much  as  where  we  are  going, 
then  these  closing  days  of  the  century 
provide  an  interesting  if  complex  por- 
trait. The  globe  may  be  one  mass  mar- 
ket, but  the  World'  Wide  Web  and  E- 
commerce  have  shown  that  it  is 
infinitely  divisible  into  interest  groups, 
tribes,  and  market  niches.  People  value 
speed  more  than  ever,  so  new  chips 
and  glass  fibers  are  accelerating  the 
transfer  of  information.  And  today,  the 
scale  of  humankind's  explorations  varies 
dramatically — from  the  vastness  of 
space  to  the  infinitesimal  sequences  of 
the  genetic  code.  It's  a  world  away 
from  the  turbines  that  whirred  at  the 
Paris  Exposition  in  1900.  In  100  years, 
science  and  technology  have  advanced 
further  than  Henry  Adams  could  ever 
have  imagined.  Take  a  look  for  yourself. 
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52%  of  you  want  the  latest  technology 
to  help  you  compete. 
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VJ  ateway  can  help  you  take  your  business  wherever  you  want  it  to  go. 
Our  efficient  direct  business  model  lets  us  adapt  technology  to  you,  not  the 
other  way  around.  So  no  matter  what  you  need,  you  can  count  on  our 
customized  services,  industry-standard  components,  flexible  leasing  and, 
of  course,  built-to-order  everything.  But  that's  just  the  beginning. 
Gateway's  commitment  to  business  includes  people,  products  and  services 
dedicated  to  making  your  life  easier,  both  today  and  tomorrow. 
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Series  Servers 

entry-level  to  complete  enterprise  coverage,  Gateway's 
performance  ALR  Series  servers  safeguard  critical  data 
eep  your  employees  connected  —  at  prices  guaranteed 
ike  the  boss  smile.  All  include  the  ALR  InforManager™ 
r  management  subsystem  for  "at  a  glance"  server  status 
nhanced  system  security. 

R  7000  Series  Intel®  Pentium*  II  to  Pentium  III  Xeon™ 
cessor-based  server  (dual  processor  ready) 
irting  at  $1840 

R8200  Series  Intel  Pentium  II  to  Pentium  111  Xeon 
cessor-based  server  (dual  processor  ready) 
irting  at  $3688 

$9000  Series  Intel  Pentium  II  Xeon  or  Pentium  III  Xeon 
cessor-based  server  (four-way  processor  ready) 
rting  at  $7999 


Business  Assistance  Center 

Your  mission-critical  servers  deserve  mission-critical 
support.  Gateway's  Business  Assistance  Center  provides 
advanced  IT  network  services  by  Microsoft6  Certified 
System  Engineers,  Microsoft  Certified  Professionals  and 
Certified  Novell*  Engineers.  We  can  assist  your  IT 
department  or  we  can  be  your  IT  department.  You  choose 
the  level  of  support  that's  best  for  your  business. 

•  System  Management  Service  $1799 
(renewable  annually) 

Includes  initial  server  configuration  and  setup, 
proactive  maintenance,  annual  network  consultation, 
24/7  troubleshooting  and  more. 

•  1-Year  Network  Operating  System  Support  $799 
(renewable  annually) 

•  Per  Occurrence  Calls  $129 


all  1-800-352-3302 
lick  www.gateway.com 

Dme  in  to  a  Gateway  Business  Solutions"  center 
a  Gateway  Country5  store  nearest  you 


Gateway 

Connect  with  us. 


ntel  processor-based  systems  are  qualified  to  carry  the  "NSTL  Hardware  Tested  Year  2000  Compliant"  logo  because  they  have  successfully  completed  the  NSTL  YMARK2000  test.  These  systems  have  also  passed  the  Microsoft  Millennium  year 
e.  Gateway  cannot  be  responsible  for  any  bundled  software  that  improperly  sets,  resets,  or  calculates  dates.  These  issues  are  not  related  to  the  hardware  and  operating  system,  and  cannot  be  corrected  by  Gateway. 

'ay  2000,  Inc.  All  rights  reserved  Gateway,  ALR,  Gateway  Country,  Gateway  Business  Solutions,  InforManager  and  the  Gateway  stylized  logo  are  trademarks  or  registered  trademarks  of  Gateway  2000,  Inc.  The  Intel  Inside  Logo.  Intel  and  Pentium 
I  trademarks  and  Pentium  II  Xeon  and  Pentium  III  Xeon  are  trademarks  of  Intel  Corporation.  All  other  brand  names  are  trademarks  or  registered  trademarks  of  their  respective  companies.  Many  Gateway  products  are  engineered  to  Gateway 
,  which  may  vary  from  retail  versions.  Some  products  and  services  may  not  be  available  for  all  locations.  All  pcces  and  configurations  are  subject  to  change  without  notice  or  obligation.  Prices  do  not  include  shipping  and  handling  or  any  applicable 
;ries  servers  meet  FCC  Class  A  emission  standards.  FCC  Class  A  products  may  not  be  sold  for  home  use 


When  the  20th  century  dawned,  it  was  not  at  all  clear  that  America  would  become  the  worid'J 
dustrial  powerhouse — or  that,  in  the  waning  years  of  the  century,  it  would  redefine  what  both  I 
dustry"  and  "power"  mean.  ■  Americans  have  traveled  an  amazing  distance  in  100  years — fm 
rural  to  urban  and  suburban  life,  from  education  for  the  elite  to  education  for  the  masses,  fl 
farm  to  factory  to  knowledge  work.  The  assembly  line  that  Henry  Ford  introduced  spii 
throughout  industry  and  still  prevails  in  its  highly  automated  form.  The  perpetual  flow  of  ptl 
and  materials  typical  of  the  assembly  line  became  characteristic  of  how  industry  and  the  ecm 
my  at  large  operated:  Instead  of  drugs  and  chemicals  being  made  in  batches,  they  were  com 
uously  processed.  Instead  of  lone  inventors  tinkering  with  new  devices  in  scattershot  fashion,  tel 
of  researchers  at  industrial  labs  focused  on  improving  their  companies'  technologies.  Insteal 
working  9  to  5,  people  worked  in  shifts.  ■  Now,  America  buzzes,  online  and  off,  24  hours  a  I 
Americans  have  seen  a  revolution  in  what  they  produce  and  how  they  produce:  from  cars  and  m 
tics  and  alloys  to  transistors  and  microchips  and  computers.  Power  resides  in  a  tiny  chip  anl 
the  ether  of  the  Internet.  We  feel  it  in  everything  we  do. 
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INTERNET 

Only  a  decade  ago,  it  was  a  resource  for 
government  agencies  and  university  researchers. 
Today,  an  estimated  160  million  people  around  the 
world  are  logging  on  to  the  Net,  and  the  number 
could  reach  500  million  by  2003.  Meanwhile,  v 
consumers  and  businesses  spent  $50  billion  online 
in  1998.  The  Net  has  drastically  changed  life  and 
work— from  how  we  buy  plane  tickets  and  what 
we  read  to  how  the  workplace  functions.  The  key 
was  the  1991  advent  of  the  World  Wide  Web, 


which  melded  the  electronic,  the  communications, 
and  the  visual  ages  into  one.  The  idea  of  the  Net 
took  hold  in  the  1960s,  when  computer  expert 
J.  C.  R.  Licklider  of  the  Defense  Dept'/s  Advanced 
Research  Projects  Agency  talked  about  "an 
experimental  network  of  multi-access  computers" 
that  would  create  "communities"  of  common 
interest.  If  it  worked  out,  said  Licklider,  "surely 
the  boon  to  humankind  would  be  beyond 
measure."  It  sure  looks  that  way.  /  ; 
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1913  ■  ASSEMBLY  LINE 

■  In  the  late  19th  century,  Chicago 

■  meatpackers  used  overhead  trolleys  to 
I  move  carcasses  along  as  they  cut  them, 
I  while  food  canners  used  conveyor  belts  to 
I  process  food.  But  Henry  Ford  took  the 

■  concept  to  a  higher  level.  When  he 

I  introduced  the  first  moving  assembly  line 

■  in  1913  at  his  Model  T  plant  in  Highland 
I  Park,  Mich:,  Ford  was  aiming  for 

I  efficiency,  speed,  and  a  mass  market. 

I  Different  conveyor  systems  carried 

I  subcomponents  to  the  main  assembly  line 

■  in  a  finely  orchestrated  manner.  Before 

■  the  advent  of  the  assembly  line,  a  Model 
I  T  took  more  than  12  hours  to  produce  and 

■  cost  $950.  By  1927,  after  numerous 

I   refinements,  Model  Ts  were  being  turned 
I   out  in  less  than  half  that  time,  with  a 
price  tag  of  $290  apiece.  Here,  workers 

■  assemble  the  Model  A  in  1928  at  Ford's. 
I   River  Rouge  plant. 
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I  19  ■  ROBOT  MANUFACTURING 

Nearly  70  years  after  Model  A  cars  moved 
along  the  River  Rouge  assembly  line,  Ford 
Taurus  and  Sable  models  glide  past  robotic 
arms  that  weld,  paint,  and  do  other 
manufacturing  tasks.  Today  implanted  with 
microprocessors  and  sensors,  these 
programmable  arms  are  a  far  cry  from  the  one 
first  used  in  1959  and  those  sold  in  the  U.S.  in 
the  early  1960s.  Demand  was  stronger  in 
Japan,  and  by  1980,  Japanese  robot  makers 
dominated  the  global  industry.  Now,  U.  S. 
robot  makers  are  making  a  comeback.  Then* 
shipments  reached  an  all-time  high  of  more 
than  $1  billion  in  1997,  with  a  wide  range  of 
manufacturers  finding  novel  ways  to  use 
robots  for  rote  tasks. 
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U.S.  Steel  formed,  with 
$1  billion  in  capital, 
through  a  merger  of 
10  companies. 


Frederick  Winslow 
Taylor  publishes 
Principles  of  Scientific 
Management. 


Ford  gives  workers 
$5.00  for  an  eight-hour 
day,  up  from  $2.34  for 
a  nine-hour  day,  one 
year  after  introducing 
assembly  line. 
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Philadelphia-born 
Frederick  Winslow  Taylor, 
the  well-educated  son  of  a 
lawyer,  became  a  machinist 
whose  factory-floor 
observations  prompted  him 
to  decry  workers  who 
"soldiered" — the  slackers  of 
his  day.  His  Principles  of 
Scientific  Management, 
published  in  1911,  offered 
solutions  for  improving 
industrial  efficiency,  from 
piecework  incentives  to 
time  cards  and  worksheets. 
In  the  U.  S.,  managers  took 
heed,  while  workers  were 
suspicious.  In  Soviet 
Russia,  leaders  eager  to 
industrialize  a  mostly 
agrarian  society  in  the 
1920s  and  1930s  embraced 
Taylor's  notion  that  "the 
system  must  be  first." 
American  engineers 
influenced  by  both  Taylor 
and  Henry  Ford  advised 
on  the  construction  of  giant 
complexes  such  as 
Magnitogorsk,  the 
steelmaking  center  in  the 
Ural  Mountains. 

TAYLOR ISM 


1911 
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1900 


General  Electric's  chief  engineer, 
German  immigrant  Charles  P. 
Steinmetz,  spurred  the  creation  of 
America's  first  major  industrial 
research  lab.  Begun  in  December, 
1900,  in  a  carriage  house  behind 
Steinmetz's  rooming  house  in 
Schenectady,  N.Y.,  it  soon  moved 
to  bigger  quarters.  Within  15 
years,  the  staff  of  researchers  had 
swelled  to  300  and  was  churning 
out  innovations  in  X-ray 
equipment,  radio,  lighting,  and 
more.  Officials  from  DuPont, 
General  Motors,  and  Eastman 
Kodak  sought  out  lab  director 
Willis  Whitney  for  advice  on  how 
to  organize  research.  In  the  1930s, 
the  lab's  work  was  featured  in 
radio  broadcasts  and  traveling 
shows,  and  it  became  known  as  the 
House  of  Magic.  Above,  Steinmetz 
and  two  colleagues  conduct  an 
electrical  experiment  in  1921. 

RESEARCH  LAB 
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Does  this  remind  you  of  your  organization? 

These  days,  the  most  formidable  How  to  integrate  all  of  your  a  diverse  organization  that « 

barriers  to  your  success  aren't  essential  components.  How  to  functions  and  reacts  as  one. 

necessarily  in  the  marketplace.  merge  global  strategies  and  ,  By  aligning  your  strategy, 

•They're  in  your  organization.  local  priorities.  How  to  develop  technology,  process  and  pec 
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i  Consulting  can  help 
'ate  more  holistically. 
idual  strengths  can 
ctive  impact  National 


easily.  And  the  organization 
can  perform  as  a  fluid  whole. 

Visit  us  at  www.ac.com 


1934 


NYLON 


In  the  late  1920s,  t 
DuPont  Research 
launched  a  major  e 
in  polymer  chemist 
and  by  the  1930s  t 
effort  was  generat: 
blockbusters.  In  19 
four  years  after 
discovering  neopre 
the  first  all-synthet 
rubber,  chemist 
Wallace  H.  Caroth 
developed  the 
superstrong  filame 
he  called  Fiber  66: 
nylon.  DuPont 
announced  nylon 
hosiery  in  October, 
1938,  prompting  a 
York  Times  editori 
writer  to  question 
whether  women  wi 
be  content  with 
stockings  that  last 
for  eternity.  DuPoi 
eventually  earned 
upwards  of  $25  bil 
from  nylon,  which 
now  used  for 
everything  from 
parachute  fabric  tc 
bottle-brush  bristl 
But  Carothers  nev, 
witnessed  its  succo- 
or  its  launch.  In  Ail 
1937,  the  41-year-J 
former  Harvard 
chemistry  instruct', 
feeling  he  had  desitf 
pure  science,  poiso?( 
himself  with  cyani< 
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SYNTHETIC  RUBBER 

Bayer  began  small-scale  production  of 
synthesized  rubber  in  1910,  and  the 
German  Kaiser's  automobile  ran  on  tires 
made  from  that  rubber.  Other  companies 
experimented  with  synthetic  rubbers, 
but  they  were  for  many  years  little 
more  than  a  novelty  for  economic 
reasons.  DuPont's  Neoprene,  introduced 
in  1931,  cost  $1.05  a  pound,  while  natural 
rubber  from  East  Asian  plantations  was 
selling  for  as  little  as  5<Z  a  pound.  World 
War  II  changed  all  that,  as  U.  S.  sources 
of  supply  were  overrun  by  Japanese 
troops.  The  U.  S.  government  organized 
a  consortium  to  research  styrene- 
butadiene  rubbers  and  invested  $700 
million  in  the  construction  of  production 
plants.  Output  and  demand  surged,  and 
once  the  war  was  over,  there  was  no 
turning  back. 


Bell  Labs  is  opened 
at  625  West  St. 
in  New  York. 


Smoot-Hawley  tariff 
signed  into  law;  Bank 
of  United  States  fails. 


Economist  John 
Maynard  Keynes 
publishes 
The  General  Theory. 


In  his  report  Science: 
The  Endless  Frontier, 
Vannevar  Bush 
advocates  strong 
government  support  of 
university  research. 
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BAK  ELITE 


Billiards  was  all  the  rage  in  the  late  19 
century,  and  elephants  were  being 
slaughtered  to  obtain  ivory  for  billiard 
balls.  Celluloid,  the  first  plastic,  was  a 
poor  substitute  for  ivory — the  balls  oft 
exploded  on  impact.  No  good  alternate 
was  found  until  1907  when  Belgian-bor 
chemist  Leo  Baekeland  came  up  with  i 
new  material,  Bakelite.  In  a  special 
container,  Baekeland  heated  and  applie 
pressure  to  phenol  and  formaldehyde  t 
foim  a  liquid  resin  that,  when  hardene 
took  the  form  of  its  container.  Heat- 
resistant  and  chemically  stable,  Bakelit 
was  the  first  synthetic  manmade 
substance  and  had  numerous  uses, 
from  insulation  to  weapons  to  jewelry. 
Its  success  foreshadowed  the  ubiquity 
of  plastic. 
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Oct.  6,  1942. 


C.  F.  CARLSON 

ELECTROPHOTOGRAPHY 
Filed  April  4.  1939 


2,297,691 


IBM  introduces 
the  first  of  700  series 
of  computers. 


Sociologist  William 
Whyte  publishes 
The  Organization  Man. 


IBM  begins  selling 
its  "golf  ball" 
Selectric  typewriter. 


First  microprocessor 
made  by  Intel. 


Japanese  auto 
manufacturer  Honda 
begins  auto 
production  at 
Marysville,  Ohio. 


XEROX 

The  familiar  office  request, 
"Make  a  Xerox!"  wasn't  heard 
much  before  1960.  That's  when 
the  first  convenient  office  copier 
using  xerography — Greek  for 
"dry  writing" — was  sold  by  what 
was  then  called  Haloid  Xerox. 
The  copier  arrived  22  years 
after  physicist  Chester  Carlson 
filed  a  patent  for  the  process. 
Laid  off  by  Bell  Laboratories 
during  the  Depression,  he 
worked  briefly  for  a  patent 


attorney,  then  became  one.  On 
the  job,  he  saw  that  people  were 
always  short  of  copies  of  patent 
specifications.  He  researched 
image  processing,  then  worked 
on  photoconductivity  tests  in 
his  Queens  (N.  Y.)  home.  His 
patent  application  shows  the 
steps  needed  to  make  an 
electrophotograph,  beginning 
with  rubbing  the  glass  with  a 
"cotton  or  silk  handkerchief"  to 
create  a  static  charge. 


1999 
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TRIODE 


Vacuum  tubes  were  a  critical 
transmission  and  amplification 
technology  of  the  first  half  of  th< 
20th  century.  They  even  found  I 
their  way  into  the  first  compute:,; 
One  of  the  earliest  and  most 
important  tubes  was  the  triode,  I 
named  for  its  three  elements. 
Patented  under  the  name  Audio; 
by  independent  inventor  Lee  De 
Forest  in  1907,  the  tube  functiord 
as  both  a  radio-wave  detector  ai  - 
an  amplifier.  The  triode 
revolutionized  radio  and 
communications,  allowing  radio 
loudspeakers  to  replace  earphon 
and  permitting  reliable 
transcontinental  telephone  servij 
to  begin  in  1915  between  New 
York  and  San  Francisco.  AT&T 
researcher  Edwin  H.  Armstrong 
was  working  on  similar  technolo/ 
while  De  Forest  was  working  oi 
the  triode,  and  a  large  patent 
tangle  over  the  triode  and  its 
predecessor,  the  diode,  ensued. 


TRANSISTOR 

It  looks  like  a  few  metal  scraps 
a  paper  clip,  but  it  sparked  the 
silicon  revolution  that  remade 
industry  in  the  second  half  of  tl 
20th  eentury.  The  New  York  Th 
showed  little  excitement  when  i 
reported  in  June,  1948,  that  "a 
device  called  a  transistor,  which 
several  applications  in  radio  wh 
a  vacuum  tube  ordinarily  is 
employed,  was  demonstrated  fo 
the  first  time  yesterday . . .  "  Th 
tiny  device  gave  off  little  heat  i 
offered  extraordinary  power 
savings  over  the  bulky  and 
burnout-prone  vacuum  tubes. 
the  first  mass-produced  transist 
radios  appeared  in  1954,  they 
flopped,  because  of  their  then- 
exorbitant  $49.95  price  tag. 
But  within  a  decade,  the  transi; 
was  in  everything  from  comput 
to  guided  missiles.  Bell 
Laboratories  inventors  Walter 
Brattain,  John  Bardeen,  and 
William  Shockley  shared  the  19 
Nobel  prize  in  physics  for  their 
discovery. 
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The  online  shopper 


Is  she  an  anomaly? 


>  n  I  y  if  you  consider 


3.2  trillion  dollars 


an  anomaly 


digital  nervous  system 


Welcome  to  the  sale  of  the  next  century.  Last  year, 
online  sales  exceeded  18  billion  dollars.  Over  the 
next  four  years,  they'll  reach  3.2  trillion  dollars.  To 
compete  in  this  new  Internet  economy,  you'll  need 
strategic  partners.  Partners  who've  implemented 
e-commerce  solutions  themselves.  Cisco  and  Microsoft 
have  that  experience.  And  together  we  can  help 
create  a  digital  nervous  system  for  your  corporation 
that  will  allow  you  to  deploy  e-commerce  solutions 
for  your  business.  Today.  To  learn  more,  visit 
www.cisco.com/go/dns.  Virtually 
all  Internet  traffic  travels  across  ClSCOSYSTEMS 
Cisco  equipment.  We're  open  24  Hffl|. 

Empowering  the 

hours  a  day  for  your  convenience.       internet  generation" 


ENIAC  ■  1946 


SUPERCOMPUTER 
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Laptop  computers  mus 
have  been  unimaginabl 
When  engineers  at  the 
University  of  Pennsylv; 
unveiled  the  Electronic 
Numerical  Integrator 
Computer  (eniac)  for  t 
U.  S.  government  in  19 
to  enable  artillery  men 
aim  their  guns  more 
accurately,  they  ended 
with  a  behemoth,  enia 
was  made  up  of  30 
separate  units,  weighe< 
30  tons,  occupied  1,800 
square  feet,  had  17,468 
vacuum  tubes,  and 
could  do  nearly  400 
multiplications  per  seci 
eniac  may  not  have  b< 
the  first  electronic 
computer — others  had 
been  built  earlier  in  Io 
Britain,  and  Germany- 
but  it  was  certainly  th 
showiest  of  its  day. 


1970s 

By  the  early  1970s, 
mainframe  computers- 
those  rows  of  big  boxes 
shunted  off  to  air- 
conditioned  rooms — we 
becoming  ubiquitous  in 
Corporate  America  as 
workhorses  of  record- 
keeping and  computati 
But  what  if  you  wante 
launch  a  space  mission, 
simulate  a  nuclear  reac 
or  prospect  for  oil?  Fo: 
that,  you  would  need  s 
supercomputer.  These 
amazingly  powerful 
machines  could  crunch 
problems  so  complex  t 
solving  them  with  mail 
frames  would  take 
hundreds  or  thousands 
years.  Computer  tech- 
nology has  advanced  si 
rapidly  that  today's  de 
tops  have  more  power 
the  early  supercomput 

SUMME 


MICROCHIP 

A  work  of  art?  It's  certainly  an  impressive 
achievement.  A  whole  new  enterprise,  the 
semiconductor  industry,  was  spawned  by 
the  invention  of  the  transistor.  Integrated 
circuits. — tiny  rectangles  of  silicon — were 
constructed  with  hundreds,  thousands,  and 
eventually,  millions  of  transistors.  They 
became  the  miniature  building  blocks  of 
our  electronic  age.  The  chip  shown  here  is 
a  switching  unit  built  by  IBM  around 


1967— primitive  by  today's  standards. 
Silicon  circuits  exhibited  sweeping  new 
potential  in  1971  with  Intel's  development 
"of  the  first  microprocessor.  That  chip  had 
2,300  transistors.  Microprocessors  became 
the  brains  of  all  computers  and  made  / 
possible  the  personal  computer.  And 
transistor  counts  mushroomed:  Intel's  core 
Pentium  III  chip,  introduced  this  year,  has 
9.5  million  transistors. 
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Machine  beats  chess  champ!  World  gasps! 
When  champion  Garry  Kasparov  lost  his 
rematch  with  ibm's  Deep  Blue  in  May, 
1997,  the  news  fed  a  deep-seated  fear: 
Would  computers  truly  think  in  a 
humanlike  fashion  one  day?  And  what 
would  that  mean  for  jobs  and  lives?  Deep 
Blue,  of  course,  is  a  powerful  computer.  Its 
database  is  stuffed  with  chess  moves,  and 
it  is  fast  enough  to  play  out  thousands  of 


options, by  drawing  on  its  memoiy  banks. 
But  that's  hardly  artificial  intelligence. 
Even  software  programs  that  do  "think"— 
say,  by  discovering  a  new  way  to  design  a 
better  fan  blade  for  a  jet  engine— typically 
do  things  that  people  find  tedious  or 
impractical.  Humans  should  be  grateful, 
because  "smart"  computers  not  only  breeze 
through  complex  jobs  but  can  also  show  us 
new  ways  of  looking  at  the  world. 
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Microsoft  goes  public. 


U.S.  trade  deficit  I 
reaches  a  record 
$160  billion. 


Michael  Hammer  and 
James  Champy  I 

publish  Reengineering  \ 
the  Corporation. 


Marc  Andreessen  and 
team  develop  Mosaic 
internet  browser, 
forerunner  of 
Netscape,  at  the 
University  of  Illinois  at 
Urbana-Champaign. 


U.S.  business 
investment  in 
information  technology 
accounts  for  34%  of 
total  equipment  | 
spending  and  has 
grown  at 
an  inflation-adjusted 
annual  rate  of 
25%  over  the  past 
three  years. 


?  1999 
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.E  WAS  A  FARM  BOY,  BORN  NEAR  WHAT  IS  TODAY 
Dearborn,  Mich.  As  a  young  man,  he  worked  in  the  machine  shops  of  De- 
troit, where  he  first  saw  an  internal  combustion  engine.  And  it  became  his 
dream  to  build  a  "farm  locomotive,"  a  machine  to  ease  the  harvesting  bur- 
den for  farmers  like  his  father.  So  in  1907,  Henry  Ford  built  his  first  trac- 
tor prototype,  which  later  led  to  the  Fordson  tractor,  a  hit  both  in  the 
U.  S.  and  in  Soviet  Russia.  Ford  also  decided  to  build  "a  motor  car  for  the 
great  multitude,"  as  he  put  it  when  he  introduced  the  Model  T  in  1908.  It 

would  be  "large  enough  for  the  family,  but  small  enough  for  the  individual  to  run  and  care 
for. . .  so  low  in  price  that  no  man  making  a  good  salary  [would]  be  unable  to  own  one."  Ford 
thus  forever  altered  both  the  course  of  industiy  and  popular  culture  in  America. 

Ford  was  not  the  first  to  come  up  with  a  tractor — or  a  car.  Many  mechanics  were  tin- 
kering with  "horseless  carriages,"  and  Gennan  Karl  Benz  introduced  the  first  four-wheel  cars 
in  1890.  Ford  triumphed  because  he  figured  out  how  to  make  autos  efficiently,  and  he  created 
a  market  for  them  by  paying  his  workers  a  living  wage  and  pricing  his  cars  cheaply. 

Ford  possessed  both  business  acumen  and  engineering  ability.  According  to  his  biogra- 
pher, Allan  Nevins,  Ford  could  tell  at  a  glance  which  in  a  line  of  carburetors  was  faulty  and 
quickly  figure  out  ways  to  simplify  car  parts.  But  even  though  he  revolutionized  industiy  with 
the  assembly  line,  he  could  also  be  remarkably  slow  to  shift  gears  when  planning  business 
strategy:  General  Motors'  Alfred  P.  Sloan  stole  a  march  on  him  in  the  1920s  by  offering  var- 
ious models  through  divisions  that  operated  in  a  decentralized  fashion.  In  1927,  Ford  had  to 
scramble  and  retool  at  the  giant  River  Rouge  plant  in  Dearborn  to  recover  sales. 

Ford  was  complicated — at  once  a  pacifist,  a  populist,  and  an  autocrat.  He  crossed 
swords  with  financiers  on  Wall 
Street,  tussled  with  opponents  in 
court,  and  investigated  his  work- 
ers' home  lives — ostensibly  for  their 
benefit — through  Ford  Motor's  "So- 
ciological Department."  As  his  fame 
and  fortune  grew,  he  dabbled  in  pol- 
itics, running  unsuccessfully  for  the 
Senate  in  1918  and  contemplating 
a  Presidential  inn  a  few  years  later. 
He  shocked  friends  by  publishing 
an  anti-Semitic  diatribe  in  1920. 

In  his  lifetime,  Ford  was  both 
lionized  and  vilified.  In  the  end,  he 
should  be  credited  with  inventing 
the  assembly  line  and  envisioning 
the  mass  market,  two  key  innova- 
tions of  the  20th  century.  His  Mend 
Thomas  Edison  called  the  assembly 
line  a  "radical  invention"  that  might 
one  day  be  applied  to  nearly  eveiy 
business.  "Let  he  public  throw  bou- 
quets at  inven,  rs,"  wrote  Edison, 
"and  in  time  we  will  all  be  happy." 


mm 
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It's  difficult  to  believe,  but  at  the  start  of  the  century,  time  wasn't  standards 
Representatives  from  25  nations  established  Greenwich  Mean  Time  and 
world's  time  zones  in  1884,  but  chaos  remained:  In  St.  Petersburg,  local  time  A 
2  hours,  1  minute,  and  18.7  seconds  ahead  of  Greenwich,  England,  while  Pn 
was  9  minutes  and  21  seconds  ahead  of  Greenwich.  ■  Standardization  of  ti 
didn't  occur  until  after  1910,  and  it  was  only  then  that  the  control  of  time  cqj 
begin.  Reducing  the  time  expended  to  get  from  one  place  to  another  becamel 
tally  important,  and  personal  contact  was  paramount.  The  bicycle  craze  of  I 
1890s  gave  way  to  the  automobile  frenzy  of  the  1920s  and  1930s.  The  Wril 
Brothers  accomplished  what  Leonardo  da  Vinci  and  others  had  only  dreamecj 
Guglielmo  Marconi  sent  radio  signals  across  the  ocean  in  1901,  and  witj 
three  decades,  telephone  contact  between  New  York  and  London,  transmit  I 
via  the  airwaves,  was  common.  ■  It  is  now  one  world,  made  small  by  I 
ability  to  travel  vast  distances  quickly  or  communicate  at  whim,  Even  the  oil 
imponderable  frontiers  of  space  have  been  crossed.  What  is  far  away  has  alwl 
beckoned:  Now  we  can  come  much  closer. 
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SATELLITES 


They  eavesdrop  and  relay  messages.  They 
monitor  weather  patterns  and  troop 
movements.  Hundreds  of  satellites  have 


been  launched  into  earth  orbit,  beginning 
with  Sputnik  in  1957,  and  they  serve  a 
multitude  of  purposes,  both  military  and 
commercial.  The  most  familiar  are 


communications  satellites,  able  to  receive, 
amplify,  and  relay  signals  sent  from 
earth.  Telstar  I,  launched  in  1962, 
transmitted  live  TV  signals  and  telephone 
conversations  across  the  Atlantic.  Today, 
there  is  a  growing  commercial  market  for 
high-resolution  satellite  images,  once  the 
exclusive  province  of  government 
intelligence  agencies. 


■ 


19  OS 


MODEL  T 


In  these  days  of  two-hour 
commutes,  traffic  pileups,  and 
road  rage,  it's  hard  to  recall 
the  romance  of  the  road. 
Automobiles  became  objects  of 
mass  consumption  after  1910 — 
and  an  amusing  way  to  spend  a 
weekend  afternoon.  People 
would  "take  a  spin"  or  "tour" 


in  their  Model  Ts,  nearly  17 
million  of  which  had  been  sold 
worldwide  by  the  end  of  the 
production  run  in  1927.  Henry 
Ford  insisted  that  the  Model* T 
stay  a  utilitarian  conveyance, 
and  for  years  he  refused  to 
offer  customers  variety  in  style 
or  color.  But  there  were  dozens 
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of  competitors,  from  the  hial 
successful  General  Motors  1 
Oldsmobile,  Cadillac,  and 
Buick,  to  long-gone  names  H 
as  Paige,  Peerless,  and  Whjfc 
President  Woodrow  WilsonjB 
who  favored  a  Pierce-Arro™ 
with  the  top  down,  spent  ajfl 
two  hours  a  day  motoring.  I 

SUM  MEW 


In  1900,  there  were  1,681  steam-powered 
cars  made  in  the  U.  S.,  1,575  electric  cars, 
and  only  936  gasoline  burners.  So  you 
might  say  that  the  electric  cars  and  the 
gas-electric  hybrids  now  being  tested 
represent  a  return  to  century-old 
technology.  There  are  big  differences, 
though.  When  the  first  electric  cars  were 
designed,  the  auto  wasn't  yet  an  object  of 
convenience  and  comfort.  The  distance  one 
could  travel  before  recharging  was  not  the 
huge  concern  it  is  today.  When  electric 
cars  returned  in  the  1980s,  they  needed 
recharging  after  100  miles  or  so,  a  major 
impediment  to  mass  acceptance.  Now, 
hybrids  with  dual-energy  technology 
perform  much  better.  Toyota's  Prius  is 
said  to  get  870  miles  to  a  tank  of  gasoline, 
and  the  Jeep  Commander  concept  car 
(above)  claims  a  range  of  600  miles. 

ELECTRIC  CAR 


1999 
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The  first  transatlantic 
signal  is  sent  from 
Cornwall,  England, 
to  Newfoundland, 
nearly  2,000  miles 
over  the  curve 
of  the  earth's  surface. 


19 


Villiam  Harley,  Arthur 
Davidson,  Walter 
Davidson,  and  others 
develop  the  Harley- 
Davidson  motorcycle 
in  Milwaukee. 


19 


AT&T  engineers 
experiment  with 
transmitting 
the  human  voice 
across  the  Atlantic 
ocean  via  radio. 


19 


Model  T  production 
reaches  a  peak 
of  1.8  million  units. 


19 


A  five-minute  call 
between  New  York 
and  London  costs 
$75,  or  three  times 
the  average  weekly 
earnings  of  a 
production  worker. 


TRANSATLANTIC  CABLE 


1956 


Communicating  via 
telephone  became  easier 
easier  in  the  20th  centurj 
the  technology  for  scaling 
huge  distances  improved. 
1927,  the  first  telephone 
service  between  the  U.  S 
and  London  was  begun, 
using  two-way  radio.  In 
subsequent  years,  direct 
radio  links  were  establisl 
to  Hawaii,  Tokyo,  and 
elsewhere.  But  fading  an 
interference  made  the 
connections  unreliable.  Ir 
1956,  the  first  transatlanl 
submarine  telephone  cabl 
was  laid.  Called  the  tat- 
paved  the  way  for  better 
service,  and  cables  were 
weaving  a  web  around  t\ 
globe.  Then,  starting  in 
1960s,  communications 
satellites  began  to  take 
a  larger  share  of  the 
escalating  telephone  traf 


CELLULAR  PHONE 


1983 

Anytime,  anywhere — the 
phones  can  roam.  Motorc 
Inc.,  which  developed 
handheld  radios  for 
battlefield  communicatioi 
during  World  War  II, 
brought  out  the  first 
portable-cellular  phone 
system  in  1983.  The 
principle  is  simple:  As  th 
caller  travels,  the  phone' 
radio  signal  is  picked  up 
the  closest  base  station  i 
area  referred  to  as  a  "ce 
(hence  the  name),  where 
can  be  connected  to  the 
public  phone  network.  A 
first,  the  phones  were 
prohibitively  expensive- 
$2,000— and  the  cellular 
systems  unreliable.  But 
the  1990s,  a  slew  of 
competitors  had  jumped 
prices  had  come  down 
dramatically,  and  the 
technology  was  on  a  teai 
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FROM  HERE  TO  THERE 


FIBER-OPTIC  CABLE 


Each  strand  is  thinner  than  a  human  hair,  a  gossamer 
filament  of  glass  that  can  carry  many  thousands  of 
times  as  much  information  as  a  copper  telephone 
wire.  The  ability  of  these  fibers  to  carry  light  had 
been  recognized  for  some  time,  but  it  wasn't  until 
1970  that  researchers  at  Corning  Inc.  designed  and 
produced  the  first  optical  fiber  for  use  in 
telecommunications.  Today,  more  than  90%  of 
U.  S.  long-distance  phone  traffic  is  carried  over 
optical  fibers.  Enough  optical  fiber  has  been  installed 
to  go  to  the  moon  and  back  again  350  times.  The 
Internet  could  not  function  without  it.  And  the 


limit  hasn't  been  reached:  Recent  innovations 


promise  to  pump  up  the  information  capacity 
of  fiber  optics  even  further. 


1999 


Charles  Lindbergh 
flies  solo  from 
New  York  to  Paris. 


George  Washington 
Bridge  opens. 


The  German  dirigible 
Hindenburg  explodes 
at  Lakehurst,  N.J., 
killing  36  people. 


Igor  Sikorsky  builds 
the  first  successful 
helicopter  prototype. 


The  first  portable  FM 
two-way  radio,  or 
"walkie-talkie,"  is 
developed  and  used 
for  battlefield 
communications  in 
the  South  Pacific. 
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CHUNNEL 

Man  has  been  tunneling  underground  since 
ancient  times,  but  tunneling  undei-water  is  a 
relatively  recent  phenomenon.  Linking  France 
and  Britain  via  a  tunnel  had  been  a  century-old 
dream.  In  1880,  a  tunnel  of  more  than  VA  miles 
was  bored  near  Dover,  and  a  one-mile  tunnel 
near  Calais,  before  political  opposition  halted 
the  project.  It  took  another  century  to  make 


the  dream  reality.  Tunnel  borers,  working  from 
both  sides  of  the  English  Channel,  cut  through 
the  chalk  marl  under  the  seabed,  advancing  at 
up  to  250  feet  a  day.  The  Eurotunnel, 
consisting  of  three  railway  tunnels  each 
31  miles  long,  finally  opened  in  1996.  In  1998, 
20  million  people  and  11  million  tons  of  freight 
traveled  through  the  Chunnel. 


1999 


100  YEARS  OF  INNOVATION  BUSINESS  WEEK  41 


I 


74%  of  you  want  a  computer  company 
that's  easy  to  do  business  with/ 

r 

VJ  ateway  simply  works  harder  for  your  business.  Whether  it's  complex 
network  requirements  or  specialized  procurement,  our  dedicated  team  of 
corporate  experts  understand  the  issues  facing  your  business.  Our  commitment 
to  making  sure  business  clients  get  the  IT  solutions  they  need  has  made  us  a 
leader  in  the  business  market.  No  matter  how  big  your  business  or  how 
complex  your  technology  needs  —  Gateway  can  make  your  search  for  a 
dedicated  computer  partner  a  lot  easier. 


ad  code  #000056 


pentium  wp 


i  >s  Managed  Desktops 

!  jred  to  make  your  IT  manager's  job  easier,  our 
(<  5  managed  desktops  combine  uncompromising 
1  with  platform  stability  —  making  them  a  snap  to 
iji  e  in  any  network.  Key  management  features  include 
v  access,  Desktop  Management  Interface  2.0  and 
i  or  Management  1.1  compliance,  Intel*  LANDesk" 
I  /lanager  3.11  and  Wake-Up  On  LAN. 

:••  )0  Affordable,  network-ready  desktops 
:e:  iring  the  Intel®  Celeron™  processor 
1  tag  at $999 

E  DO  Integrated,  network-ready  desktops 

e  ring  the  Intel  Pentium®  II  or  Pentium  III  processor 

5t  :ingat$1299 

|"  30  Flexible,  high-performance  desktops  with  a 
K 1 1Hz  front-side  bus  and  support  for  Pentium  III 
I  :ssorsupto500MHz 
Si  ingat$1599 


Custom  Integration  Services 

Through  our  Custom  Integration  Services  (CIS)  program, 
Gateway  will  customize  your  volume  order  to  meet  unique 
company  needs.  And,  of  course,  we  take  care  of  testing 
and  certifications  prior  to  delivery  at  your  location.  Ask  us 
for  information  on  how  CIS  can  help  your  organization 
save  money  and  get  up  and  running  faster. 

•  System  customization 

•  Asset  tagging  &  labeling 

•  Software  &  hard  drive  image  loading 

•  Hardware  integration 
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1937  ■  JET  ENGINE 

I Tested  in  Germany  in  1939  and 
by  the  British  in  1941,  the  jet 
revolutionized  air  travel  after 
World  War  II,  allowing  planes  to 
fly  farther  and  faster  and  to 
carry  heavier  loads.  Before  the 
jet,  early  workhorses  like  the 
DC-3,  which  began  commercial 
operation  in  1936,  were  powered 
by  piston-firing  internal- 
combustion  engines.  A  jet  engine 
gulps  air,  compresses  it,  burns  it 
with  fuel  ignited  by 
temperatures  ranging  above 
1,400F,  and  ejects  hot  gases  that 
provide  powerful  forward  thrust. 
In  1975,  a  British-French 
consortium  unveiled  the 
supersonic  aircraft,  the 
Concorde,  which  flies  passengers 
across  the  Atlantic  in  less  than 
half  the  time  taken  by  regular 
commercial  jets. 
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Ford  introduces  a 
new  model,  the  Edsel, 
which  bombs. 


STEALTH 

The  rigors  of  high-speed  flight 
required  the  development  of 
new  metals  and  special  alloys, 
and  some  aircraft  builders  also 
produced  unusual  shapes — 
planes  that  look  like  triangles 
or  boomerangs.  The  strangest 
shape  of  all  was  developed  for 
the  F-117A  aii-craft,  to  help  it 
elude  radar  and  penetrate 
heavily  defended  airspace  at 
night.  Lockheed,  which  began 


work  on  the  F-117A  in  the  late 
1970s,  arrayed  the  flat  panels 
of  the  plane  in  such  a  way  that 
radar  energy  was  deflected  or 
difficult  to  distinguish.  The 
aircraft,  which  functions  as  a 
bomber,  got  its  first  major  test 
during  the  Gulf  War  in  1991, 
and  none  was  lost  to  enemy 
fire.  But  a  small  payload  and 
high  cost  raised  questions 
about  overall  efficacy. 


German  Felix  Wankel 
successfully 
tests  rotary-piston 
engine. 


The  first  "bullet"  train 
in  Japan  travels  at  top 
speed  of  130  mph; 
later  trains  will  exceed 
speeds  of  190  mph. 


Apollo  17  safely 
accomplishes  the  last 
manned  space 
mission  to  the  moon. 
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SPUTNIK 

Perhaps  the  mightiest  blast 
of  the  cold  war  occurred  on 
Oct.  4,  1957,  when  the 
Soviet  Union  launched  this 
shiny,  whiskered  metal  ball 
into  space.  With  Sputnik  I, 
the  Soviets  had  beaten  the 
U.S.  in  the  race  to  launch 
the  world's  first  artificial 
satellite.  The  ominous 
headline  in  The  New  York 
Times  read:  "SPHERE 
TRACKED  IN  4 
CROSSINGS  OVER  U.S." 
The  successful  launch  of  the 
183-pound,  basketball-size 
satellite  helped  kick  off  the 
U.S.-Soviet  space  race.  And 
for  the  Soviets,  it  was  a 
stunning  propaganda 
victory. 


NASA's  space  shuttle 
Challenger  explodes 
shortly  after  takeoff, 

killing  all  seven  crew 
members  on  board. 


Iridium  inaugurates 
satellite-based 
cellular-phone  service 
with  a  group  of  low- 
earth  orbit  satellites. 


Frenchman  Bertrand 
Piccard  and  Briton 
Brian  Jones 
circumnavigate 
the  world  in  20  days 
in  a  balloon. 


qqq 
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.969  ■  MOON 

I On  May  25,  1961,  at  a  rare 
joint  session  of  the  U.S.  Senate 
and  House  of  Representatives, 
President  John  F.  Kennedy 
said  it  was  time  to  step  up  the 
struggle  against  the  Soviet 
Union  and  China.  America 
should  build  up  its  economy 
and  provide  aid  to  countries 
;  threatened  by  communist 
expansion,  he  said.  And  it 
should  launch  a  bold  new 
adventure:  "I  believe  this 
nation  should  commit  itself  to 
achieving  the  goal,  before  this 
decade  is  out,  of  landing  a  man 
on  the  moon  and  returning  him 
safely  to  earth."  The  race  to 
the  moon  was  on.  After  an 
extraordinary  decade  of 
innovation,  it  ended  on  July  20, 
1969,  with  an  American  victory 
and  this  unforgettable  message 
from  the  inoon:  "Houston, 
Tranquility  Base  here.  The 
Eagle  has  landed/' 
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As  space  flights  go,  the  1997  Pathfinder 
mission  was  a  bargain.  NASA  spent  $265 
million  on  Pathfinder,  including  $25  million 
for  the  tiny  Sojourner  rover.  Before 
Pathfinder,  nasa  would  customarily  spend 
$1  billion  or  more  on  a  single  planetary 
exploration  mission.  But  after  the  failure  of 
the  costly  Mars  Observer  probe  in  1992, 
nasa  Administrator  Daniel  S.  Goldin  , 
decided  it  was  time  to  innovate:  NASA  could 
not  afford  to  continue  space  exploration  at 
high-ticket  prices.  Goldin's  mantra  was 
"faster,  better,  cheaper" — and  it  worked. 
With  the  cost  of  exploration  way  down, 
NASA  has  now  established  a  regular  series 
of  space  flights  to  Mars.  And  the  outcome 
of  that  could  be  a  human  mission  to  Mars, 
perhaps  as  early  as  2014. 
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'ARL  SAGAN'S  BEST-SELLING  BOOKS  AND  HIS  PHE- 
nomenally  successful  1980  public  television  series,  Cosmos,  made  him  the 
most  famous  scientist  of  his  generation.  Five  hundred  million  viewers  in 
60  countries  watched  as  Sagan  took  them  on  a  tour  of  the  solar  system, 
the  galaxy,  and  the  billions  and  billions  of  stars  that  make  up  the  uni- 
verse. It  was  a  record  audience  for  a  public  television  program.  The  book 
Sagan  wrote  to  accompany  Cosmos  was  on  The  New  York  Times  best- 
seller list  for  70  weeks.  With  Cosmos  and  many  other  books  written  for 

popular  audiences,  the  Cornell  University  astronomer  proved  himself  to  be  a  brilliant  edu- 
cator and  popularizer  and  a  spellbinding  storyteller.  Predictably,  that  drew  barbs  from 
some  of  his  colleagues.  Perhaps  they  were  wounded  because  they  labored  in  relative  obscurity 
while  he  became,  for  the  public,  something  of  a  scientific  oracle. 

None  of  that  should  obscure  the  fact,  however,  that  Sagan  made  significant  contributions  to 
space  science  and  was  a  visionary  who  helped  to  shape  the  course  of  American  space  explo- 
ration in  the  late  20th  century.  He  was  a  passionate  advocate  for  the  search  for  life  on  other 
planets.  He  played  a  major  role  in  some  of  the  country's  leading  planetaiy  exploration  missions. 

designing  experiments  for  the  Mariner, 
Viking,  Voyager,  and  Galileo  space 
probes.  He  solved  the  mystery  of  the 
scorching  temperatures  on  Venus  by 
determining  that  they  were  the  result 
of  a  runaway  greenhouse  effect.  He 
showed  that  seasonal  color  changes  on 
the  surface  of  Mars  were  caused  by 
windblown  dust.  He  briefed  the  Apol- 
lo astronauts  before  their  flights  to 
the  moon.  Over  the  course  of  his  ca- 
reer, he  published  600  scientific 
papers. 

Sagan  was  also  a  remarkable  writer, 
with  a  literary  flair  unusual  for  some- 
one whose  talents  are  concentrated  in 
science.  His  1977  book  The  Dragons  of 
Eden  won  the  Pulitzer  Prize.  He  later 
became  an  activist,  writing  and  lec- 
turing extensively  on  the  catastrophic 
consequences  of  nuclear  war,  and  cam- 
paigning for  disarmament. 

Sagan  died  in  1996  at  the  age  of 
62,  after  contracting  a  rare  disease 
called  myelodysplasia.  It  was  a  loss 
for  science,  and  for  the  science-hungry 
public.  "He  was,  quite  simply,  the  best 
science  educator  in  the  world  this  cen- 
tury," said  Yervant  Terzian,  chairman 
of  Cornell's  astronomy  department. 
"Carl  was  a  candle  in  the  dark." 
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A II  horizons  hold  opportunity.  Even  the  ones  you  can't  yet  see. 

At  Great  Plains  we're  prepared  right  now  tor  the  unseen 
horizons  ahead.  We  can  help  you  take  advantage  of  emerging 
opportunities  like  electronic  commerce.  And  give  you  capabilities 
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—  all  Y2K-compliant  and  built  on  Microsoft  BackOffice® 
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For  centuries,  power  was  the  province  of  the  gods:  Zeus  hurled  thunderbolts,  and  mortals  si 
dered.  But  that  didn't  stop  men  from  trying  to  tame  power — on  the  farm,  in  the  factory, 
on  the  battlefield.  ■  Early  in  the  20th  century,  steam  and  coal  gave  way  to  oil.  Electrical  p 
er  systems  pioneered  by  Thomas  Edison  in  the  1880s  spread  in  giant  grids  across  America 
around  the  world.  And  a  young  Albert  Einstein  postulated  a  special  relationship  between  n 
and  energy.  Then,  in  1945,  the  atomic  bomb  was  dropped.  In  1949,  the  Soviets  detonated  t 
own  A-bomb,  and  America  responded  with  the  H-bomb.  The  cold  war  was  launched,  and  a  : 
lexicon  of  power  emerged.  Remember  deterrence  and  mutually  assured  destruction?  The 
of  the  Soviet  Union  ended  the  cold  war,  but  the  arsenals  remain  largely  intact.  ■  Nuclear  p 
er  generation  stumbled  in  the  1980s  after  a  couple  of  scary  accidents.  This  revived  intereE 
wind  and  solar  power,  but  they  still  can't  compete  against  cheap  oil.  Meanwhile,  no 
biows  what  to  do  with  spent  nuclear  fuel,  and  the  world  worries  about  atomic  weapons  in 
wrong  hands.  After  learning  to  control  power,  we  now  must  learn  to  control  oursel 
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HYDROGEN  BOMB 

Perhaps  the  most  awesome  display  of 
power  in  the  20th  century  occurred  on 
Nov.  1,  1952,  when  "Mike,"  the  first 
hydrogen  bomb,  was  detonated  in  the 
Eniwetok  Atoll  in  the  Marshall  Islands. 
As  the  radioactivity  billowed  upward  in 
an  ominous  red  cloud,  instruments  showed 
that  the  density  of  neutrons  in  the  blast 
exceeded  that  in  an  exploding  star,  or 


supernova.  The  physicist  Herbert  F.  York 
called  it  "a  moment  when  the  world  ■ 
suddenly  chilled."  The  atomic  bomb  was 
thought  of  as  being  limited  in  power,  he 
said,  but  with  "Mike,"  physicists  had 
learned  "to  build  bombs  whose  power  was 
boundless."  The  explosion,  estimated  at 
10.4  megatons,  left  behind  a  crater  200 
feet  deep  and  more  than  a  mile  across. 
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1979  ■  THREE  MILE  ISLAND 

I It  was  supposed  to  pi-ovide  energy  "too 
cheap  to  meter,"  but  nuclear  power  has 
never  realized  its  potential.  One  reason 
is  the  nuclear  accident  that  occurred  in 
March,  1979,  at  the  Three  Mile  Island 
nuclear  power  plant  in  Middletown,  Pa. 
Only  days  after  the  opening  of  The 
China  Syndrome,  a  film  with  Jane  Fonda 
about  safety  hazards  at  a  nuclear  power 
plant,  a  series  of  problems  led  to 
overheating  at  one  of  Three  Mile  Island's 
two  nuclear  power  reactors.  Radiation 
began  leaking  from  the  plant,  and  some 
residents  in  the  sui-rounding  area  were 
evacuated.  Reporters,  wealing  radiation- 
detection  badges,  converged  on  the 
scene.  It  was  the  nation's  worst  nuclear 
power  plant  accident.  And  the  industry 
suffered  a  blow  from  which  it  has  never 
recovered. 
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6  ■  HOOVER  DAM 

When  Boulder  Dam — as  the  Hoover 
Dam  was  originally  called — started 
operating  in  1936,  it  sent  nearly  all  of  its 
hydroelectic  power  to  Los  Angeles,  266 
miles  away.  The  cost  was  less  than  half 
that  of  power  generated  by  oil-fired 
plants.  The  sweeping,  monolithic 
structure — 1,244  feet  long,  660  feet  wide 
at  its  base,  and  45  feet  thick  at  its 
crest — was  built  with  low-tech 
deliberation:  Concrete  was  poured  in 
blocks  no  more  than  5  feet  in  depth.  The 
process  took  nearly  two  years  and 
3,250,000  cubic  yards  of  concrete.  The 
dam  rose  slowly,  because  cooling  and 
bonding  processes  were  required  to  cope 
with  the  heat  generated  by  the  setting 
concrete  and  its  subsequent  contraction. 
Contrary  to  myth,  no  one  was  buried  in 
the  concrete.  But  96  workers  died  from 
heat  exhaustion  and  other  causes. 


Commonwealth  Edison 
in  Chicago,  formed 
over  several  years 
from  about  20 
electric  utilities, 
became  the  world's 
largest  utility. 


Ethyl  Gasoline  Co. 
formed  by  General 
Motors  Co.  and 
Standard  Oil  Co.  of 
New  Jersey  to  market 
leaded  gasoline. 


Tennessee  Valley 
Authority  created  by 
Congress  to  control 
floods  and  produce 
power  through  a 
system  of  nine  major 
dams  in  seven  states. 
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1945  ■  ATOM  BOMB 


It  was  undoubtedly  the  most  talented  group 
of  physicists  ever  assembled.  Under  the 
direction  of  J.  Robert  Oppenheimer,  the 
Manhattan  Project  was  established  in  Los 
Alamos,  N.M.,  in  the  1940s.  Among  the  first- 
rate  physicists  recruited  by  Oppenheimer 
was  Enrico  Fermi  (top),  who  had  produced 
the  first  controlled  nuclear  chain  reaction  in 
1942:  The  bomb  they  built  (above)  was 
detonated  in  a  blinding  flash  on  July  16, 
1945, at  the  Trinity  test  site  in  New  Mexico. 
The  sand  nearby  fused  into  a  green  glaze 
later  called  trinitite.  Subsequent  tests  were 
conducted  on  the  Bikini  atoll  in  the  Marshall 
Islands,  where  sailors  were  instructed  to 
shield  their  eyes  from  the  blasts.  The 
Manhattan  team  was  profoundly  affected  by 
what  it  saw  at  Trinity,  but  Oppenheimer  best 
captured  the  experience:  He  later  said  he 
"remembered  the  line  from  the  Hindu 
scripture,  the  Bhagavad  Gita...'Now  I  am 
become  Death,  the  destroyer  of  worlds.'  1 
suppose  we  all  thought  that,  one  Way  or  . 
another." 
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1954  ■  SOLAR  CELLS 

I The  Egyptians  worshiped  the  sun  god  Ra, 
but  in  modern  times  the  sun's  power  has 
mostly  been  taken  for  granted.  That  is 
probably  a  mistake.  Each  day,  the  earth 
receives  a  dose  of  solar  energy  equivalent  to 
about  20O,OOG  times  the  world's  electrical- 
generating  capacity.  That  makes  solar  power 
the  ultimate  renewable  resource.  But  its 
potential  remains -largely  untapped— chiefly 
because  collecting  and  storing  it  remains 
expensive.  The  solar  cell  was  developed  by 
researchers  at  Bell  Laboratories  in  1954. 
Today,  its  far  more  efficient  progeny  are 
used  in  calculators,  roof-top  power  systems, 
and  spacecraft.  Occasionally,  they're  grouped 
in  fields  to  generate  electrical  power. 


SS  WEEK  100  YEARS  OF  INNOVATION 


DEMONSTRATIONS  OF  POWER 


70sB  WINDMILLS 

Old  technologies  can  be  made 
new — and  better.  Simple, 
streamlined,  and  standing  as  tall 
as  150  feet,  today's  wind 
turbines  bear  little  resemblance 
to  their  wooden  ancestors, 
which  still  dot  the  Dutch 
countryside.  Designed  with 
three  blades,  the  modern 
turbines  function  even  in  gentle 
breezes.  Harnessing  enough 
energy  to  be  commercially 
viable  requires  that  turbines  be 
clustered  in  wind  farms.  In  the 
conservation-conscious 
Netherlands,  manufacturers  are 
designing  turbines  with  wider 
sweeps  to  boost  capacity.  Some 
may  soon  be  placed  offshore. 


Rural  Electrification 
Administration 
established 
to  subsidize  the 
adoption  of 
electrical  service  in 
rural  parts 
of  America. 


Major  oil  finds  | 
made  in  Kuwait 
and  Saudi  Arabia. 


anhattan  Project, 
the  U.S. 
'vernment's  secret 
project  to  develop 
the  atomic  bomb, 
s  begun. 


Hydrogen  bomb  i 
exploded  in  the 
Pacific,  unleashing 
00  times  the  force 
of  the  Hiroshima 
explosion. 


Oil  discovered 
in  Prudhoe  Bay, 
Alaska. 
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REFINING  ■ 


At  the  turn  of  the  century) 
the  process  of  refining  bla<| 
gold  was  still  fairly  simple: 
Distillation  produced  keroi 
a  cheap  illuminant,  and 
naphtha,  a  byproduct  used 
a  lubricant  and  solvent.  W 
the  growth  of  the  automot 
industry  and  the  spread  oj 
internal-combustion  engine 
the  late .  19th  century,  thpij 
gasoline  refining  became  fl 
more  important.  New  met. 
of  production  evolved,  froi 
William  M.  Burton's  them 
cracking  technique  in  191?  j 
Frenchman  Eugene  Houdi 
catalytic-cracking  process, 
developed  in  the  late  193C 
Houdry's  method  underlie 
modern  petroleum  refining 
Lead  was  added  in  the  19 1 
to  reduce  engine  knock  bi 
began  to  be  eliminated,  fo: 
health  reasons  in  the  198C 


OFFSHORE  DRILLING 


19  4  7 

Will  the  oil  ever  run  out? 
That  was  certainly  the  fe; 
the  early  1970s,  when  an 
influential  study  called  Li 
to  Growth  warned  about 
resource  depletion  and  th 
Arab  oil  embargo  of  1973 
quadrupled  oil  prices.  By  ie 
early  1980s,  oil  was  sellin  fc 
more  than  $30  a  barrel.  lit' 
the  doomsayers  forgot  he 
dramatically  technologica 
innovation  can  alter  the  I 
outlook.  New  technologie 
made  it  possible  to  located 
and  extract  it  economical 
from  areas  as  remote  as  ie 
arctic  tundra  and  the  Non 
Sea.  And  in  the  sunny  wer 
of  the  Gulf  Coast  of  Louiai 
where  the  first  major  off 
shore  wells  were  drilled  ' 
Kerr-McGee  in  1947,  the  W 
of  deep-water  drilling  cciifl' 
to  fall. 
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>ize  the  moment.  And  seize  the  market 

DS  and  Microsoft  are  working  together  to  help  businesses  seize  new  opportunities 

/ith  complete  digital  nervous  systems.  Change  is  opportunity.  And  to  capitalize  on  today's 
ver-changing  global  market,  speed  is  essential.  End-to-end  electronic  business  services  from 
,  DS  can  accelerate  your  business  like  never  before  —  a  key  step  in  developing  your  company's 
!  igital  nervous  system.  By  harnessing  Internet  technology  and  leveraging  your  investment  in 
listing  systems,  we  can  help  you  develop  cutting-edge  insights  faster.  Respond  to  opportunities 
1  a  fraction  of  the  time.  And  reach  new  markets  before  competitors  even  spot  them.  To  learn 
tore,  call  1-800-566-9337,  email  info(g eds.com  or  visit  www.eds.com. 


'mope/ 'Middle  East/Africa  +44  193-289-7121  •  Asia/Pacific  +852  2867-9883  •  The  Americas  +1  972-605-1422 
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Partial  meltdown  at 
nuclear  reactor  in 
Chernobyl,  Ukraine, 
accompanied  by 
radioactive  emissions. 


Supertanker  Exxon 
Valdez  spills  240,000 
barrels  of  petroleum 
into  Alaska's  Prince 
William  Sound. 


U.  S.  Congress  cancels 
the  superconducting 
supercollider  project 
in  Texas. 


1944  ■  V-2  ROCKET 

German  engineer  Wemher  von  Brauiwi 
not  the  first  to  experiment  with  modm 
rocketry.  That  distinction  goes  to  RoU1 
Goddard,  bom  in  Worcester,  Mass.,  vm 
dreamed  of  space  travel  and  built  pro- 
type  rockets  in  his  workshop  in  the  eflj 
1930s.  But  von  Braun  and  his  colleagss, 
working  for  the  Nazi  war  machine  in  he 
late  1930s  and  early  1940s,  were  the  1st 
to  perfect  a  liquid-fueled  rocket  that 
would  travel  a  long  distance — 200  mis. . 
successor  of  the  jet-propelled  V-l,  it  * 
named  the  V-2,  or  Vengeance-2.  Morth' 
1,000  V-2s,  each  weighing  about  12  t<$  1 
liftoff,  were  fired  on  London  betweei 
September,  1944,  and  March,  1945.  fldte 
weaponry  has  its  origins  in  this  Gerrffl 
technology:  Ballistic  missiles  employ 
rocket  power  like  the  V-2,  while  cruii 
missiles  use  jet  engines  like  the  V-l. 


India  conducts 
three  underground 
nuclear  explosions. 
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n  Bcords 

M  ig  a  state-of-the-art  technical 
H  n,  we're  helping  Tower 
n  ndividualize  their  customer's 
H  /ing  experience.  Watch  for  the 
n  the  new  towerrecords.com. 

■  iking  a  good  thing  even  better. 

tj  arten 

■  ;gy  and  technological  solution 
H  is  to  transform  the  order- 

H  g  procedures  of  Europe's 
W  ardening-supply  company, 

■  the  time  to  process  an  order 
I  days  to  one  and  giving  their 
H  alers  access  to  a  product 

I  ire  than  2,500  goods. 

Q\  .com 

H  d  Furniture.com  build  the 

II  'gest  online  furniture  store, 

■  50,000  items  from  over  1 00 
ij  Jrers.  Shoppers  easily  browse 
I  election,  create  their  own 

■  i,  and  work  with  design 
A  ts  for  personal  service. 

f  ur  white  paper: 

W  .  for  Growing  Your  Business 


E-commerce.  It  offers  incredible  opportunities  vou  can  fit  a  million 
shoppers  in  your  store.  With  the  right  site,  you  can  track  their  buying 
habits,  predict  their  purchases.  You  can  offer  them  the  world.  At 
USWeb/CKS,  we  were  one  of  the  first  to  create,  build  and  deploy 
successful  e-commerce  sites.  Our  sites  do  more  than  sell  products. 
They  combine  strategy,  targeted  marketing,  network  systems 
development,  Internet  technology  and  more.  We've  handled  over 
3,000  client  engagements.  Let  us  help  expand  your  virtual  floor  space. 

Our  partnership  with  Microsoft  helps  us  extend  the  reach  of  technology. 
It  helps  us  bring  you  one  step  closer  to  a  digital  nervous  system. 
Contact  us  for  details. 

digital  nervous  system 


*  >  worldwide 
I  te  100  clients 
<>  Jsat: 

*  3241  ext.  1 32 

I  3964  [International] 


USWeb  CKS 

Transforming  business  in 
the  digital  economy. 


The  first  laser  beam  jumped  out  of  a 
ruby  crystal  in  Theodore  H.  Maiman's 
lab  in  1960.  It  was  a  puny  ray  of  light, 
but  it  soon  touched  off  a  starburst 
of  innovation.  In  the  1970s,  optical 
fibers  arrived,  and  communications  were 
transformed  by  tiny  lasers.  Big  lasers 
are  now  welding  car  bodies,  guiding 
smart  bombs,  and  trimming  concrete.  In 
between  are  lasers  for  supermarket 
scanning  and  eye  surgery.  But  at  the 
boundaries  are  where  things  get  really 
interesting:  using  huge  lasers  to  ignite 
fusion  reactions — or  small  ones 
to  grab  atoms  in  tweezers 
of  light. 

L960  ■  LASER 


ACCELERAT OK 


1930 


Quarks,  leptons,  bosons.  The  language  of 
physicists  can  seem  utterly  incompre- 
hensible. These  names,  given  to  elemen- 
tary particles  1,000  times  smaller  than  the 
proton  in  an  atomic  nucleus,  are  emblem- 
atic of  the  otherworldly  knowledge  that 
comes  from  particle  accelerators,  giant 
devices  once  known  as  atom  smashers. 
Ernest  O.  Lawrence  first  proposed 
smashing  atoms  together  in  1930.  Today, 
accelerators  are  used  at  Sandia  National 
Laboratoiy  in  New  Mexico  to  understand 
nuclear  reactions.  Here,  hydrogen  ions  are 
being  fused,  creating  a  fearsome  web  of 
electrical  arcs.  Accelerators  are  used  in 
cancer  therapy,  plastics,  and  other 
industrial  applications. 
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T  IS  DIFFICULT  TO  IMAGINE  THAT  EINSTEIN  IS  HAV- 
ing  an  idle  thought  as  he  stands  on  the  beach,  looking  out  over  the  water. 
Surely  he  is  grappling  with  some  cosmic  contradiction.  The  sweeping- 
arc  of  his  overcoat  is  a  reminder  of  his  famous  insight  that  spacetime, 
as  he  called  it,  is  curved.  The  gravity  that  anchors  his  feet  in  the  sand, 
he  explained,  is  nothing  more  than  a  distortion  in  space-time's  curve. 

Albert  Einstein's  genius  and  insight  appeared  unexpectedly.  Born  in  1879,  he  published  his 
first  scientific  papers  in  1901  and  1902,  but  they  gave  no  hint  of  what  was  to  come.  It  wasn't 
until  1905,  after  failing  to  publish  anything  for  a  year,  that  his  brilliance  burst  forth.  He  pub- 
lished six  papers  that  year.  The  first  was  on  the  photoelectric  effect  and  the  revolutionary  no- 
tion that  light  was  composed  of  particles.  That  paper  ultimately  led  to  Einstein's  Nobel  prize, 
and  it  provided  the  foundation  for  virtually  all  electronic  devices  that  use  light:  television, 
movies,  fiber-optic  telephone  cables,  and  laser  supermarket  scanners  among  them. 

Later  in  1905,  Einstein  published  two  papers  on  what  he  called  special  relativity.  (Gener- 
al relativity  followed  10  years  later.)  Einstein  needed  only  the  first  five  sections  of  the  first  pa- 
per to  lay  out  the  theory  in  final  form.  The  papers  include  the  famous  equation  E=mc2  de- 
scribing the  relation  between  matter  and  energy. 

Einstein  published  three  influential  papers  in  other  areas  of  physics  before  1905  had 
drawn  to  a  close.  His  output  that  year  was  not  only  a  monumental  intellectual  achievement — 
it  was  also  a  complete  surprise.  Einstein  made  such  a  great  leap  in  1905  that  it  took  most 
physicists  a  decade  or  so  to  catch  up.  Now,  many  students  study  the  basic  elements  of  rela- 
tivity in  high  school. 

Once  Einstein's  genius  was  recognized,  he  became  a  giant  in  physics  and,  in  succeeding 
decades,  a  giant  figure  in  the  public  eye.  He  spoke  of  his  concerns  about  world  peace  and  se- 
curity, and  he  urged  Presi- 
dent Roosevelt  in  1939  to  be- 
gin   work    on    an  atomic 
weapon,  lest  the  Germans 
produce  one  first.  Einstein 
spent    his    final    years  in 
Princeton,  N.J.,  working  qui- 
etly. He  died  in  1955,  after 
asking  that  writing  material 
and  his  latest  calculations  be 
brought  to  him  at  the  hospi- 
tal. He  had  become  an  inspi- 
ration  to   thinkers   of  all 
kinds,  far  beyond  the  realm 
of  physics — even  artists  and 
writers  grappled  with  the 
ideas  of  relativity.  Yet  he  re- 
tained the  simple  faith  with                'j£r                **  J 
which  he  had  begun:  that  na-  -J!*" 
ture  operates  by  laws  and                ^          "  -  1 
that  with  enough  thought                        % -J* 
and  experiment,  we  might        5^    ^  .  "*" 
discover  them.  •   *. 
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Life  at  the  end  of  the  20th  century  may  seem  frenzied,  but  most  people  spen 
time  on  the  job  than  their  counterparts  did  30,  50,  or  100  years  ago.  And  once 
are  home,  they  don't  need  to  wear  themselves  out  cleaning  or  cooking,  thanks  1 
dozens  of  appliances  and  devices  that  save  time  and  effort.  ■  With  each  p£ 
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1939  ■  TELEVISION 

When  Jack  Paar  ruled  late-night  I 
television  in  the  late  1950s  and  e;»ri 
1960s,  color  TV  was  a  rarity,  few  I 
households  owned  more  than  oneH 
and  the  three  major  broadcastersH 
dominated  the  airwaves.  Today,  eft) 
ubiquitous,  each  American  houselM 
2.3  TVs,  65%  of  all  TV  households  If) 
wired  for  cable,  and  high-definiticif 
digital  TV  is  set  for  wide  distribu  jr 
once  the  price  is  right.  It's  a  \ongH  ■< 
from  the  pioneering  work  of  invent 
Philo  T.  Farnsworth,  who  in  the  Pi 
and  1930s  developed  scanners,  piiHri] 
tubes,  and  other  key  parts,  and 
Zworykin,  a  Russian-born  enginej 
made  vital  improvements  to  tube 
led  the  RCA  team  that  developed  | 
commercial-quality  TV  system,  ur 
at  the  New  York  World's  Fair  in  I 


su 


1  9  2  0 

Electrical  engineer 
Reginald  A.  Fessenden 
made  the  first  foray  into 
mass  communications  on 
Christmas  Eve  in  1906, 
when  he  broadcast  a 
radio  program  of  two 
musical  selections,  a 
poem,  and  a  short  talk 
from  his  experimental 
station  in  Brant  Rock, 
Mass.  The  signal  was 
strong  enough  to  be 
heard  by  wireless 
operators  on  ships  up  to 
500  miles  away.  It  was 
only  five  years  earlier 
that  Italian  Guglielmo 
Marconi  had  transmitted 
Morse  code  via 
electromagnetic  waves 
across  the  Atlantic. 

Now,  with  voice 
transmission,  radio 
communication  brought 
new  worlds — and 
eventually,  the  likes  of 
comedian  Fred  Allen — 
into  the  home.  The  first 
scheduled  broadcast  in 
the  U.S.  occurred 
on  Nov.  20,  1920,  when 
the  Harding-Cox  election 
returns  were  aired  over 
Pittsburgh  Westinghouse 
station  kdka. 


■  RADIO  BROADCASTING 
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VICTROLA 

Can  he  hear  his  master's  voice?  Emile  Berliner  liked 
the  quizzical  fox  terrier  painted  by  Englishman 
Francis  Barraud  so  much  that  he  took  it  as  the 
trademark  for  his  Gramophone  Co.  in  1900.  When 
the  Victor  Talking  Machine  Co.  was  formed  in  1901, 
it  acquired  the  rights  to  the  Nipper,  and  when  RCA 
bought  Victor  in  1929,  the  hardy  Nipper  stayed  on. 
Berliner,  a  German-born  inventor,  improved  on 
Thomas  Alva  Edison's  invention  by  using  a  wax  disk 
rather  than  a  cylinder,  and  his  company  and  Victor 
pressed  many  disks  to  be  played  on  then- 
machines — popularly  referred  to  as  Victrolas. 
Further  innovations  in  recording  didn't  occur  until 
after  World  War  II:  the  introduction  of  the  long- 
playing  record  in  1948,  high-fidelity  and  stereo  sound 
in  the  1950s,  and  audiocassette  tape  in  1963.  Then, 
lasers  and  compact  disks  began  zapping  analog 
recording.  Digital  recording  was  developed  in  1972 
and  rapidly  swept  the  music  market  in  the  1980s, 
nearly  drowning  out  the  LP. 


Chemist  Edwin 
Binney  develops  the 
Crayola  crayon. 


Film  director  D.W. 
Griffith  releases  The 
Birth  of  a  Nation. 


Corning  Inc. 
develops  heat  and 
shock-resistant  glass 
and  sells  it  under  the 
trade  name  Pyrex. 


George  H.  Gallup 
begins  polling  citizens. 
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70% 


of  business  people  have  had  lunch  at  their  desk. 


28% 


of  business  people  share  their  lunch  with  an  outdated  computer 

Replace  your  computers  every  two  years  with  the  Your:)Ware  for  BusinessSM  program'.  , 


66%  of  all  business  people  consider  sleep  a  necessity. 
24%  of  all  business  people  lose  sleep  over  tech  support. 

24/7  business  tech  support  included  with  the  Your:)  Ware  for  Business  program. 


82%  of  penguins  maintain  a  one-on-one  relationship. 
72%  of  business  people  believe  a  one-on-one  relationship  is  the  key  to  success. 

o-one  relationship  with  your  Business  Account  Representative  with  the  Your:)  Ware  for  Business  program. 

Introducing  the  Your:)Ware  for  Business  program. 


pentium 


Your  IT  needs  are  unique;  get  choices  and  flexibility  with  Your:)Ware  for  Business. 

•  Your  own  Account  Representative  providing  custom  solutions 

•  Custom-built  systems  every  two  years  with  the  Gateway™  Technology  Refresh  Business  Lease' 

•  24x7  technical  support;  on-site  limited  warranty  service;2  network  support  and  training 

•  Full  range  of  GP-  and  E-Series  desktops,  Solo®  portables  and  ALR®- Series  servers 

•  Call  to  talk  to  an  Account  Representative,  or  we  can  arrange  a  meeting  through  your 
local  Gateway  Country'*'  store's  Gateway  Business  Solutions'™  center 


Gateway1"  servers  feature  Intel3  Pentium*  III  processors 


1 

■J 

CALL  1-800-356-9952 
CLICK  www.gateway.com 
COME  IN  to  a  Gateway  Country®  store's 
Gateway  Business  SolutionsSM  center 


le:  40026 


Gateway 

%J  TM 

Connect  with  us. 


2000.  Inc  All  rights  reserved  Gateway,  Gateway  Country,  Gateway  Business  Solutions,  Solo,  ALR  and  the  Gateway  stylized  logo  are  trademarks  or  registered  trademarks  ot  Gateway  2000,  Inc.  Intel 
ie  Intel  Inside  logo  are  registered  trademarks  of  Intel  Corporation  All  other  brands  and  product  names  are  trademarks  or  registered  trademarks  of  their  respective  companies.  1.  Technology  refresh 
ipants,  provided  certain  requirements  are  met,  including  credit  approval,  may  choose  to  refresh  their  Base  Unit,  as  defined  in  Lease  Agreement,  during  the  period(s)  designated  in  the  Lease 
(uipment  will  be  refreshed  with  the  latest  available  model  in  its  Product  Class,  as  determined  at  Gateway  s  sole  discretion,  and  will  extend  the  lease  for  a  term  of  18  to  24  months  as  predetermined  in 
lement  and  related  Lease  Schedule(s)  Other  terms  and  conditions  apply  Leasing  provided  by  independent  leasing  companies  to  qualified  commercial  customers  Lease  terms  subject  to  change 

>r  obligation.  Caii  for  details.  2.  Call  1  -800-GATEWAY  or  write  to  Gateway  Terms  &  Conditions,  P.O.  Box  1 951 ,  North  Sioux  City,  SD  57049-1 951  for  a  free  copy 
f  a  warranties  and  on-site  service  agreements.  On-site  customers:  If  Gateway  determines  on-site  service  is  necessary,  it  will  be  provided  for  product  in 
[  ntal  United  States,  Alaska,  Hawaii,  Puerto  Rico  and  Canada  (excluding  mice,  keyboards  and  monitors).  You  may  be  asked  to  take  vour  PC  to  a 


927  &  1939  ■  SOUND  &  COLOR  MOVIES 


Pioneered  by  Thomas  Edison  in  the  U.  S. 
and  the  Lumiere  brothers  in  France  at  the 
end  of  the  19th  century,  motion  pictures 
rapidly  engaged  the  public  in  the  early 
years  of  this  century.  By  1908,  about  9,000 
Nickelodeons  were  operating  in  the  U.S. 
For  5«!  or  100  you  could  stop  in  a 
storefront  theater  and  view  an  hour's 
worth  of  films,  each  usually  15  minutes 
long.  Edison,  for  one,  didn't  believe  the 
public  would  tolerate  longer  films. 
Vaudeville  routines  were  offered  on  screen, 
then  short  narratives.  The  diversion  was 
appealing,  and  eventually  longer  features, 
such  as  D.W.  Griffith's  1915  racist  tale  of 
the  Civil  War-era  south,  The  Birth  of  a 
Nation,  drew  huge  crowds.  But 
moviegoing  really  took  off  after  the 
introduction  of  talking  pictures,  heralded 
by  the  1927  release  of  The  Jazz  Singer,  the 
first  full-length  sound  feature.  Now, 
viewers  could  hear  Al  Jolson  sing  or- the 
MGM  lion  roar.  In  the  1920s,  40  million 
people  went  to  the  movies  once  a  week. 
While  attendance  fell  off  in  the  1930s 
because  of  the  Depression,  milhons  still 
flocked  to  see  Walt  Disney's  cartoons  and 
animated  features,  as  well  as  stars  such  as 
Shirley  Temple  and  Mae  West.  By  the  late 
1930s;  Technicolor  processes  had  been 
refined,  and  the  first  fulUength  color 
features  were  a  big  draw:  In  1939,  viewers 
could  watch  Atlanta  go  up  in  flames  or 
follow  the  Yellow  Brick  Road. 


MICROWAVE  OVEN 

Percy  L.  Spencer  was  a  grammar 
school  dropout  who  became 
Raytheon's  chief  engineer.  Late  in 
1945,  the  homegrown  engineering- 
genius  reportedly  was  standing- 
near  an  operating  radar 
transmitter  when  a  candy  bar  in 
his  pocket  began  to  melt. 
Fascinated,  he  sent  out  for 
popcorn  and  watched  kernels  pop 
wildly  when  placed  next  to  the 
device— and  the  microwave  oven 
was  bom.  Spencer's  creation, 
christened  the  Radarange,  debuted 
later  that  decade  in  industrial 
kitchens.  After  Raytheon  bungled 
the  marketing,  Japanese  companies 
came  to  dominate  the  industry. 
Today,  World  War  Il-type 
microwave  transmitters — called 
magnetrons— still  form  the  heart 
of  this  popular  appliance. 
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1975 


VCR 


With  the  arrival  of  vcrs, 
family — even  your  dog— es 
pass  the  time  watching 
The  Lion  King  and  other  1 
selling  videos;  Most  homes 
today  have  vhs  systems,  e 
though  Sony's  Betamax  w; 
widely  recognized  for  havi 
better  picture.  The  first 
magnetic  tape  recording 
system  was  developed  in  t 
1950s  by  an  American 
company,  Ampex,  and  use 
mainly  by  broadcasters.  It 
licensed  to  the  Japanese  v 
made  the  technology  wori  f 
home  use.  By  the  mid-198 
the  vhs  system,  develope 
Japan's  jvg,  had  won  but 
Sony,  because  of  vhs  taj 
longer  playing  time  and  j 
better  marketing  tactics. 


1  9  7  9 


WALKMAN 


In  the  beginning,  the  Sor 
Walkman  had  celebrity  sti!: 
with  early  purchasers,  frn 
Andy  Warhol  to  Bjorn  B"g 
sporting  them  like  the  la*st 
fashion  accessory.  The 
Walkman  was  introducedn 
Japan  in  1979,  and  took 
Europe  and  the  U.  S.  bytc^ 
the  following  year.  By  1J9, 
Sony  had  shipped  186  mior 
units  of  its  Walkman  anctf 
million  Discman  CD-play(S. 
Both  products  were  widiy 
imitated.  They  were  sim«  i 
operate,  and  the  stereo  sum 
was  great.  But  pop  sociog 
worried  that  people  wer 
embracing  an  antisocial 
technology. 
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1970s  ■  VIDEO  GAMES 

Does  anybody  remember  ticldlywinks? 
Kids  these  days  seem  to  crave  electronic 
games,  from  Nintendo's  handheld 
Gameboy  to  Sony's  dazzling  PlayStation 
to  the  shoot-'em-up  antics  of  video 
arcades.  They're  not  just  for  kids,  of 
course — much  of  Sony's  new  software  is 
geared  toward  adults.  But  the  software, 
hardware,  and  portables  still  appeal  most 
to  youthful  buyers,  who  could  push  U.  S. 
retail  sales  in  this  industry  as  high  as 
$7  billion  this  year.  Experts  say  kids  can 
actually  get  something  worthwhile  out  of 
this — reflex  skills  sure  get  a  workout. 
But  the  April  rampage  in  a  Colorado 
high  school  by  two  students,  said  to  be 
fans  of  a  violent  video  game,  renewed 
worries  about  the  content  of  such  games. 


3  1999 
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PERSONAL  COMPUTIH 

Today  they  are  ubiquitous, 
powerful,  and  cheap.  But  a  quarter 
century  ago,  personal  computers 
were  barely  a  gleam  in  the  eyes  of 
Steve  Jobs  and  Bill  Gates.  Jobs  anc 
his  pal  Steve  Wozniak  fiddled  in  a  1 
garage  with  a  machine  that  would 
become  the  first  widely  successful 
home  computer,  the  Apple  (left, 
above).  Gates  and  friend  Paul 
Allen,  through  a  new  company, 
then  called  Micro-Soft,  began 
developing  software  written  in  the 
Basic  computer  language.  And 
when  the  first  popular  business 
program,  VisiCalc,  showed  people 
what  these  new  PCs  could  actually 
do,  there  was  no  looking  back. 

Mainframe,  producer  ibm  was 
jolted  out  of  its  lethargy.  In  1981,  r 
introduced  a  PC  of  its  own,  with  a 
text-oriented  disk-operating  systerr 
from  Microsoft  called  ms-dos.  But 
by  then,  text-based  operating 
systems  were  on  the  way  out.  Jobs 
had  visited  Xerox  Corp.'s  Palo  Altc 
Research  Center  (PARC)  in  1979.  A1 
PARC  he  was  astounded  to  find  pcs 
with  fancy  graphics  displays  and 
mice.  They  were  the  inspiration  foi 
Apple  Computer's  groundbreaking 
Macintosh,  which  made  the  mouse 
must-have.  In  the  1980s,  Microsoft 
and  Apple  were  icons  of  clashing 
cultures.  The  two  companies  wage^ 
an  operating-system  war.  While 
Apple  was  soOn  swamped  by  ibm's 
marketing  muscle,  Microsoft  paid 
Apple  a  high  complement — by 
imitating  the  Mac's  software  and 
gradually  abandoning  ms-dos. 
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WORLD  WIDE  WEB 

When  the  World  Wide  Web  first 
gripped  imaginations  in  the  mid- 
1990s,  surfing  was  hard.  Only  35%  of 
U.  S.  households  owned  a  PC, 
modems  on  home  PCs  had  painfully 
slow  connection  rates,  and  Web 
pages  unfolded  at  a  crawl. 
Cybercafes  provided  one  answer,  but 
they're  already  losing  their  luster  as 
fast  Internet  connections  spread. 
Now  it's  a  snap  to  check  out  a  video 
clip,  download  medical  info,  and 
upload  your  own  Web  page  from 
your  bedroom.  When  you  do,  thank 
British-born  Tim  Berners-Lee,  the 
computer  scientist  who  in  1990 
dreamed  up  the  Web  while  at  cern, 
the  European  Laboratory  for 
Particle  Physics  in  Geneva.  Over  the 
next  year,  he  created  a  program 
that  would  soon  become  today's 
familiar  Web  browser. 


Disneyland  opens  in 
Anaheim,  California. 


Newton  Minow, 
chairman  of  the 
Federal 
Communications 
Commission,  blasts  TV 
programming  as  "a 
vast  wasteland." 


Eastman  Kodak 
introduces  the 
Instamatic  camera, 
which  uses 
a  film  cartridge. 


Engineer  Ray  Dolby 
develops  a  way  to 
reduce  background 
noise  in  recordings. 


99 
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HOW  SOFTWARE  SPECTRUti\ 


PUT  MAR 

INTO   THE   FAST  LANE 


ith  more  than  a  half  million  Independent  Beauty  Consultants  worldwide, 
iry  Kay  Inc.  is  always  looking  for  ways  to  help  its  sales  force  serve  their 
stomers  more  smoothly.  The  Internet  is  a  perfect  tool  —  a  way  to  weave 
jh  tech  efficiency  with  high  touch  service.  To  address  their  specific  needs, 

try  Kay  partnered  with  Software  Spectrum. 


"5 


oftware  Spectrum  helped  us  develop  a 
business  solution  that  addresses  the 
unique  business  needs  of  a  large,  dynamic  and 
geographically  dispersed  audience,"  said  Kregg 
Jodie,  Chief  Information  Officer,  Mary  Kay  Inc. 
This  included  a  customized  tax  rate  and  account- 
ing integration  solution  that  directly  supported 
the  requirements  of  the  sales  force. 

As  a  result,  the  nation's  best-selling  brand 
of  facial  skin  care  and  color  cosmetics*  is  now 
enjoying  the  benefits  of  e-commerce,  while 
maintaining  the  level  of  personalized  service 
that  sets  them  apart  and  having  orders  easily 
integrate  into  the  accounting  system. 

Integrating  your  e-commerce  solutions 
with  your  host  systems  creates  efficiencies. 
From  the  infrastructure  to  custom  applications, 


Software  Spectrum  can  develop  the  solutions 
you  need  to  operate  smoothly  and  build 
exciting  new  relationships  with  your  cus- 
tomers and  suppliers. 

For  more  information  on  how  Software 
Spectrum  can  help  you  harness  the  power  of 
your  IT  systems  and  the  digital  nervous  system, 
call  us  today  at  1-800-858-6896  or  visit  our  web- 
site at  www.softwarespectrum.com.  For  infor- 
mation about  Mary  Kay  Inc.  call  1-800-MARY  KAY 
or  visit  www.marykay.com. 


^Software 

Spectrum 

JL  Smart  Solutions  for  Smart  Companies 


digital  nervous  system 


MARy  KAy 


'based  on  most  recently  published  industry  sales  data 
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ZIPPER 

How  did  we  ever  live  without  i 
zipper  is  so  basic,  so  useful,  anc 
low-tech  you'd  think  it  had  beei 
around  since  the  time  of  the  In 
But  it  wasn't  perfected  until  19 
when  a  Swede,  Gideon  Sundbac 
designed  the  Hookless  2,  a  fast 
with  two  fabric  strips  and  teetl 
the  edges.  He  was  improving  o 
unwieldy  forerunner  with  hooks 
rings  designed  20  years  earlier, 
metal  fastener  was  first  used  ir 
by  the  U.  S.  Navy  in  1917  for  f 
suits,  then  as  a  slide  fastener  ii 
for  rubber  galoshes,  christened 
zippers,  made  by  B.  F.  Goodricl 
zipper  later  entered  the  lexicor 
apt  description  of  the  device  its 
which  was  said  to  make  a  zip  s| 
as  the  metal  teeth  moved. 


1930 


TAPE 

Few  everyday  object's  are  simj 
than  Scotch  tape.  Yet  someone 
invent  it.  That  someone  was  D 
Drew,  a  researcher  at  3M  in 
Minnesota.  He  had  worked 
extensively  with  adhesives  in  t 
1920s,  coming  up  with  the  first 
masking  tape.  When  he  was  a 
design  a  waterproof  covering 
customer's  product,  Drew 
experimented  with  cellophane 
with  adhesive.  It  didn't  work, 
continued  fiddling,  putting  a  p: 
on  the  cellophane  to  strengthe 
and  soon  he  had  a  new  tape,  t 
roll  of  which  was  sent  to  a 
prospective  customer  in  1930. 
hundreds  of  varieties  of  tape 
home,  medical,  construction,  el 
and  other  uses. 
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I 


POLAROID 

One  day  in  1943  while 
vacationing,  inventor  Edwin 
Land  snapped  a  photo  of  his 
three-year-old  daughter,  who 
promptly  asked  to  see  the 
picture.  The  request  set  Land 
thinking,  and  nearly  five  years  of 
painstaking  research  later,  his 
first  instant  camera  was  sold.  At 
his  death  in  1991,  Land  had 
more  than  500  patents  to  his 
name  for  inventions  like 
polarized  glass.  But  he  probably 
will  be  best  remembered  for  his 
development  of  instant 
photography,  a  technology  that 
neatly  satisfies  this  age's  desire 
for  immediate  gratification.  Here, 
rock  star  Grace  Slick  is  snapped 
after  taking  a  Polaroid. 


The  universal 
product  code  and 
supermarket  scanners 
begin  to  be  used. 


Ted  Turner  creates 
CNN,  the  first  all-news 
cable-TV  channel. 


In-line  skates 
designed  by 
two  hockey  players. 


Mall  of  America, 
the  world's  largest 
mall,  opens. 


*  1999 
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HOMAS  ALVA  EDISON  LEARNED  THE  VALUE  OF  IN- 
novation  as  a  newsboy  on  the  Grand  Trunk  Railroad  in  Michigan  during 
the  Civil  War.  The  telegraph,  he  saw,  was  the  key  to  increasing  his 
newspaper  sales.  Edison  got  the  idea  as  he  watched  crowds  gather 
around  telegraph  office  bulletin  boards  on  Apr.  6,  1862,  eager  for  news  of 
the  Battle  of  Shiloh.  He  offered  the  Detroit  telegraph  operator  a  few  free 
newspaper  and  magazine  subscriptions  if  the  operator  would  telegraph  the 
war  news  ahead  to  all  the  train  stations  on  Edison's  route. 

Next,  he  talked  his  way  into  the  editor's  office  at  the  Detroit  Free  Press,  persuading  the 
editor  to  give  him  300  copies  of  the  paper  on  credit,  instead  of  the  usual  100.  (Edison  had  no 
money  to  pay  for  the  extras.)  As  the  train  pulled  into  each  station,  Edison  found  a  crowd 
waiting  for  newspapers.  He  raised  the  price  from  5tf  to  a  dime  and  sold  his  last  few  papers 
at  the  end  of  the  run  for  a  quarter  apiece.  The  next  day,  young  Tom  Edison  began  to  study 
telegraphy  and  printing. 

He  went  on  to  earn  1,093  U.S.  patents  in  a  career  that  continued  until  his  death  in  1931. 
Many  of  the  most  important  innovations  of  the  20th  century  are  dependent  upon  Edison's 
groundbreaking  work.  Yet  his  style  of  invention,  resting  heavily  on  intuition  and  only 
loosely  on  academic  study,  has  been  eclipsed.  Edison  paved  the  way  for  the  great  industrial 
laboratories  of  the  century,  such  as  Bell  Laboratories  and  the  research  facilities  of  General 
Electric.  But  with  increasing  specialization  in  science,  it  is  unlikely  that  a  figure  like  Edison 
will  ever  be  seen  again. 

Edison,  from  his  earliest  days,  was  both  an  in- 
ventor and  an  industrialist.  In  1869,  when  he  was 
only  22  years  old,  he  established  a  partnership  to 
produce  stock-ticker  and  telegraphy  equipment.  As 
he  began  to  make  key  advances  in  telegraphy,  he 
expanded  his  telegraphy  equipment  business.  His 
inventions  extended  to  important  components  of 
the  telephone,  the  electric  light,  the  phonograph,  an 
electric  railroad,  and  a  system  of  electric  power 
generation.  At  the  same  time,  he  established  a 
railroad  company,  a  lighting  business,  and  a  phono- 
graph company,  and  he  opened  the  Pearl  Street 
generating  station  in  New  York.  This  was  not  a 
man  to  let  others  profit  from  his  inventions. 

Although  he  went  to  school  as  a  young  man, 
Edison  preferred  to  read,  study,  and  learn  from 
the  world  and  from  his  experiments.  At  his  Menlo 
Park,  New  Jersey,  laboratory,  he  seldom  went 
home,  preferring  to  take  catnaps  under  his  desk.  In 
the  middle  n;  night,  he  would  sit  at  the  organ 
and  play  with  two  fingers.  He  was  a  visionary. 
And  above  all,  he  was  a  thinker.  "The  man  who 
doesn't  make  up  hit  mind  to  cultivate  the  habit  of 
thinking  misses  the  greatest  pleasures  in  life,"  Edi- 
son said.  "My  business  is  thinking." 
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owledge  is  power.  But  only  if  you  do  something  with  i 


bility  to  share  the  right  information  with  the  right  people  at  the 
time  can  make  any  business  more  competitive  and,  ultimately, 
H  more  successful.  That's  Microsoft's  vision  of  the 

I  nervous  system  .  .  i 

■■mi  ~  1  digital  nervous  system.  It  s  a  vision  we  share 
s  a  result  of  our  partnership  with  Microsoft,  our  clients  will,  too. 


It's  time 


PMG  llp.  the  U.S.  member  firm  of  KPMG  International. 


In  1900,  a  just-born  American's  life  expectancy  was  47.3  years.  To 
exceeds  76  years.  We  have  eradicated  such  scourges  as  poli< 
smallpox,  and  doctors  routinely  prescribe  drugs  to  fight  bacterl 
fections  and  mental  illness.  Novel  procedures  treat  cancer  and  heal 
tients,  while  genetic  engineering  promises  more  new  avenue 
medicine.  ■  America  spends  more  on  health  care — 13.5%  of  gro| 
mestic  product — than  any  other  advanced  nation.  No  question,  1 
ciency  and  sometimes  fraud  inflate  that  spending.  But  it's  the  pro! 
of  new  technologies  and  the  ability  to  sustain  life  among  the  elderlk 
drive  spending.  ■  The  ethicists  rightly  debate  how  these  develop! 
should  be  applied,  and  there  is  much  yet  to  be  done — to  adk 
treatment  for  aids  and  cancer  patients,  to  improve  the  environing 
provide  health  care  to  the  uninsured.  The  innovations  of  the  20t'c 
tt>     tury  have  not  diminished  the  need  for  innovations  in  the  I 


1955  ■  POLIO  VACCINE 


It  won't  huil  if  you  don't  look.  The  first  vaccil 
against  poliomyelitis  was  developed  in  the  eaij# 
1950s  by  physician  Jonas  Salk,  shown  here  iirip 
a  young  girl  during  a  1954  field  test.  The  panjjii 
virus  had  swept  the  U.  S.  from  1942-53.  with  3 
incidence  peaking  in  1950,  when  33,344  cases  ■ 
reported.  Severe  polio  epidemics  also  occurreB 
Europe  and  Asia.  Salk's  vaccine,  released  in  m 
was  based  on  three  separate  strains  of  a  deadil 
virus.  Microbiologist  Albert  Sabin  later  develjfci 
oral  vaccine,  based  on  a  live  but  weakened  vif . 
which  was  approved  for  use  in  the  U.  S.  in  19| 
Salk's  vaccine  has  been  used  predominantly  ft  v 
vaccinations,  while  the  oral  vaccine  typically  js 
been  given  to  infants.  Because  of  rare  instants  ( 
polio  associated  with  the  Sabin  vaccine,  howesr. 
American  Academy  of  Pediatrics  in  1997 
recommended  expanded  use  of  the  Salk-type  m 
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PENICILLIN 


In  1928,  Scottish  physician 
Alexander  Fleming  smeared 
petri  dish  with  a  strain  of 
staphylococcus  bacteria  and 
left  it  on  a  lab  bench  while  h 
went  on  vacation.  Mold  spor( 
drifted  onto  the  dish  and 
multiplied.  And  the  staph  ba 
didn't  grow  in  the  spots  whe 
spores  had  landed.  Fleming 
erroneously  concluded  that  t 
mold,  a  variant  of  Penicillin 
notatum,  could  be  used  only 
externally.  In  1940,  British 
pathologist  Howard  Florey 
others  gave  enormous  doses 
freeze-dried  penicillin  powde 
mice,  then  promptly  experin 
on  humans.  The  results  wen 
encouraging,  and  the  wartim 
for  such  a  drug  so  great,  tha 
short  order  mold  juice  was  I 
cultured  in  milk  bottles.  Her 
rabbits  receive  penicillin  injt 
in  England  in  1946. 


1  9  1  3 


X-RAY  TUBE 

German  physicist  Wilhelm 
Roentgen  discovered  the  X 
accident  in  1895  while  toilin 
home  lab  and  at  once  under 
its  significance.  In  mailings  aft 
scientific  paper  to  Europe's  tp 
physicists,  he  enclosed  a  prinB 
X-ray  picture  that  he  had  crab 
of  his  wife's  hand,  with  her  ■ 
and  wedding  band  outlined  ap 
the  cloudy  white  of  soft  tissi ;  * 
it  wasn't  until  General  Elect C1 
scientist  William  D.  Coolidga! 
invented  the  X-ray  tube  in  W 
that  medicine  could  use  thisH 
technology.  And,  primitive  a  it  i 
seems,  the  X-ray  machine  sin 
here  in  1938  was  the  progerfc 
some  advanced  diagnostic  tcm 
including  the  1972  computer afo 
tomography  (ct)  scan,  whiclB 
focuses  X-ray  beams  at  mul'H 
angles  to  give  interior  viewtJi 
brain  and  other  organs. 
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TO  YOUR  HEALTH 


CHEMOTHERAPY 


i  / 


± ■ 1 


i 


This  lovely,  delicate 
flower  has  helped  to 
beautify  many  gardens— 
and  to  revolutionize  the 
treatment  of  cancer.  The 
rosy  periwinkle  from 
Madagascar  is  the 
source  of  several  potent 
cancer  chemotherapy 
drugs,  including 
vincristine  and 
vinblastine.  In  1960,  a 
child  with  leukemia 
faced  only  a  l-in-10 
chance  of  remission.  But 
with  the  help  of  drugs 
derived  from  the  rosy 
periwinkle,  such  a  child 
now  has  a  19-in-20 
chance  of  remission. 
Chemotherapy,  as 
punishing  and 
unpleasant  as  it  is,  has 
had  a  profound  impact 
on  the  outlook  for  cancer 
patients.  Many  of  them, 
only  a  few  decades  ago, 
had  little  hope  of 
survival. 


Electrocardiograph 
invented  by 
Dutch  physiologist 
Willem  Einthoven. 


Margaret  Sanger 
opens  first 
birth-control  clinic 
in  New  York. 


George  Papanicolaou 
invents  technique 
to  test  for 
cervical  cancer. 


First  edition  of  Dr. 
Benjamin  Spock's 
Common  Sense  Book 
of  Baby  and  Child 
Care  published. 


1999 
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1967  ■  HEART  TRANSPLANT 

Heart  disease  claimed  959,227  lives  in  the 
U.  S.  in  1996,  making  it  the  leading  cause 
of  death.  But  behind  this  damning  statistic- 
are  some  encouraging  ones:  The  death 
rate  from  heart  attacks  fell  27%  from  1986 
to  1996.  Despite  then-  histories  of  heart 
trouble,  more  than  12  million  people  are 
alive  today  in  large  measure  because  of 
dramatic  medical  advances.  Open-heart 
surgery,  a  novelty  in  the  1950s,  is  now 
almost  routine.  South  African  Dr. 
Christiaan  N.  Barnard  performed  the  first 
whole  heart  transplant  in  1967,  and  today, 
the  biggest  impediment  to  surgery  is  the 
shortage  of  donors.  Pig  valves  are 
routinely  sewn  into  human  hearts,  filigreed 
metal  stents  prop  open  clogged  arteries, 
and  the  pacemaker,  once  unreliable, 
regulates  the  heartbeats  of  2  million 
people  around  the  world.  The  Jarvik-7 
(above)  was  a  disappointment  when 
introduced  in  1982,  but  artificial  hearts  are 
far  more  sophisticated  today.  Surgery  is 
not  the  only  frontier.  Researchers  are 
investigating  the  role  of  genetic  mutations 
and  proteins  in  the  heart's  performance.  In 
a  procedure  sometimes  called  bio  bypass, 
doctors  use  dings  to  grow  new  blood 
vessels  to  supply  the  heart. 


First  heart 
pacemaker  implanted. 


Rachel  Carson's  Silent] 
Spring  published. 


U.  S.  surgeon 
general  declares 
cigarette  smoking  a 
health  hazard. 


Medicare  health 
insurance  plan  for 
the  elderly  begins. 


Environmental 
Protection  Agency 
is  created. 
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BIRTH  CONTROL  PILL 


1955 


Suddenly,  sex  could  be 
spontaneous  and  worry-free 
That  was  the  promise  of  the 
birth-control  pill,  developed 
endocrinologist  Gregory  Pin 
and  fertility  specialist  John 
Rock  in  the  mid-1950s,  at  tl 
instigation  of  activist  Marga 
Sanger.  The  pill's  two  horrn 
progestin  and  estrogen,  pre 
conception  by  blocking  the 
release  of  eggs  from  a  worn 
ovaries.  Early  versions  of  t 
pill  increased  the  risk  of 
potentially  lethal  side  effect 
from  high  blood  pressure  ai 
clotting  disorders.  But  toda 
pill  contains  lower  hormone 
levels  than  earlier  formulat 
and  has  benefits  beyond 
contraception,  such  as  regu 
hormonal  imbalances  in  pre 
menopausal  women. 


1953 


GENETIC  ENGINEER! 

In  1997,  Ian  Wilmut  of  the  Roslin 
Institute  near  Edinburgh,  Scotland 
introduced  the  world  to  Dolly,  the  firs 
mammal  to  be  cloned  from  an  adult  | 
The  implications  were  immediately  cL 
If  a  sheep  could  be  cloned,  so  could  a 
human.  Many  called  for  an  immediate 
ban  on  human  cloning,  while  others 
hailed  the  importance  of  the  discover 
The  episode  underscored  the  terrifyin 
power  of  genetic  engineering,  for  gooi 
for  ill.  Dolly  was  the  greatest 
achievement  in  a  science  that  is  less 
than  half  a  century  old.  The  graceful  I 
lines  of  the  dna  double  helix  were  noB 
discovered  until  1953.  And  the  first  g 
splicing  occurred  only  in  1973.  That  y 
Stanley  N.  Cohen  of  Stanford  Univer 
and  Herbert  Boyer  of  the  University 
California  in  San  Francisco  pooled  thi 
talents  to  insert  a  piece  of  foreign  DN 
into  a  bacterium.  During  the  next  fev 
years,  researchers  began  to  discover 
genetic  mutations  responsible  for  sue! 
diseases  as  sickle-cell  anemia  and  cys 
fibrosis.  With  the  application  of  genet 
engineering  to  plants,  biologists  are 
creating  crops  with  enhanced  nutritio 
properties  and  special  resistance  to 
disease  and  insects.  As  the  century 
closes,  researchers  are  completing  th 
human  genome  project,  which  will  gr 
them  the  entire  genetic  code:  the 
blueprint  for  Homo  sapiens. 
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HOW  DOES  YOUR  COMPANY  PLAN 
TO   FACE   THESE  CHALLENGES? 


IMPROVE    CUSTOMER  RELATIONSHIPS 

REDUCE   TIME   TO  MARKET 

OPTIMIZE    THE    SUPPLY  CHAIN 

ENABLE    WEB  COMMERCE 

ACHIEVE    COMPETITIVE  ADVANTAGE 

SIMPLIFY  IMPLEMENTATION 

MINIMIZE    TOTAL    COST    OF  OWNERSHIP 


CUSTOMER    MANAGEMENT    (FRONT  OFFICE) 
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iAl  E  S 


WE'VE    DESIGNED    THE  SOLUTION 


The  Integrated  E3aan  Enterprise 
Remaining  competitive  in  today's  volatile 
business  environment  demands  that  you 
meet  the  challenges  that  confront  your 
company  on  every  level — quickly  and  deci- 
sively. You  need  a  vision — and  the  tools  to 
execute  it.  This  means  matching  technology 
solutions  to  the  vital  business  processes 
that  drive  your  organization's  performance. 
It  means  establishing  a  corporate  informa- 
tion architecture  that  ensures  all  aspects 
of  your  operation  work — and  work  together 
like  a  true  "digital  nervous  system". 

Baan  Company  has  the  experience,  prod- 
ucts and  services  to  meet  the  challenges  of 
mid-  to  large-size  companies  worldwide. 


E-BUS I  NESS 


CUSTOMER  SERVICE 


FREE 

Beyond  ERP:  Integrating  the  Front  Office  and 
Back  Office  in  the  New  Manufacturing  Paradig 

Learn  more  about  how  Baan  can  put  technology 
to  work  in  realizing  your  company's  vision. 


888-THE-BAAN  ext. 602 


THE  INTEGRATED  BAAN  ENTERPRISE  MANAGEMENT  SOLUTIONS 
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-  Departments 
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1925  ■  FROZEN  FOODS 

When  American  Clarence 
Bugeye  journeyed  to  Labrador 
on  a  fur-trading  expedition  in 

«T  Came  aw^  ^pressed 
with  the  way  people  in  the 

northern  territory  preserved  their 

tood-frozen,  like  blocks  of  ice  A 

few  years  later,  he  developed  a 

process  for  quick-freezing  food 

starTeZmetal  ^  In  1925>  h* 
started  a  company  that  sold 

frozen  fish  That  outfit  was  later 
sold  to  Postum,  which  then 
became  General  Foods.  But  the 
Birdseye  label  endures,  and  flash 
freezing  remains  one  of  the  most 
effective  ways  of  preserving  the 

vaTu:''ofrdrance- and  nutriti°-j 


Genentech,  the  first 
company  to 
synthesize  insulin, 
is  founded. 
 ■ 

Chiorofluorocarbons 
banned  as 
spray  propellants.  I 


World  Health 
Organization  | 
announces  the , 
worldwide  eradication 
of  smallpox  has 
been  achieved. 


Antidepressant 
Prozac  introduced. 


II 


Viagra  sold  to 
counteract  impotence. 
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.N  THE  1940s,  BIOLOGISTS  PUZZLED  OVER  AN  ODD  MOL- 
ecule  they  had  found  in  the  nucleus  of  living  cells.  Called  deoxyribonucleic 
acid,  or  dna,  the  molecule  seemed  to  be  the  stuff  genes  were  made  of. 
But  researchers  could  not  be  sure,  because  no  one  had  yet  determined 
dna's  structure.  In  1951,  James  Watson,  who  had  received  a  PhD  in 
genetics  from  Indiana  University  at  age  22,  joined  Francis  Crick  at 
Cavendish  Laboratory  in  Cambridge,  England.  Crick,  a  physicist,  was 
studying  the  structure  of  proteins.  The  two  became  intrigued  by  the  work 

on  dna  being  done  by  Maurice  Wilkins  and  Rosalind  Franklin,  both  of  King's  College  in  Lon- 
don. Franklin  thought  dna  was  shaped  like  a  helix,  but  she  wasn't  certain.  Watson  and  Crick 
proposed  a  model  for  dna  that  Franklin  quickly  showed  was  incorrect. 

Then  Watson  got  a  look  at  a  new  dna  X-ray  image  made  by  Franklin,  and  in  a  brilliant 
flash  of  insight  realized  that  dna  must  be  made  of  two  helices — not  one.  He  and  Crick 
raced  to  work  out  the  details  of  this  curious  double  helix.  In  April,  1953,  they  published  their 
findings  in  the  British  scientific  journal  Nature.  It  was  without  doubt  the  greatest  biological 
discovery  of  the  century.  Once  the  structure  was  known,  researchers  could  see  how  genetic  in- 
formation was  encoded  in  dna  and  how  that  information  could  be  passed  on  from  one  cell  to 
its  daughter  cells.  Crick  said  he  and  Watson  had  found  the  secret  of  life.  Watson  was  only  23 
years  old.  Crick  was  12  years  his  senior. 

For  their  discovery,  Watson  and  Crick,  along  with  Maurice  Wilkins,  were  awarded  the  No- 
bel Prize  in  1962.  The  award  became  tarnished  in  later  years  when  the  pivotal  role  of  Rosalind 
Franklin  became  clear.  Wilkins  had  shown  her  X-ray  data  to  Watson.  If  Watson  had  never 
looked  at  the  X-ray,  he  might  never  have  happened  upon  the  double  helix.  Franklin  died  in 
l'.i.>.  Xobels  are  not  given  posthumously,  so  Franklin  did  not  share  in  the  award. 

The  importance  of  the  work 
by  Watson  and  Crick  was  never 
questioned,  and  both  continue  to 
be  active  in  research.  Watson 
taught  at  Harvard  University 
and  later  directed  Cold  Spring 
Harbor  Laboratory  on  Long  Is- 
land, a  distinguished  center  for 
basic  biological  research.  He  be- 
came the  first  director  of  the  Hu- 
man Genome  Project,  the  ongoing 
effort  to  decode  the  entire  hu- 
man genetic  code,  and  is  now 
back  at  Cold  Spring  Harbor. 
Crick  taught  at  Cambridge  and  is 
now  at  the  Salk  Institute  for  Bi- 
ological Studies  in  La  Jolla,  Calif. 

Their  discovery  was  one  of 
the  landmark  innovations  of  the 
20th  century.  And  it  could  give 
rise  to  some  of  the  greatest  in- 
novations of  the  21st. 


8 


H 
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The  thriving  e-commerce  supersite  called  MSN.com1"  demands  an 
infrastructure  that  s  strong  yet  flexible,  intricate  yet  efficient.  To  build 
that  infrastructure,  and  keep  the  wires  humming  24/7,  Microsoft"  turns 
to  Compaq.  Our  ProLiant1  servers  handle  millions  of  hits  and  terabytes 
I  a  each  day,  for  MSN.com  sites  like  Expedia1^  CarPoinC  Sidewalk'  and  MoneyCentral?'  While 
ople  of  Compaq  Services'-  support  everything  from  e-commerce  management  to  security 
3  desk  systems.  Its  a  prime  example  of  how  Microsoft  and  Compaq  can  work  together 
ite  elegant  e-commerce  solutions  for  our  customers.  MSN.com  is  a  crucial  part  of  the 
soft  digital  nervous  system.  And  the  gear  and  gray  matter  that  keep  it  running  come  from 
aq.  Details?  Call  1-800-AT-COMPAQ,  or  visit  www.compaq.com/dns. 


,  1MPACL  Refter 


answers: 


THE  NEXT  100  YEA 


by  Paul  Ra| 

FTER  CONSIDERING  WHAT  THE  PAST  CENTURyI 
brought  us,  the  temptation  to  speculate  about  the  future  is  almost  irresistible.  What  wj 
next  100  years  of  innovation  lead  to?  H.G.  Wells  tried  to  answer  that  question  a  eel 
ago,  in  his  1899  novel  Wlien  the  Sleeper  Wakes.  There,  he  foresaw  that  color  television  I 
bring  viewers  images  from  around  the  world  instantaneously.  He  also  predicted  th| 
personic  aircraft  would  fly  from  London  to  New  York  in  two  hours. 

But  as  the  Princeton  University    that  the  wiring  of  the 

living 


physicist  Freeman  J.  Dyson  points 
out,  some  of  Wells's  predictions  were 
less  successful:  He  forecast,  for  ex- 
ample, that  hypnotism  would  replace 
drugs  and  anesthetics  in  medicine. 

Jules  Verne  did  not  do  much  bet- 
ter. In  Twenty  Thousand  Leagues 
Under  the  Sea,  he  predicted  the  sub- 
marine. But  he  also  predicted  that  a 
rise  in  world  population  would  lead  to 
automated  baby-feeding  machines. 

In  1999,  some  things  are  easy  to 
predict.  Computers  will  continue  to 
get  smaller,  faster,  and  cheaper — and 
become  ever  better  chess  players. 
The  human  genetic  code  will  be  deci- 
phered in  the  next  few  years,  opening 
up  vast  new  possibilities  for  the 
treatment  and  prevention  of  disease. 
If  Congress  continues  to  support 
space  exploration,  NASA  researchers 
could  find  out  in  the  next  decade  or 
two  whether  life  exists  on  Mars  or 
Jupiter's  moon  Europa,  the  solar  sys- 
tem's two  most  likely  candidates. 

Researchers  will  also  learn  to  con- 
nect brain  cells  and  silicon  chips.  The 
photo  shows  two  rat  brain  cells  that 
have  been  grown  on  a  silicon  chip. 
This  experiment  is  designed  to  show 


neurons  can 
connect  with  silicon 
circuitry.  Such  exper- 
iments could,  one  day, 
give  rise  to  electronic 
devices  to  reconnect 
severed  spinal  cords, 
enabling  paralyzed 
patients  to  stand  and 
walk. 

The  problem  with 
these  easy  predictions 
is  that  they  don't  re- 
veal much  about  what 
life  will  be  like  in  the 
next  100  years.  How 
will  computers  and 
artificial  intelligence  change  lives? 
Will  the  decoding  of  the  human 
genome  lead  to  gene  therapies  avail- 
able only  to  the  rich,  increasing  the 
gulf  between  the  haves  and  have- 
nots?  Will  studies  of  the  brain  help  us 
to  understand  and  prevent  violence? 
The  answers  to  those  questions  are 
not  yet  known. 

The  past  century  was  extraordi- 
narily rich  in  innovation  and  scientific 
progress.  There  has  never  been  a  cen- 
tury like  it,  and  we  might  woiry  that 


there  can  never  be  another.  Iji 
likely  that  we  will  ever  again  b 
likes  of  Edison  or  Einstein,  to  N 
two  whose  20th  century  acccl 
ments  far  surpassed  those  <j| 
colleagues.  But  Edison.  Ernsts 
the  other  great  innovators  of  tj 
tury  would  surely  have  sha: 
view  that  technological  and  sj 
progress  will  continue.  In  tha!S| 
we  might  hazard  one  simple! 
tion:  In  the  next  100  years, 
thing  to  be  certain  of  is  surpito 


partner  you  choose  could  mean  the  difference  between  sink  and  swim  for  your  business.  So  chart  your  course 
'  Cambridge  Technology  Partners.  Working  with  Microsoft,  we'll  help  you  build  a  digital  nervous  system  that  makes 
rmation  flow  -  through  departments,  among  employees,  out  to  partners  and  suppliers,  and  back  and  forth  between  you 
.  your  customers.  What's  more,  we'll  do  it  fast,  for  a  fixed  price,  and  on  time. 

1  Cambridge,  your  company's  e-business  initiatives  will  make  a  big  splash.  And  some  might  think  you  walk  on  water. 

more  information  on  how  Cambridge  can  help  you  navigate  the  digital  ecorn  out 
i/w.ctp.com/dns. 

digital  nervous  system 

___gHMff^™"~,—^™  Cambridge  Technology  Partners 
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just  garden-variety  computer  skills,  he  was  able  to  transform 
of  professional  experience  into  a  custom-made  database  hi.  \ 
i  department  could  easily  access.  And  one  he  could  proudly 
about.  Visit  us  at  wwfilemaker.com.  What's  your  problem?1" 


14.1-inch  screen.  DVD  drive. 
And  a  batteiy  that  will  let  you  watch 
all  of  Austin  Powers.  Twice. 

The  new  PowerBook  G3. 


More  power,  fewer  intermissions.  The  new  PowerBook  G3  has  a  Pentium- crushing  G3  chip  running  at  up  to  jJOi 

(  I'i'i')  fp/jkCbmpultr.  An  tilriglHs  nxared  Upple,  tbeApplebgi) and 'PotcerBonk are mgislmdtniikmarks and Unnbdifferi'iil iui inuhmirh *<l  l/'pli' t  mnpuhr  Im  t'P&* 


I  tery  life  up  to  5  hours  -all  in  a  sleek  5-9-lb.  design.  Get  the  full-length  story  at  wvAv.apple.com.  &  Think  different: 

t  tleger  index  processor  lest  Hive-bour  battery  life  based  on  normal  iisage  Three-hour  battery  lije  when  minima  WD  drive.  Weight  may  vary  depending  on  configuration 
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Up  Front 


EDITED B Y  ROBERT  McNATT 
LITIGATION  NATION 

A  SETTLEMENT  BUILT 
FORD  TOUGH? 

LAWYERS   IN   A  $3  BILLION 

California  class  action 
against  Ford  Motor,  which  is 
accused  of  making  faulty 
ignition  systems  in  some 
vehicles,  are 
displaying  the 
legal  equivalent 
of  road  rage. 

Plaintiffs' 
lawyer  Michael 
Hausfeld  claims 
Ford  won't  set- 
tle because  it  fears  that  to 
do  so  would  encourage  more 
class  actions.  Hausfeld  claims 
Ford  lawyer  Don  Lough  told 
him  that  "this  is  just  one  bat- 
tle in  a  war  against  class-ac- 
tion suits.  We  couldn't  settle, 
even  if  we're  wrong,  until  we 
cause  you  pain." 

Lough  won't  confirm  or 


deny  the  incendiary  state- 
ment. But  in  an  attempt  to 
clarify  what  he  may — or  may 
not — have    meant.  Lough 
says:  "All  settlements  have 
to  cause  pain  to  both  sides." 
Meanwhile,  he  accuses  Haus- 
feld of  breaking  a  court-or- 
dered silence  by  discussing 
a  possible  settlement  and 
intimates  that 
Hausfeld's  fees 
are    the  main 
stumbling  block. 
Since  the  judge 
determines  the 
fees  in  class  ac- 
tions, not  the 
lawyer,  says  Hausfeld,  that's 
ridiculous. 

At  any  rate,  with  suits  in 
five  other  states  over  the 
same  issue  awaiting  the  out- 
come of  the  California  case, 
both  sides  might  well  contin- 
ue bickering  until  all  22  mil- 
lion vehicles  in  question  are 
scrap  iron.      Roy  Furchgott 


WILD  BLUE  YONDER 

AIR  FORGE  ONE: 
TRAINING  JET 

THE  HUNT  IS  ON  FOR  A  HOST 
of  airplane  mechanics  whose 
certifications  may  be  bogus. 
Military  investigators  say 
they  fear  the  suspects 
received  Federal  Aviation 
Administration  certification 
from  the  discredited  St. 
George  Aviation  school  in 


Sanford,  Fla.,  and  went  on  to 
work  on  Air  Force  One  and 
other  military  craft. 

In  a  federal  trial  that  end- 
ed May  20,  school  owner  An- 
thony St.  George  was  con- 


victed of  fraud  and  conspira- 
cy. Prosecutors  said  he  helped 
more  than  1,800  mechanics, 
many  of  them  in  the  militaiy, 
achieve  certification  by  giv- 
ing them  answers  to  the  FAA 
test.  That  raised  alarms  for 
Richard  Messersmith,  super- 
visor of  the  Defense  Dept. 
unit  in  Orlando  now  tracking 
down  the  mechanics.  An 
undisclosed  number  working 
on  the  Presidential  jet  have 
already  been  pulled. 

Messersmith  insists  safety 
isn't  an  issue  because 
the  militaiy  also  pro- 
vides specialized 
training  for  mechan- 
ics. But  Kevin  Whit- 
more,  the  U.  S.  attor- 
ney who  prosecuted  the 
case,  disagrees.  "All  as- 
pects of  aviation  were 
touched  by  this  case,"  Whit- 
more  says,  adding  that  safety 
is  exactly  what  is  at  stake. 
The  FAA  says  it  will  have  the 
St.  George  mechanics  work- 
ing on  civilian  planes  retake 
the  test.         Dennis  Blank 


TALK  SHOW  ^'Damages  are  available  only  where  the  1 
ior  is  so  severe,  pervasive,  and  objectively  offensive  tha 
denies  its  victims  the  equal  access  to  education  ..." 

— U.  S.  Supreme  Court  Justice  Sandra  Day  O'Connor,  rulint 
that  schools  can  be  liable  for  student  sexual  harassment 


HALLS  OF  IVY 

PRINCETON 
RULES 


HAIL  TO  THE  NEW  IVY  LEAGUE 

champ  of  exclusivity!  Har- 
vard University,  the  peren- 
nial No.  1  in  the  hard-to-get- 
into  category,  has  been 
supplanted  by  Princeton 
University. 

Princeton  accepted  a 
record-low  10.8%  of  the 
14,874  high  school  seniors 
who  applied  for  admission 
this  fall.  Harvard  sent  "yes" 
letters  to  11.3%  of  an  appli- 
cant pool  of  18,160,  the  sec- 
ond-highest in  its  history. 
Last  year,  Harvard's  accep- 
tance rate  was  12.3%,  vs. 
13.1%  at  Princeton. 

Despite  its  high  rejection 
rate,  Harvard  is  aggressively 
marketing  itself.  In  May,  it 
sent  out  nearly  50,000  letters 
to  high  school  juniors  with 


strong  records.  "We  ar 
ing  to  offer  congratu 
on  your  academic  ac 
ments  and  to  en- 
courage you  to 
consider  Har- 
vard," the  letters 
begin. 

Some  college 
counselors  say 
the  university 
just    wants  to 
increase  next 
year's  applicant  ' 
pool  to  reclaim 
the  exclusivity 
crown  from 
Princeton,  break-  THEf 
ing  even  more  ALVWr; 
teenage   hearts.  HAR<- 
However,    Har-  " 
vard  spokeswoman  Sallfe 
er  says  that  the  unr* 
has  mailed  out  similar  it 
for  years.  She  adds  tri 
only  reason  for  doin« 
"to  attract  the  best  p 
dates."  Owen  Ulm 


CASINO  SOCIETY 

INTERNET  FUTURES 
WILL  HIT  THE  PITS 

STARTING  SOON,  EVERYTHING 
really  will  be  up  to  date  in 
Kansas  City.  The  Kansas 
City  Board  of  Trade,  a  sleepy 
futures  exchange  best  known 
for  contracts  on  winter 
wheat  and  natural  gas,  is 
planning  the  first  futures 
contract  based  on  an  index  of 
Internet  stocks.  It  is  one  of  a 
handful  of  Internet-related 
financial  instru- 
ments hitting  the 
market. 

Set  for  launch 
on  June  1,  the 
contract,  based  on 
the  isdex  Inter- 
net index,  covers 
50  companies  that 
get  at  least  half 
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K.C.:  Sleepy  no  J 

of  their  revenue 
Net-related  buj 
"This  is  a  pure 
net   play,"  sajj 
change  Prea 
Michael  Braude.  "It's 
to  be  volatile."  An  j 
statement  if  there  evJ 
one.  With  day-tradij 
vorites  like  Yahoo!  and 
isdex  could  go  balll 
though  trading  will  halj 
index  falls  20%  in  a  da 
Ideally,  fund  managa 
use  isdex  futures  to  I 
then-  holdings  of  Net  I 
But  early  interest  in  isi 
tures  is  coming  from  si 
tors,  says  Burton  MeyeJ 
ident  of  Jack  Carl  FtJ 
Like  any  futures  contra 
one  can  be 
for  only  a  f 
of  its  actua 
In  late  M 
isdex  f 
worth  $4 
would  onlj 
required  a 
downpaym< 
Andrew  Os 
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One  great  rttU 

We're  getting  a  home  loan  and 
some  okay  rales.  We've  seen  .       f  e  seen 
And  we've  seen  some  flS      6  bad  rat«. 
'aughable.  All  we  rea/ly  warn  is™  W"ri«hl 
Can  anybody  help?  Is  one  great  one. 

toe  ££0*V  TOez-e  vou 

lower  rates  and  better  JL!  •     *  /""/trv. 

PkaSe  visit  ^■e-loan.com 


Up  Front 


PHILANTHROPISTS 

ANDY  GROVE:  KOSOVO 
ON  HIS  MIND 

WHEN  KOSOVO  REFUGEES 
began  streaming  into  Mace- 
donia and  Albania  this  spring, 
the  crisis  hit  at  MHf»» 

least  one  corpo-  | 
rate  honcho  close 
to  home:  Andy 
Grove,  founder 
and  chairman  of 
Intel,  who  was  g 
also  once  a 
refugee. 

In  1956,  at  age 
20,  Grove  arrived 
in  the  U.  S.  from 
Vienna  after  flee-  GROVE:  Hi 
ing  his  native 
Hungary  after  the  Soviet 
Union  crushed  the  rebellion 
there.  He  resettled  in  New 
York  with  the  help  of  the  In- 
ternational Rescue  Commit- 
tee, founded  in  1943  by  an- 
other refugee,  Albeit  Einstein, 
to  help  Europeans  fleeing 
Hitler.  The  IRC  sent  Grove  to 


a  dentist  and  also  helped  him 
get  a  healing  aid.  Grove  later 
enrolled  in  the  City  College 
of  New  York,  then  earned  a 
PhD  from  the  University  of 
California  at  Berkeley  before 
co-founding  Integrated  Elec- 
tronics, now  Intel. 

With  that 
background, 
Grove  has  been 
particularly 


"  touched  by  the 
■Kb.  Kosovars'  plight. 

I  So  he  has  given 
$150,000  to  the 
New  York-based 
y%k      IRC  Refugee  Re- 
lief Fund,  which 
aids  refugees  in 
tting  home      Albania  and 
~  Macedonia. 


Grove's  donation  is  a  dollar- 
for-dollar  matching  grant 
that  should  yield  $300,000  for 
irc.  "I've  been  supporting 
them  for  30  years,"  Grove 
says.  He  still  has  the  small 
paper  tag  that  an  irc  work- 
er stuck  to  his  lapel  43  years 
ago.       Leah  Nathans  Spiro 


SPACE  CADETS 

SEND  YOUR  HAIR 
TO  AN  ALIEN.  $50 

STAR    WARS  COT 

you  itching  for  a 
space  odyssey? 
•  AeroAstro  Inc. 
plans  to  offer 
IL-j  earthlings  a  place 
on  what  it  claims 
is  the  first  com- 
mercial interplan- 
etary spacecraft, 
set  to  go  up  in 
2001.  And  it  costs 
as  little  as  $25. 
But  there  is  a 
catch.  Only  your 
face  and  words 
go.  You  stay  here 
on  earth. 

Nevertheless, 
riane  5:  the  Herndon  (Va.) 
,000  signed  satellite  company 
o  so  far  and  its  Houston 
partner,  En- 
counter 2001,  say  45,000  peo- 
ple have  already  sign 
For  $25,  they  can  sei  I  a  pic- 


ture and  page  of  thoughts. 
For  $50,  they  can  add  a  hank 
of  hair.  The  messages  will  go 
on  two  cos;  the  hair  will  be 
freeze-dried  until  it's  the  size 
of  a  grain  of  rice. 

The  goal?  To  "put  a  mes- 
sage in  a  bottle  and  load  it 
up  there,"  says  Richard 
Fleeter,  AeroStar  president. 
The  one-kilo  payload  will  fly 
on  an  Ariane  5  rocket,  head 
toward  Jupiter,  and  use  that 
planet's  gravity  to  slingshot 
out  toward  the  Summer  Tin- 
angle,  an  area  of  space  50  to 
70  light  years  away  where 
some  scientists  suspect  life. 

If  anybody's  out  there, 
they'll  know  something  is 
coming.  On  May  24,  the  mes- 
sages were  broadcast  into 
space  from  Ukraine's  Yevpa- 
toriya Radio  Astronomy 
facility.  That's  probably  a 
better  way  of  making  friends 
than  broadcasting,  say.  The 
Jerri/  Springer  Show,  Barry 
Manilow's  greatest  hits, 
or  When  Good  Pets  Go 
Bad.  Diane  Brady 


DRAWN  &  QUARTERED 
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ASIAN  CRISIS 

BANKING 

ON  SINGAPORE  

u.  s.  bankers  are  salivating 
at  the  idea  of  opening  shop  in 
Singapore,  now  that  tough- 
talking  Deputy  Prime 
Minister  and  economic 
czar  Lee  Hsien  Loong 
has  decided  to  ease  re- 
strictions on  foreign 
banks. 

The  idea  is  to  make 
Singapore  a  banking  hub 
by  attracting  strong  for- 
eign banks.  Among  its  RICH 
reforms,  the  government  ~ 
will  abolish  the  40%  limit  on 
foreign  ownership  of  Singa- 
porean banks  and  also  issue 
six  new  retail  licenses  for  for- 
eign-owned banks. 

Foreigners  won't  get 
everything  they  would  like. 
There  will  still  be  limits  on 
the  number  of  ATM  machines 


allowed,  for  instance 
that's  not  stopping  one 
company,  American  E> 
Bank,  which  says  that 
cided  within  minutes  I 
May  17  announcement 
ply  for  a  license.  The 
ernment,  though,  has 


ISLAND:  Wider  ivelcoml 

disclose  procedures  fa 
plying  for  the  new  licj 
Lee's  plans  caught  % 
some  Singaporean  officii 
surprise.  Still,  they'll 
first  concrete  sign  th;jt 
country  seriously  waif 
revive  its  battered  ba 
sector.  Michael  £ 


THE  BIG  PICTURE 


WHERE'S  THE  CASH? 


FUNDING  SOURCES 


Think  venture  capitalists 
and  "angel"  investors 
finance  most  small 
businesses?  Think 
again.  Bank  loans 
and  equity  from  the 
owners,  their  families, 
and  friends  are  still  the 
major  financing  source 


DATA:  0FFR0A0 
CAPITAL/FEDERAL 
RESERVE  NATIONAL 
SURVEY  OF  SMALL 
BUSINESS  FINANCES 


ANGELS 
4.9%- 


-  VENTURE  Cmtp- 

—  CREDIT  CARCI 


OTHER 
DEBT  SOURCES 

15.4% 
EQUITY 
FROM  FRIENDS 
FAMILY 
13.2% 


FOOTNOTES  Sales  bj  n-owned  businesses  in  U.S.:  in  1987,  $680  billion;  in  1999,  $3.7  trillion  (projected) 
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simple  test 
for  companies 

of  all  sizes 
interested  in 
digital  copiers 


At  long  last,  you  have  a 
hoice  for  digital  imaging 
jutpment.  Because  now  Dan /(a, 
worldwide  supplier  of  office 
quipment  with  approxi- 
tately  $3  billion  in  sales, 
as  a  complete  line  of  digital 
roducts  for  any  company. 

Dan  ka  has  the  latest 
'.chnologies  from  Canon, 
'.odak  and  Toshiba,  so  you 
in  bring  the  digital  age  to 
very  desktop  (enjoying  nice 
•rkj  like  increased  efficiency, 
nhanced  productivity  and 
•duced  costs). 

You  name  it-Danka  has  a 
til  portfolio  of  digital  black 
id  tv hit e,  and  color  copiers 
ir  work  environments  from 
,000  copies  a  month  to 
000,000.  Danka  will  help 
nprove  your  image  and  give 
ou  fast,  attentive  service 
nth  the  support  you  need. 

Which  means  now  you  have 
imething  you've  never  had 
'fore:  a  choice. 

Put  your  pencil  down.  Call 
|  "anka.  1-800-OK-DANKA. 

DAISKA 

www.danka.  com 


X\0 


we 


TOSHIBA 


Kodak 
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Time  and  again  at  Shell  we're  discovering  the  rewards 
sspecting  the  environment  when  doing  business.  If  we're 
tploring  for  oil  and  gas  reserves  in  sensitive  areas  of  the 
Id,  we  consult  widely  with  the  different  local  and  global 
erest  groups.  Working  together,  our  aim  is  to  ensure  that 
io-diversity  in  each  location  is  preserved.  We  also  try  to 
Jrage  these  groups  to  monitor  our  progress  so  that  we  can 
iew  and  improve  the  ways  in  which  we  work.  We  see  this 
jss  as  an  important  investment  in  our  goal  of  sustainable 
bpment,  balancing  economic  progress  with  environmental 
re  and  social  responsibility.  It  won't  happen  overnight.  But 
)ns  like  these  are  helping  us  move  forward -with  careful  steps. 

WE  WELCOME  YOUR  INPUT.  CONTACT  US  ON  THE  INTERNET  AT  WWWSHELL.COM/EXPLORE  OR 
EMAIL  US  AT  TELL  SHELL@SI  SHELL  COM'  OR  WRITE  TO  US  AT  THE  PROFITS  &  PRINCIPLES  DEBATE; 
SHELL  INTERNATIONAL  LTD.  SHELL  CENTRE,  LONDON  SE1  7NA  UK 
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Readers  Report 


BEHIND  LOW  PAYROLL  COSTS: 
CHEAP  FEMALE  LABOR  

"The  win-win  in  slowing  labor  costs" 
(Business  Outlook,  May  17)  discusses  a 
number  of  reasons  why  labor  costs 
have  not  increased,  even  with  unusual- 
ly low  unemployment.  Have  you  con- 
sidered the  effect  of  the  increasing  par- 
ticipation of  female  labor  in  the  work 
force?  Employers  are  readily  accept- 
ing well-educated  women. 

Unfortunately,  most  women  draw 
less  salary  than  their  male  counter- 
parts at  all  income  levels.  And  many 
want  to,  or  are  willing  to,  work  part- 
time,  which  has  fewer  fringe  benefits. 
Not  only  do  women's  lower  labor  costs 
bring  down  the  average  cost  of  labor, 
but  male  labor  costs  are  kept  down  as 
a  result  of  competing  against  cheaper 
female  labor. 

Edward  A.  Bryant 
New  York 

HOW  THE  HOUSE  GOP 

IS  GOING  TO  GET  WHIPPED 

Regarding  "A  kinder,  gentler  gop? 
Not  if  Tom  DeLay  can  help  it"  (Wash- 
ington Outlook,  May  17):  The  ex-bug- 
killer  from  Texas  will  be  a  primary 
reason  the  Republicans  will  lose  control 
of  the  House  in  2000.  Even  in  the  old 
days  back  home,  the  smart  money  was 
on  the  bugs. 

Richard  N.  Morgan 
I,i  misville 

TOP  CEOs  MAY  NOT  WANT 

A  POINT-ANP-CLICK  JOB  SEARCH 

After  36  years  in  executive  search, 
I've  seen  a  number  of  fads,  all  pur- 
porting to  change  executive  search.  Yet 
nothing  has  changed,  nor  will  it 
("Headhunting  2000,"  Management, 
May  17).  When  clients  pay  retainers 
in  the  $50,000-to-$500,000  range,  they 
want  that  "touchy  feely"  feeling,  not 
touching  the  keyboard  of  some 
computer. 

Surveys  indicate  that  a  majority  of 
CEOs  don't  use  computers,  so  it  makes 


i 


sense  that  they  would  retain  It 
flight  search  consultant  and  nop 
on  a  computer.  The  ceo  wants  til 
to  a  knowledgeable  person,  on  ■ 
will  take  the  time  to  understat 
company,  its  culture,  and  most  ■ 
tant,  understand  the  ceo.  The  e 
consultant  wants  a  client  who  ■ 
stands  that  searches  take  time,  ■ 
may  take  two  to  three  search  sm 
ments  to  understand  the  client  e» 
ny.  I  don't  believe  the  Net  cam 
the  personalized  service  CEol 
seeking. 

Richard  J.  4 
RosemoJ, 

To  date,  the  only  proven  bent' 
the  Internet  in  high-end  recruitlj 
that  it  gives  boutique  firms  siti 
ours  the  same  research  capabi% 
the  larger  ones.  As  to  wheth^ 
huge  capital  investment  in  Intent 
cruiting  heralds  a  new  age  in  exeii 
search,  that  remains  to  be  seen,*! 
with  whether  Amazon.com  Inck 
earns  a  profit. 

Stanley 
Somersfi 

GLOBAL  WARMING  WON'T 
JUST  COOL  THE  ECONOMY 


Global  warming  is  not  an  eco 
problem  about  predicting  spendin 
terns  and  being  able  to  make  se 
adjustments  to  statistics 
Farmer's  Almanac  and  the  Fed," 
Analysis  &  Commentary,  Ma* 
Global  warming  is  an  environr 
problem  with  the  potential  to  c 
life  on  our  planet. 

The  weather  this  past  winter 
warmest  since  record-keeping  bejfcr 
1985,"  as  you  stated,  was  mere 
latest  in  an  observed  trend  thz 
been  accelerating  over  the  past  s 
decades  and  is  projected  to  coi  i 
under  our  current  "business  as  u 
scenario.  Admittedly,  the  existe:  e 
global  warming  has  not  been  c 
sively  proved.  There  is,  howe 
strong  correlation  between  indu 
ization  in  the  20th  century,  the  in 
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RECKONS  &  CLARIFICATIONS 

n  "Corporate  America's  profit  surprise"  (Cor- 
,orate  Scoreboard,  May  17),  the  correct  first - 
luarter  1999  sales  for  American  General 
;orp.  were  $2.62  billion,  a  6%  increase.  The 
orrect  first-quarter  1999  profit  margin  was 
1%.  For  Brunswick  Corp.,  the  correct  12- 
lonth  earnings  per  share  was  $1.83,  mak- 
ig  the  price-earnings  ratio  12. 

i  letter  in  Readers  Report  ("More  on  Mike 
lilken,  then  and  now,"  May  31)  should  have 
sad:  "Your  cover  story. . .  misstated  the  rea- 
ons  Knowledge  Universe  acquired  Chil- 
Iren's  Discovery  Center."  Due  to  an  editing 
rror,  the  statement  was  incorrectly  attrib- 
ited  to  Mike  Milken. 

Heavy  (equipment)  hitter"  (In  Business  This 
teek,  May  31)  incorrectly  said  that  Case's 
ormer  parent,  Tenneco,  agreed  to  sell  the 
ompany  to  New  Holland.  Case  was  spun  off 
n  1994,  so  the  decision  to  sell  was  Case's. 


greenhouse  gases,  and  a  rise  in  av- 
age  temperatures.  If  we  wait  until 
;  have  irrefutable  proof  of  global 
irming,  it  may  be  too  late  to  reverse 
e  trend  and  solve  the  problem. 
This  past  winter's  mild  temperatures 
ould  not  be  seen  as  a  concern  for 
onomists  about  economic  modeling, 
should  be  a  wake-up  call  for  all  of 
,  citizens  and  politicians  alike. 

Thomas  H.  Stone 
Highland  Park,  111. 

IE  MINIMUM  WAGE  SHOULD 
ICLUPE  HEALTH  CARE  

"A  perfect  time  to  raise  the  mini- 
um wage"  (News:  Analysis  &  Com- 
sntary,  May  17)  highlighted  the  utili- 
of  a  modest  raise  in  the  minimum 
Jge,  but  it  omitted  a  key  issue.  Em- 
oyee  compensation  is  generally  di- 
eted into  three  components:  cash,  re- 
"ement,  and  health-care  insurance, 
ofortunately,  the  minimum  wage  has 
ily  two:  cash  and  retirement  (Social 
icurity).  However,  there  is  no  reason 
t  health  coverage  to  be  excluded, 
lere  is  also  no  reason  for  the  cash 
mponent  of  the  minimum  wage  to 
se  for  those  who  are  currently  unin- 
ired,  when  they  need  insurance  for 
eir  own  sakes  as  well  as  to  ease  the 
lrden  for  the  83%  of  us  who  have 
salth  insurance  and  are  subsidizing 
j  je  17%  who  do  not. 

A  minimum-wage  increase  presents  a 
i  onderful  opportunity  to  funnel  re- 
j  wees  to  the  uninsured.  The  govern- 
I  ent  should  raise  the  minimum  wage 
j  |  adding  a  health-care  component, 
I  ipulating  that  25<2  or  50?  (or  even  $1) 
s  the  increase  must  be  devoted  to 


buying  some  modest  amount  of  health 
insurance.  For  example,  25(2  per  hour 
($500  per  year)  is  sufficient  to  cover 
100%  of  the  23  million  minimum-wage 
employees  with  basic  insurance  to  cov- 
er all  primary-care  needs.  There  is  no 
excuse  for  society  to  continue  to  pre- 
tend that  health  insurance  can  be  pur- 
chased on  an  optional  basis. 

Kenneth  S.  Abramowitz 
Health-care  analyst 
Sanford  C.  Bernstein  &  Co. 

New  York 


THE  COMMUNITY  REINVESTMENT 
ACT  DESERVES  A  FAIR  SHAKE 

The  Community  Reinvestment  Act 
(CRA)  does  not  force  banks  to  reinvest 
anything  anywhere.  Instead,  it  encour- 
ages them  to  meet  the  credit  needs  of 
the  entire  community  ("Don't  hold  bank 
reform  hostage,"  Finance,  May  10). 
This  is  true  regardless  of  how  deposits 
or  loans  may  be  booked. 

If  all  taxpayers  help  pay  for  deposit 
insurance  and  other  federal  bank  sub- 


Before  deregulation  or  out-moded  technology  or  bad  service 
spooks  the  tiger  that  is  your  business,  get  with  Williams. 


We've  earned  our  stripes.  By  offering  what  companies  need 
most  —  confidence.  Whether  we  lead  you  through  the  confusion 
of  deregulation,  or  deliver  new  solutions  technologies  or  simply 
continue  to  be  the  model  of  customer  service.  Call  Williams,  and 
prowl  the  business  jungle  with  a  bit  more  swagger. 


Williams 
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ROLF  JENSEN 


elcome  to  the  new  age 
where  corporate  myths  will 
conquer  markets  and  stories 
will  drive  sales.  Internationally 
renowned  futurist  Jensen  gives 
you  a  tangible  look  at  what 
to  expect  in  the  next  25  years, 
and  outlines  how  companies 
must  prepare  to  take  advantage 
of  the  new  marketplace. 
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sidies,  then  they  should  all  havejqi 
access  to  credit.  Such  economic  jkt 
grants  everyone  an  equal  opporoa 
for  a  loan  approval  or  denial. 

The  cra  does  not  require  baivj 
make  bad  loans;  these  are  mat 
bad  bankers.  Your  readers  woul 
know  this,  as  the  only  cited  expef  j 
made  the  repeal  of  the  cra  nisi 
work.  The  two  referenced  studieti 
purport  to  show  that  cra  loansit 
above-average  default  rates  arejta 
than  offset  by  more  studies  that'll 
that  cra  loans  are  similar  to  no*c 
loans  in  most  ways.  In  fact,  the  j! 
of  low  prepayment  rates  for  CRAp 
(i.e.,  low-  and  moderate-incomeb 
rowers  do  not  refinance  as  mufl 
other  borrowers  when  rates  fall; 9* 
helped  make  them  a  favorite  o 
vestors. 

The  cra  has  been  successful  $t< 
couraging  first-time  homeownersh  i 
small-business  formations.  This  ]$ 
the  cra's  consumer  protection  mi 
keep  pace  with  any  bank  reform,  lo 
ing  more,  nothing  less. 

Kenneth  H.  Tlfe 
Wharton  Jjh 
Philadp 
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I  very  day  we  are  working  to  develop 

advanced  technologies: 

Fiber  Optic  Data  Transmission 

(systems  that  speed  electronic  information  throughout  your  vehicle) 

Mobile  Multi-Media  Communication 

(systems  that  will  bring  space  age  communications,  the  Internet,  movies,  games  and  more  into  a  vehicle) 

Adaptive  Cruise  Control 

(systems  that  can  electronically  adjust  speed  to  maintain  a  preset  distance  from  another  vehicle) 

Advanced  Energen™  Energy  Systems 

(systems  that  will  generate  power  and  even  help  propel  a  vehicle) 

Advanced  Safety  Interiors 

(systems  that  will  tailor  airbag  deployment  based  on  individual  occupant  and  collision  characteristics) 

Electronic  Drive-By- Wire  Systems 

(systems  that  use  sensors  and  electrical  impulses  instead  of  conventional 
mechanical  components  for  functions  like  steering,  braking  and  more) 

TRAXXAR™  Vehicle  Stability  Systems 

(systems  that  will  help  give  you  greater  control  of  your  vehicle) 
Advanced  Thermal  Management  Systems 

(systems  that  keep  you  and  your  engine  cool  and  comfortable). 

SOME  OF  WHICH 
WILL  END  UP 


DCLPHL 

Automotive  Systems 

D  riving  "To  m  o  r  r  o  w  s  T"e  <z  h  n  o  I  o  g  y 


)hi  Automotive   Systems,    now   under   the   stock   symbol  DPH    and   at  www.delphiauto.com 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

OFFICE  2000:  TOO 
MUCH  RENOVATION 


Microsoft's  changes 
suit  big  companies 
fine-but  are  overkill 
for  lower-tech  users 

How  often  do  you  cre- 
ate a  document, 
spreadsheet,  or  slide 
presentation  to  be  shared 
with  colleagues  over  an  in- 
tranet? If  you  work  for  a 
technologically  advanced  cor- 
poration, your  answer  may 
be  "all  the  time."  But  if  you 
work  for  a  smaller  company 
or  just  one  that  doesn't  live 
on  the  cutting  edge  of  tech- 
nology, the  likelier  answer  is 
"huh?" 

Microsoft  clearly  had  the 
first  group  in  mind  when  it 
designed  Office  2000  for  Win- 
dows, the  latest  version  of  its 
flagship  application  suite,  with 
the  goal  of  letting  "users 
move  ahead  into  a  new  glob- 
al, Web-centric  world."  While 
Office  2000,  which  is  shipping 
now  to  corporate  customers 
and  will  be  available  in  stores 
on  June  10,  contains  a  num- 
ber of  refinements  that 
all  users  of  Word,  Ex- 
cel, Outlook,  and  es- 
pecially PowerPoint  will  ap- 
preciate,   the    upgrade  is 
clearly  aimed  at  big  corpo- 
rate buyers. 

This  is  most  obvious  in  the 
heavy  emphasis  on  the  prepa- 
ration of  material  to  be  read 
in  Web  browsers.  By  itself, 
that  is  not  new.  What  is  new 
is  the  ability  to  save  docu- 
ments and  spreadsheets  in 
the  Web's  hypertext  markup 
language  and  preserve  fea- 
tures, such  as  notes  and  for- 
mulas, that  cannot  be  dis- 
played in  browsers.  This 
allows  people  to  post  materi- 
al to  the  Web,  then  bring  it 


back  into  Word  or  Excel 
without  losing  information.  It 
also  makes  it  easier  for  work 
groups  that  share  access  to 
an  internal  corporate  Web 
site  to  work  together  to  cre- 
ate documents. 

The  new  Office  can  be  in- 
stalled with  a  minimal  set  of 
features.  Anything  not  part 
of  the  basic  set,  such  as  au- 
tomatic hyphenation,  will  be 
quickly  and  painlessly 
downloaded  from  a  net- 
work file  server  when 
used  for  the  first  time. 
This  ability  to  install  on 
demand  is  handy  for  cor- 
porate technology  man- 
agers who  may  want  to 
reduce  the  impact  of  a 
standard  installation, 
which  is  huge  at 
250  megabytes 


of  Office  2000  are  enterprise- 
oriented.  One  big  change  you 
will  notice  right  away  is 
much  simpler  menus.  Only 
the  most  frequently  used 
items  appear.  The  more  ob- 
scure commands  are  hidden 
until  you  click  on  an  arrow 
at  the  bottom  of  the  list  or 
keep  a  menu  open  for  more 
than  a  few  seconds  without 
making  a  choice.  This  hides 
some  of  the  sprawling  com- 
plexity of  Office. 
ALBANIAN.  Another  feature 
that  is  really  intended  to 
make  life  simpler  for  multi- 
national corporations  can  be  a 
big  benefit  for  individuals 
who  work  in  more  than  one 


THREE  FLAVORS  OF 
OFFICE  2000 


FEATURES 

SMALL  BUSINESS 


Word,  Excel,  Outlook 
Publisher 


PROFESSIONAL 

Word,  Excel,  Outlook,  Publisher  309/599 
Access,  PowerPoint 


But  it  only  works  if  you  are 
on  a  network  all  the  time.  If 
not,  you  had  better  keep  the 
Office  installation  cd-rom 
handy.  Microsoft  has  added 
protections  against  booby- 
trapped  files,  such  as  the 
Melissa  virus.  But  the  tech- 
nology employed  depends 
on  corporate  authentication, 
which  won't  do  much  outside 
the  office. 

Not  all  the  new  features 


PREMIUM 

Word,  Excel,  Outlook,  Publisher 
Access,  PowerPoint,  FrontPage 
PhotoDraw 


DATA  MICROSOFT 


language.  A  new  feature  lets 
you  work  in  just  about  any 
language  with  the  appropri- 
ate spell  and  grammar  check- 
ers, hyphenation  dictionaries, 
and  other  language  tools.  I 
found  switching  languages  a 
bit  tricky  at  first,  but  once 
set  up,  it's  easy  to  go  from 
English  to  Albanian  or  36 
other  languages.  (English, 


French,  and  Spanish  arejfe 
dard;  other  languages  rfa 
the  $70  Proofing  Tools  k 
The  changes  in  theiji 
vidual  Office  applicatioir; 
limited,  as  befits  ma 
products.  Word  and  Excfe 
some  minor  tweaks,  ft 
now  lets  you  enter  texia 
where  on  a  page,  a  fdh 
long  available  in  Corel'J 
WordPerfect.  And  in  1 
ture  borrowed  from  thdU 
intosh,  you  can  now« 
multiple  selections  to  the 
board  and  paste  any  orH 
them  into  a  document. 

My  vote  for  the  mow 
proved  Office  componlt 
PowerPoint.  A  new  sft 
design  shows  a  slide,  m 
er's  notes,  and  an  outlfe 
your  entire  presentatm 
the  same  time.  Clickp 
any  slide  opens  j 
editing,  vastly  sjq 
-  tying  the  creatiB 
presentations. 
Outlook,  the  cop 
E-mail  and  contacts 
agement  program,  frt 
major  overhaul  last  ye;s« 
is  little  changed  in  th<  : 
round.  Ari 
proved  verafc 
Publisher,  m 
gram  that  p 
it  relatively® 
pie    to  pip; 
documents  |el 
as  brochur 
printing,  is 
standard  c 
nent  of  the 
suite. 

All  in  all, 
2000  repres 
useful  evolu 
what  most 
ness  con 
users  rega 
their  most 
tant  set  of 
cations.  Still,  I  could] 
cape  the  feeling  that 
is  ridiculous  software  o 
for  a  lot  of  people — 1( 
too  complex,  and  too 
sive.  In  my  next  coh 
will  look  at  how  key 
applications  could  be 
more  useful  and  accessi 
home  users  and  small 
ness  people. 
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an  you  name  the  most  important 
American  social  development  of 
the  past  30  years?  According  to 
ement-theory  maverick  Peter  F. 
?r,  it's  not  the  emergence  of  the 
ter  or  the  breaking  of  the  tradi- 
bond  between  employee  and  em- 
.  Instead,  it's  the  rise  of  new 
•churches,"  which  have  won  thou- 
of  adherents  as  more  traditional 
nations  have  declined.  The  mega- 
,  argues  Drucker,  appeals  to  the 
irchgoer  by  providing  a  spiritual 
mmunal  experience  rather  than  a 
itic  one.  Its  success  comes  from 
tanding  why  people  weren't  going 
irch  and  appealing  to  that  un- 
customed 

il  you  read  Drucker's  latest  of- 
Management  Challenges  for  the 
entury,  you  may  not  think  man- 
can  leam  much  from  ministers, 
lanagement,  argues  the  octoge- 
Drucker,  is  not  simply  a  busi- 
mcern:  It's  a  consideration  for  all 
i,  from  the  surgical  unit  to  the 
ate  behemoth.  Moreover,  as  we 
e  millennium,  he  says,  most  corn- 
accepted  management  ideas  are 
uate  for  the  changes  sweeping 
rid.  Therefore,  if  we  must  borrow 
rom  the  church  than  the  B-school 
ite  a  workable  new  management 
ire,  then  so  be  it. 
cker's  intent  is  to  get  managers  to 
•ove  then-  daily  worries  and  think 
e  cosmic  terms.  In  large  part,  he 
ds.  In  the  strong,  clear  prose  we 
ome  to  expect  from  him,  Drucker 
is  why  management  practices  as 
)w  them — along  with  many  of  his 
tieories — have  lost  their  utility, 
llobal  events  are  behind  this,  and, 
how  individuals  can  tiy  to  man- 
emselves  in  the  years  to  come, 
t  with  the  organization.  Although 
lave  used  a  classic  command-and- 
1  structure  for  the  better  part  of 


this  century,  we  can  no  longer  assume 
this  is  appropriate.  In  a  world  of  knowl- 
edge workers  (a  term  coined  by  Druck- 
er some  30  years  ago),  in  which  a  young 
software  engineer  knows  more  about 
his  product  than  his  manager,  manage- 
ment must  flow  in  two  directions.  The 
boss  is  as  dependent  on  gleaning  wis- 
dom from  employees  as  they  are  on  the 
boss's  knowhow.  Yet  that  doesn't  mean 
all  organizations  must  turn  to  "politi- 
cally correct"  teams.  Drucker  says  the 
current  emphasis  on  teams  may  fail — 
not  because  they're  a  bad  ^^^^^h 
idea,  but  because  power  con-  [ 
tinues  to  flow  from  the  top. 
"We  talk  incessantly  about 
teams,"  he  says.  "Yet  we 
now  practice — and  not  only 
in  American  industry — the 
most  extreme  personality 
cult  of  ceo  supermen." 

Strategy,  too,  is  due  for 
an  overhaul,  he  says,  as  a 
result  of  societal  changes 
that  managers  rarely  con- 
sider. Economic  globalization, 
for  instance,  is  proceeding — 
just  as  many  of  the  world's  political  and 
ethnic  groups  become  more  fractious. 
Business  should  respond,  he  believes, 
by  depending  less  on  mergers  and  more 
on  alliances  that  are  flexible  enough  to 
survive  in  both  a  unified  global  economy 
and  a  fragmented  political  world. 

The  most  important  global  shift,  he 
thinks,  is  the  decline  in  most  developed 
countries'  birthrates,  to  around  two  live 
births  per  woman  of  childbearing  age. 
The  resulting  worker  shortage,  he  says, 
will  lead  to  a  huge  tide  of  immigration, 
with  its  obvious  disruptions,  and  to  a 
leap  in  the  retirement  age,  to  about  79. 
How,  then,  to  manage  older  employees, 
who  are  neither  temps  nor  full-timers, 
who  have  lots  of  wisdom  about  the  com- 
pany but  aren't  on  the  fast  track?  Cur- 
rent models  don't  address  this  develop- 


PETER  F.  DRUCKER 

Management 
Challenges 

for  the 
21st  Century 


ment.  Regrettably,  Drucker  does  not 
come  up  with  an  action  plan  here,  but 
he  does  ask  the  questions  that  should 
set  us  on  our  way. 

A  chapter  on  change  management  be- 
gins with  the  plain-and-simple  assertion 
that  it  just  can't  be  managed — that  one 
can  only  strive  to  stay  ahead  of  events. 
That's  bad  news  for  consultants,  who 
currently  are  minting  money  by  con- 
vincing clients  that  they  can  control 
change.  Drucker  does,  however,  provide 
some  common  sense  on  what  not  to  do 
when  trying  to  change  your  organiza- 
tion: Don't  confuse  novelty  with  innova- 
tion, don't  confuse  motion  with  action, 
and  be  sure  to  "pilot,"  or  test  out  new 
ideas  first  on  a  small  scale.  Amid  to- 
day's market  frenzy,  that  advice  is  going 
largely  unheeded,  as  managers  race  to 
take  their  companies  public  before  their 
ideas  have  been  fully  tested. 

It's  worth  noting  that  Drucker  him- 
self has  piloted  some  of  this  book's  ma- 
terial, excerpting  portions  in  Forbes, 
^^^^h  the  Harvard  Business  Re- 
|  view,  and  the  California 
Management  Review  and 
later  using  feedback  to  re- 
work them.  That  may  have 
helped  him  clarify  his 
thoughts,  but  it  is  disap- 
pointing to  those  who  may 
have  expected  completely 
fresh  material. 

Finally,  Drucker  narrows 
his  focus,  turning  from  the 
organization  to  the  knowl- 
edge worker.  Individuals  are 
living  longer  and  the  corpo- 
ration's life  span  is  decreasing.  Since 
that  makes  it  likely  that  employees  will 
"outlive"  their  companies,  they  must 
also  learn  to  manage  themselves.  In 
the  post-downsizing  world,  the  concept 
is  hardly  revolutionary.  Still,  Drucker 
provides  helpful  and  specific  advice. 
For  example,  figure  out  whether  you 
are  a  "reader,"  someone  who  needs  to 
read  material  to  comprehend  it,  or  a 
"listener,"  one  who  must  hear  that  in- 
formation first.  No,  this  is  not  the 
grandiose  stuff  we  expect  from  Druck- 
er. But  the  tips  help  humanize  some 
of  the  vast  concepts  in  this  powerful 
book— an  accomplishment  that's  sadly 
out  of  the  reach  of  most  management 
winters. 

BY  JENNIFER  REINGOLD 

Reingold  covers  management. 


RUCKER  SAYS  BUSINESS  CAN  PREPARE  FOR  THE 
UTURE  IN  PART  BY  LEARNING  FROM  CHURCHES 
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In  the  next  30  years  the  need  for  food  is  expected  to  double.  Still  the  cultivated  areas  remair 
limited.  That  is  why  Hoechst  Schering  AgrEvo,  our  agribusiness,  is  utilizing  biotechnology  to 
crop  production  and  protection  for  harvests  making  them  more  bountiful  than  ever,  to  meet  t 
increasing  demand  for  food  around  the  world. 


Imagine  a  world  where  harvests  grow  just  as  fast  es 


ices 


Hoechst  AG,  D-65926  Frankfurt,  www.hoechst.com 
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burden. 

7  THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Simon  & 
Schuster  •  $25)  Why  the  good  times  won't  go  away. 

8  ELECTRONIC  DAY  TRADERS'  SECRETS  by  Marc  Friedfertig 
and  George  West  with  Jonathan  Burton  (McGraw-Hill  • 
$29.95)  Interviews  with  those  who  have  scored. 

9  RAVING  FANS  by  Ken  Blanchard  and  Sheldon  Bowles 
(Morrow  •  $20)  Turning  customers  into  your  biggest  boosters. 

10  THE  ELECTRONIC  DAY  TRADER  by  Marc  Friedfertig  and 
George  West  (McGraw-Hill  •  $34.95)  Hopping  in  and  out  of 
the  market  electronically. 

11  THE  MOTLEY  FOOL'S  RULE  BREAKERS,  RULE  MAKERS  by 

David  and  Tom  Gardner  (Simon  &  Schuster  •  $25)  Investing 
in  upstarts  and  in  established  companies. 

12  DIRECT  FROM  DELL  by  Michael  Dell  with  Catherine  Fredman 
(HarperBusiness  •  $26)  Dell  Computer's  CEO,  on  his  life  and 
business. 

13  GUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles  (Morrow  • 
$20)  How  Walton  Works  No.  2  fired  up  its  employees. 

14  THE  WARREN  BUFFETT  PORTFOLIO  by  Robert  G.  Hagstrom 
(Wiley  •  $24.95)  Using  "focus  investing"  to  select  successful 
stocks. 

15  WHO  MOVED  MY  CHEESE?  by  Spencer  Johnson,  M.D. 
(Putnam  •  $19.95)  Learning  to  accept  change. 
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THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanl 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The  s\ 
ways  of  the  wealthy  among  us. 

THE  SEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  popula\ 
THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  pape\ 
THE  1999  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The  j 
enduring  job-search  bible. 

GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruj 
Patton  (Penguin*  $12.95)  A  Harvard  team's  step-by-ste\ 
guide  to  conflict  resolution. 

THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard,  P( 
and  Spencer  Johnson,  M.D.  (Berkley  •  $11.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 
THE  WALL  STREET  JOURNAL  GUIDE  TO  UNDERSTAND! 
MONEY  AND  INVESTING  by  Kenneth  M.  Morris  and  Alaj 
Siegel  (Fireside  •  $15.95)  Concise  explanations  enriche] 
with  graphics. 

THE  MOTLEY  FOOL  INVESTMENT  WORKBOOK  by  Davie 
Tom  Gardner  (Fireside  •  $12)  "So  where  do  I  find  stocks\ 
other  queries,  asked  and  answered. 
INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Bd] 
$19.99)  From  stocks  to  small  business — with  cartoons, 
THE  ERNST  &  YOUNG  TAX  GUIDE  1999  by  the  Tax  Parti 
and  Professionals  of  Ernst  &  Young  LLP  (Wiley  •  $15. 9q 
That  check  should  arrive  any  day  now. 
BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMEN 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $12.95)  What  is  an  oligopsony  anyway? 
1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson 
(Workman  •  $10.95)  Give  them  a  champagne  brunch,  a\ 
casual-dress  day — or  plain  old  cash. 

THE  DANCE  OF  CHANGE  by  Peter  Senge,  Art  Kleiner,  C| 
lotte  Roberts,  Richard  Ross,  George  Roth,  and  Bryan  Srtj 
(Currency  •  $35)  A  workbook  on  "the  learning  organizat\ 

J.K.  LASSER'S  YOUR  INCOME  TAX  1999  by  the  J.K.  La 
Institute  (Macmillan  •  $14.95)  Enough,  already. 
BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $15)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 


business  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  econdj 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  April. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com  (Click  on  BW  Plus!) 


HOT  TYPE 


THE  SIMPLE  MORAL  OF  SPENCER  JOHNSON  S 

Who  Moved  My  Cheese?,  No.  15  on 
this  month's  hardcover  best-seller  list,  is  that  change  is  nec- 
essary and  people  shouldn't  fear  it.  But  managers  who  assign 
the  book  to  colleagues  could  find  that  it  prompts  some  un- 
expected questions — along  with  a  measure  of  resentment. 

Who  Moved  My  Cheese?  is  a  fable  that  can  be  read  in  un- 
der an  hour,  even  if  you  move  your  lips.  Here's  the  plot:  Four 
"little  characters"  live  in  a  maze.  Two  of  these  are  mice,  and 
two  are  "littlepeople,"  Hem  and  Haw.  At  first,  all  depend  on 
a  large  store  of  cheese  they  have  found.  But  that  runs  out. 
The  mice,  who  don't  "overanalyze  or  overcomplicate  things," 
immediately  move  on,  searching  for  another  cheese  cache. 


Hem  and  Haw  stay  behind,  in  denial  about  how  thing: 
changed,  fearful  of  venturing  into  "dangerous"  territc 
time,  Haw  sallies  forth  alone.  He  finds  a  new  and  bette 
stash — where  the  mice  are  already  living  the  good  life.  E 
unclear  whether  Hem  will  ever  realize  he  must  do  like 
Right.  So  the  implication  is  that  some  workers  are  d 
than  rodents,  no?  And  if  your  boss  gives  you  this  boo 
may  have  some  questions:  Just  what  changes  are  bein 
templated?  Do  employees  have  any  say?  Will  everyone 
benefit?  It  won't  do  to  dismiss  these  questions  as  sympfr 
"peer  pressure  that  fights  change" — no  matter  wh 
schemes  o'  mice  and  men. 

BY  HARDY 


inding  a  needle  in  a  haystack  is  simple. 
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se  a  strong  magnet. 


ife  is  Complicated: 

Vast  new  information  sources 
Dynamic  workteams 
Shorter  product  cycles 
Thinner  profit  margins 
Higher  customer  expectations 
Ever-changing  regulations 
.-  ■   '  ■ '  .  ■ '  >■.'.•■" 

Vitl  making  the  right  decisions 
iver  get  easier? 


Yes!— if  you  attract  the  information  you  need, 
when  you  need  it,  without  searching  through 
stacks  of  irrelevant  "hay".  Make  informed  decisions 
with  pinpoint  accuracy.  Find  and  manage  the 
documents  you  depend  on. 

PC  DOCS  Enterprise  Document  Management  and 
Knowledge  Management  solutions  make  life  easier 
for  more  than  7,500  companies. 


OCS  Simplify. 


U  L  C  R  U  M 


Call:  1-800-933-DOCS 
Visit:  www.pcdocsfulcrum.com 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


A  LOOK  AT  LARRY  SUMMERS- 
FROM  TAXES  TO  HAIRCUTS 


ACTIVIST: 

A  strong  fiscal 
conservative, 
Summers  has 
long  believed 
in  the 
potential 
benefits  of 
government 
intervention  in 
the  economy 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fellow  of  the  Hoover  Institution 
irjbweek@harvard.edu). 


With  Lawrence  H.  Summers  soon  to 
become  U.  S.  Treasury  Secretary, 
his  views  and  background  have  be- 
come a  public  concern.  Several  years  ago, 
Summers  told  me:  "If  I  had  your  views  on 
economics,  I  would  find  another  profession." 
My  views  involve  a  limited  government  that 
allows  private  markets  to  operate  freely. 
Hence,  my  perspective  does  not  admit  much 
opportunity  for  economists  to  design  useful  in- 
terventions for  policymakers.  Some  people, 
including  Summers,  think  that  economics 
would  be  a  pretty  dull  field  in  such  a  world. 
Therefore,  if  he  accepted  my  vision  of  reality, 
he  would  find  something  else  to  do. 

Fortunately  for  Summers,  he  has  always 
believed  in  the  potential  benefits  from  gov- 
ernmental activism,  although  the  strength  of 
this  belief  has  diminished  over  time.  He 
thinks  that  economic  incentives  and  markets 
are  powerful  but  that  free  markets  do  not 
always  achieve  socially  desirable  outcomes. 
Thus,  the  power  of  incentives  becomes,  for 
Summers,  an  efficient  way  for  policymakers  to 
influence  choices.  For  example,  incentives  can 
affect  behavior  involving  savings  rates,  en- 
vironmental pollution,  jobs,  and  wages.  He 
believes  financial  markets  are  especially  sub- 
ject to  problems  such  as  irrational  exuber- 
ance and  bubbles  that  sometimes  burst.  Sum- 
mers therefore  supports  strong  government 
regulation  of  these  markets,  and  he  was  once 
even  sympathetic  to  an  onerous  tax  on  the 
buying  and  selling  of  securities. 
NOTHING  BUT  GREED?  Summers  is  strongly 
fiscally  conservative  and  supports  budget  poli- 
cies that  promote  national  saving  and  higher 
productivity.  Hence,  he  favors  balanced  bud- 
gets and  funded  plans  for  Social  Security,  in- 
cluding a  role  for  private  accounts.  However, 
he  has  a  tendency  to  favor  "capital  levies," 
the  term  that  economists  give  to  taxes  that 
fall  on  capital  goods  or  other  products  of  past 
decisions.  The  idea  is  that  such  taxes  do  not 
distort  the  economy  because  earlier  decisions 
cannot  be  undone.  Hence,  Summers  tends  to 
favor  investment  tax  credits  or  subsidies  to 
new  capital  rather  than  reductions  in  corpo- 
rate tax  rates,  which  treat  old  and  new  capi- 
tal alike.  Unfortunately,  one  problem  with 
capital  levies  is  that  they  cause  serious  dis- 
tortions when  businesses  and  households  an- 
ticipate them. 

The  inheritance  tax  is  an  example.  High 
death  taxes  tend  to  be  inefficient  because 


live  people  know  about  them  and  alter 
lifetime  plans  on  savings  and  bequest 
cordingly.  Summers  once  said  that  oppo 
to  high  inheritance  taxes  could  be  based 
nn  greed.  But  I  think  this  argument  refl 
more  his  overly  liberal  upbringing  tha 
understanding  of  public  finance. 

Summers  has  been  a  positive  force  foi 
trade,  the  introduction  of  indexed  bond 
the  new  dollar  coin,  and  a  hands-off  \ 
toward  the  Federal  Reserve's  monetary 
cy.  More  problematic  has  been  his  su; 
of  international  bailouts,  starting  wit! 
Mexican  deal  in  1995.  These  bailouts  ha 
volved  an  unfortunate  alliance  betweei 
International  Monetary  Fund  and  the 
Treasury.  Subsequent  problems  in  East 
Russia,  and  Brazil  have  made  the  imi 
Treasury  eager  to  get  out  of  the  bailout 
ness.  I  think  these  desires  underlie  the 
tative  and  reasonable  support  from  SurrB 
and  other  officials  for  dollarization  propose 
Latin  America. 

.300  hitter.  Much  has  been  written  :K 
Summers'  tendencies  to  be  badly  dresseflt 
tardy.  On  the  former,  I  can  offer  the  hyDt 
esis  that  no  one  has  ever  come  up  wk 
brilliant  idea  while  wealing  a  tie.  On  thl 
ter,  I  can  quote  the  locally  renowned  b;b 
Michael,  who  operates  in  the  shadow  of  (fe 
Summers'  previous  haunts,  the  National! 
reau  of  Economic  Research  in  Cambip 
"Larry  used  to  make  an  appointment  ft 
a.m.  and  show  up  at  4  p.m.,  saying,  'Arw 
ready  for  me  yet?'"  At  least  as  Tre:l 
Secretary,  almost  everyone  else  will  hai 
accommodate  their  schedules  to  his. 

Until  the  early  1990s,  Summers  wait 
consummate  academic,  always  pursuirli 
multaneously  more  interesting  projectsB 
any  reasonable  person  could  keep  track  o } 
once  said  that  I  viewed  him  as  battinjp 
with  respect  to  the  quality  of  these  profe 
but  I  thought  that  was  pretty  good.  W« 
came  to  Harvard  University  in  1987,  hm 
my  most  stimulating  colleague,  and  I  an<oi 
ers  benefited  greatly  from  his  insight 
recently  as  two  years  ago,  the  Harvarcet 
nomics  department  tried  to  rehire  him,  ft 
ing  he  could  be  wooed  back  to  the  acaipr 
path.  That  won't  happen,  but  Summers  m 
the  best  economist  ever  to  be  TreasurySf 
retary.  Alexander  Hamilton  may  hav«i) 
better  intuition,  but  he  lacked  the  film 
training. 


'Alright,  guys.  Break  it  up?' 


Nothing  separates  the  all-new  V-6,  7-passenger  Honda  Odyssey  from  other  minivans  quite  like  the 
convertible  second-row  seats.  You  can  go  from  a  bench  seat  to  two  bucket  seats  before  the  next  family  argument 
breaks  our.  (  lomc  in  for  a  test-sit  and  sec  w  hat  else  sets  (  )d\  ssc\  apart. 


(H)  HONDA 


The  all-new  Odyssey.  It's  on e  b i g  h  a  p  p y  m i n i v a n. 


For  more  information,  call  one  big  happy  toll-free  number:  1-800-33-HOND.  \  >n  visit  us  at  www.konda.com.  ©  1998  American  I  londa  Matoi  <  u  Im 
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Introducing  the  Aero  2100  color 
Palm-size  PC,  powered  by  Windows  CE. 

Face  it,  color  communicates.  It  makes  it  easier  for  you  to  read  and 
understand  information.  With  new  color  Palm-size  PCs,  you  can: 
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you  travel. 
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Windows,  you  know  Windows  CE. 

The  Compaq  Aero  2100  powered  by  Microsoft" 
Windows  CE  is  available  at  Best  Buy,  Circuit  City, 
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or  at  800-AT-COMPAQ.  And,  it  starts  at  just  $449. 
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Economic  Trends 


BY  GENE  KORETZ 

IMMIGRANTS' 
ECONOMIC  WOES 

The  low-skilled  are  in  a  jobs  bind 

For  the  past  two  decades,  economists 
and  social  observers  have  bemoaned 
the  rapid  growth  in  income  inequality  in 
the  U.  S.  Pointing  to  the  widening  gap 
between  the  wages  of  high  school  grad- 
uates and  those  with  college  degrees, 
some  critics  have  claimed  that  the  na- 
tion is  in  danger  of  developing  a  rigid 
class  system  out  of  sync  with  tradition- 
al American  democratic  values. 

Lately,  such  concerns  have  abated. 
For  one  thing,  there  has  been  a  general 
upgrading  of  the  labor  force  as  more 
and  more  Americans  have  graduated 
from  high  school  and  gone  on  to  col- 
lege. For  another,  low  unemployment 

POVERTY  GROWS  AMONG 
THE  FOREIGN-BORN 

POVERTY  RATES,  U.S.  RESIDENTS  AGED  18  TO  55 
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has  finally  begun  to  lift  the  wages  of 
those  at  the  bottom  of  the  income  lad- 
der. Still,  as  a  recent  study  by  economist 
Maria  E.  Enchautegui  of  the  University 
of  Puerto  Rico  suggests,  there  is  one 
group  whose  economic  status  may  actu- 
ally deteriorate  in  the  years  ahead  de- 
spite their  adherence  to  the  work  ethic: 
low-skilled  immigrants. 

Between  1980  and  1994,  notes  En- 
chautegui, the  number  of  working-age 
immigrants  in  the  U.  S.  without  a  high 
school  degree  jumped  from  2.8  million  to 
5.1  million — as  the  number  of  U.  S.-bom 
high  school  dropouts  fell  sharply  from  20 
million  to  13  million.  Thus,  by  the  mid- 
1990s,  low-skilled  immigrants — both  le- 
gal and  illegal — made  up  30%  of  all  U.  S. 
workers  without  a  high  school  diploma. 

If  these  trends  continue,  says  En- 
chautegui, foreign-born  workers  will 
soon  make  up  the  majority  of  low-skilled 
labor  in  the  U.  S.  (Some  36%  of  immi- 
grant men  had  less  than  a  high  school 
education  in  1996,  compared  with  10%  of 


native  men.)  Indeed,  in  many  high-im- 
migration metro  areas — on  the  East  and 
West  Coasts  and  in  Florida  and  Texas — 
immigrants  already  comprise  75%  of  the 
low-skilled  workforce. 

Such  poorly  educated  workers  are 
highly  disadvantaged  in  a  number  of  re- 
spects. Two-thirds  have  never  attended 
high  school  at  all,  and  20%  don't  speak 
English.  Yet  their  unemployment  rates, 
while  high,  are  significantly  below  those 
of  poorly  educated  U.  S.-bom  workers. 

The  problem  is  that  their  very  num- 
bers, combined  with  declining  demand 
for  low-skilled  workers,  are  driving  their 
wages  down.  Between  1979  and  1997, 
according  to  the  Economic  Policy  Insti- 
tute, average  hourly  wages  of  high 
school  dropouts,  adjusted  for  inflation, 
fell  by  26%- — and  those  of  the  foreign- 
bom  in  this  group  are  down  even  more. 
As  a  result,  poverty  among  working- 
age  immigrants  has  been  soaring,  from 
14.7%  in  1980  to  21.3%  in  1994— and 
36%  among  the  less  educated. 

Even  with  a  strong  economy,  this  sit- 
uation may  not  improve.  Despite  some 
changes  in  immigration  policy,  low- 
skilled  workers  continue  to  enter  the 
U.S.,  both  legally  and  illegally.  While 
many  take  the  most  menial  jobs,  La- 
bor Dept.  projections  indicate  that  such 
jobs  are  not  expanding — suggesting  con- 
tinued downward  pressure  on  their 
wages.  Sooner  or  later,  says  Enchau- 
tegui, policymakers  will  have  to  address 
the  growing  plight  of  poorly  educated 
immigrants. 


ARE  WINDFALLS 
SPENT  OR  SAVED? 

A  lottery  study  offers  some  clues 

In  a  recent  book.  The  Stakeholder  So- 
ciety, Yale  University  law  professors 
Brace  A.  Ackerman  and  Anne  Alstott 
suggest  providing  all  high  school  grad- 
uates with  $80,000— either  to  finance 
college,  or  in  four  annual  payments  of 
$20,000  stalling  at  age  21  to  save,  buy  a 
house,  stall  a  business,  or  whatever. 

Such  a  stake,  they  say,  would  not 
only  equalize  opportunity  in  American 
society  but  also  have  a  positive  effect  on 
young  people's  behavior.  But  wTould  it? 
While  not  entirely  comparable,  a  recent 
National  Bureau  of  Economic  Research 
study  of  the  behavior  of  lottery  win- 
ners in  Massachusetts  suggests  that 
many  of  those  who  opt  for  the  four 
$20,000  annual  checks  a  year  might  sim- 
ply choose  to  spend  the  extra  cash. 
In  the  study,  researchers  Guido  W. 


Imbens,  Donald  B.  Rubin,  and  I] 
Sacerdote  analyzed  the  economic 
havior  of  lottery  winners  who  wcj 
ther  about  $80,000  a  year  for  20  I 
or  about  $15,000  a  year  for  20  v] 
Predictably,  they  found  that  son 
the  $80,000-a-year  winners  used  I 
windfalls  to  stop  working.  Big  wil 
also  boosted  both  their  savings  and! 
spending  on  cars  and  new  homes.  I 

By  contrast,  $15,000-a-year  piiz* 
tually  tended  to  enhance  the  woi 
forts  of  winners  a  bit,  inducing  I 
who  had  been  out  of  the  labor  foJ 
find  jobs.  Since  overall  savings  a] 
$15,000  winners  fell,  however,  ia 
appears  that  such  prizes  tended  to  I 
ulate  consumption  and  to  temper  I 

One  other  noteworthy  findings 
div  orce  rates  of  both  big  and  smaj 
teiy  winners  tended  to  rise  in  the  [ 
after  they  hit  the  jackpot. 


THE  SKINNY  ON 
PENSION  PLANS 

How  they  help  boost  the  markij 

In  recent  years,  defined-benefitpe 
sion  plans — traditional  plans  thaja 
vide  employees  with  set  pensions  u  i 
tirement — have  been  heavy  sellm 
stocks.  You  might  think  that  this  m 
have  put  downward  pressure  ol 
market,  but  it  hasn't. 

Economist  Brace  R.  Bartlett  <  I 
National  Center  for  Policy  Analysts 
plains  why.  Companies  have  been  m 
stocks  in  their  pension  portfolio! 
says,  because  the  rising  market  ham 
vided  them  with  more  than  enoujs 
sets  to  cover  pension  promises.  Bile 
need  to  fund  their  plans,  he  note* 
translates  into  higher  profits — m 
tends  to  keep  stock  prices  from  f&i 
Employers  have  ■mmbbb^^hbi 
also  been  switch-  BUYERS  AND  SO 
ing  to  defined-con-  IN  THE  MARK 
tribution  plans,  like 


NET  PURCHASES  OF  EBT 


DEFINED  CDNTRI8U 
PENSION  PUNS. 
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401(k)s,  to  which  60" 

employees     con-  40 
tribute.  And  be- 
cause employees 

themselves    own  | 
the  assets  in  these 

plans  (via  individ-  20 

ual  accounts),  they  _40- 
keep  buying  stocks 

when  the  market  "60~94  ,95  ,96  .97 

rises— reinforcing  ajii^wdou* 
its    ascent.  As 
baby  boomers  near 

retirement,  predicts  Bartlett,  "this 
ket-fiiendlv  trend  will  accelerate." 
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ILL  THE  TRADE  GAP 
POIL  THE  FUN? 

rig-term,  it  could  be  a  worry.  But  the  budget  surplus  is  a  handy  buffer 


U.S.  ECONOMY 


DE:  ANOTHER  MONTH. 
OTHER  RECORD  GAP 


As  the  gaping  March  trade 
deficit  reveals,  the  U.  S.  is  on 
'ay  to  piling  up  a  record  external  debt  in  1999.  So 
foreigners  have  been  willing  to  finance  America's 
with  their  massive  purchases  of  U.  S.  stocks  and 
s  and  other  assets  to  the  benefit  of  a  strong  dollar, 
problem:  There  are  limits  to  how  much  foreign  pro- 
ion  the  U.  S.  can  soak  up,  and  there  are  limits  to 
much  American  debt  foreigners  are  willing  to  fi- 
e.  The  question:  Should  the  U.  S.  start  to  worry? 
)t  yet.  But  remember  that  in  1985,  the  U.  S.  cur- 
account,  a  kind  of  international  cash-flow  statement 
he  economy,  hit  a  record  deficit  of  3.6%  of  gross  do- 
ic  product  just  before  the  dollar  came  tumbling 
i.  Based  on  this  quarter's  surging  trade  deficit 
jt) — the  main  component  of  the  current  account — 
rnal  debt  now  stands  at  about  3.5%  of  gdp,  and  it 
exceed  4%  by  the  end  of  the  year. 

However,  this  is  not  1985. 
The  U.  S.  economy  is  far  more 
fundamentally  sound  relative 
to  the  rest  of  the  world,  in 
terms  of  strong  growth  and 
low  inflation,  so  it's  a  very  at- 
tractive place  for  foreigners 
to  invest.  Also,  back  then  the 
U.  S.  needed  to  finance  a 
growing  budget  deficit.  But 
given  the  government's  new 
fiscal  discipline  and  record  tax 
lents,  the  1999  budget  will  show  a  surplus  of  more 
$100  billion,  based  on  data  through  April. 
Dreover,  while  much  of  U.  S.  foreign  debt  in  the 
s  was  used  to  finance  consumption,  much  of  the 
3  deficit  in  the  1990s  reflects  U.  S.  investment  in 
i  productive  equipment  that  will  generate  future 
omic  growth  to  help  pay  those  lOUs.  The  bottom 
If  any  country  is  capable  of  financing  a  large  ex- 
il  debt  right  now,  it's  the  U.  S. 

TROUBLE  IS,  in  a  world  economy  so  skewed 
ird  U.  S.  prosperity,  current  adverse  trends  in 
5  and  foreign  debt  will  get  worse  before  they  get 
ir.  However,  this  cannot  go  on  forever.  Eventually 
:urrency  markets  will  turn  against  the  dollar. 
1  far,  the  currency  markets  have  been  forgiving. 

U.  S.  trade  deficit  for  goods  and  services  hit  a 
rd  $19.7  billion  in  March,  up  from  $19.1  billion  in 
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February.  While  exports  rose  0.9%,  to  $77.5  billion, 
imports  increased  faster,  rising  1.3%,  to  $97.2  billion. 

For  the  entire  quarter,  exports  fell  sharply  from 
their  fourth-quarter  level  and  imports  posted  another 
large  gain.  The  widening  trade  gap  subtracted  more 
than  2  percentage  points  from  first-quarter  growth  in 
real  GDP,  and  trade  is  shaping  up  to  be  a  drag  on  sec- 
ond-quarter growth  as  well.  Look  for  the  April  deficit 
to  widen  further,  if  only  because  the  full  impact  of  the 
67%  rise  in  oil  prices  in  March  and  April  is  set  to 
show  up  in  the  value  of  oil  imports. 

To  be  sure,  the  global  economy  outside  the  U.  S.  is 
improving,  but  any  pickup  is  likely  to  be  gradual.  That, 
plus  the  strong  dollar,  means  that  a  rebound  in  U.  S. 
exports  will  develop  only  slowly.  Meanwhile,  feverish 
U.  S.  demand  will  continue  to  draw  in  imports. 

Imports  of  goods  and  ser- 
vices grew  at  an  annual  rate 
of  nearly  10%  in  each  of  the 
past  two  quarters.  Moreover, 
imports  continue  to  increase 
their  share  of  U.  S.  markets. 
Nonoil  imported  goods  now 
represent  about  a  third  of  all 
such  goods  bought  in  the  U.  S. 
That  share  has  grown  much 
more  rapidly  during  the  1990s 
than  it  did  in  the  1980s,  pro- 
pelled by  growth  in  capital-goods  imports  of  18%  per 
year.  Auto  imports  have  grown  6%  annually,  while  con- 
sumer goods  imports  other  than  autos  have  grown  9%. 

Imports  will  not  slow  until  U.  S.  demand  cools  off, 
and  judging  by  rising  consumer  optimism,  demand  re- 
mains red-hot.  The  Conference  Board's  index  of  con- 
sumer confidence  rose  in  May  for  the  seventh  consecu- 
tive month,  hitting  135.8  (chart).  The  index  has 
recovered  almost  all  of  its  19-point  plunge  taken  last  fall 
amid  the  global  financial  market  turmoil.  Although  fac- 
tory orders  for  durable  goods  fell  2.3%  in  April,  the 
drop  was  not  broad  and  the  trend  remains  up. 

ASSESSING  THE  RISK  TO  THE  DOLLAR  and  the 

economy  from  an  expanding  trade  deficit  and  a  growing 
foreign  debt  is  made  worse  by  the  suspect  quality  of 
the  trade  data.  The  surest  sign  that  something  is  out  of 
whack  is  the  growing  gap  between  the  deficit  in  the 
U.  S.  current  account  and  the  amount  by  which  U.  S.  in- 
vestment exceeds  overall  savings.  The  two  gaps  usually 
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track  each  other,  because  U.  S.  investment  not  cov- 
ered by  U.  S.  savings  has  to  be  financed  by  foreigners. 

However,  in  the  past  four  years,  the  current-account 
deficit  has  ballooned  by  a  far  greater  amount  than  the 
gap  between  saving  and  investment.  That  suggests 
that  the  U.  S.  may  require  less  foreign  financing  than 
the  current-account  deficit  would  imply.  One  possible 
reason:  Economists  have  suggested  for  some  time  that 
U.  S.  exports  are  being  undercounted  (page  38).  But  be- 
cause this  is  a  long-term  problem,  the  mismeasure- 
ment  does  not  negate  the  fact  that  the  trade  deficit  is 
worsening.  It  may  only  mean  that  the  U.  S.  has  a  bit 
more  time  before  investors  and  the  currency  market 
exact  a  day  of  reckoning. 

THERE  IS  ANOTHER,  very  significant  reason  why 
any  problems  from  this  year's  trade  deficit  may  not  un- 
ravel soon:  The  U.  S.  does  not  need  foreigners  to  fi- 
nance a  colossal  federal  deficit  as  it  did  in  the  mid- 
1980s.  Instead,  when  fiscal  1999  ends  on  Sept.  30, 
Washington  will  register  a  huge  budget  surplus. 

Thanks  to  the  roaring  economy  and  stock  market, 
Americans  paid  a  record  $164.8  billion  in  taxes  in  April. 
The  monthly  surplus  of  $113.5  billion  was  below  last 
April's  record  of  $124.6  billion,  but  that  reflected  a 
quirk  in  the  calendar  rather  than  a  sign  that  the  black 
ink  is  fading.  April,  1999,  had  five  Fridays — which 
meant  that  the  Internal  Revenue  Service  sent  out  re- 
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fund  checks  five  times  last  month,  compared  with 
in  April,  1998. 

According  to  the  Congressional  Budget  Office 
federal  government  will  likely  post  a  surplus  of  $1] 
lion  for  fiscal  1998,  up  from  last  year's  $64 
(chart).  But  with  President  Clinton  asking  for 
gency  funding  for  the  Kosovo  conflict,  the  black  ii 
tal  may  be  closer  to  $100  billion.  Even  so,  that 
be  the  largest  surplus  as  a  share  of  gdp  since  19 

What  happens  to  future  sur- 
pluses will  affect  the  outlook. 
If  Congress  succeeds  in  cut- 
ting taxes,  then  consumer 
spending  will  receive  another 
injection  of  fuel.  If,  however, 
the  surplus  is  used  to  reform 
the  Social  Security  system,  the 
effect  may  show  up  largely  in 
the  financial  markets. 

Either  way,  budget  surplus- 
es at  both  the  federal  and 
state  levels  reduce  U.  S.  dependency  on  foreign  f» 
That  autonomy  is  one  reason  why  the  U.  S.  can  hp 
a  large  and  growing  trade  deficit  without  yet  riskk 
swoon  in  the  dollar.  However,  the  U.S.  external K 
cannot  grow  forever.  At  some  point,  one  of  twcit 
narios  will  play  out:  The  trade  deficit  must  shrinll 
the  dollar  will  fall. 
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SOUTH  KOREA 


STEPS  TOWARD  RECOVERY-AND  REFORM 


Amid  the  clearest  signs  yet 
that  the  South  Korean  econo- 
my has  turned  the  corner,  Presi- 
dent Kim  Dae  Jung  reshuffled  his 
cabinet.  He  hoped  to  squelch  fears 
that  a  recovery  will  curb  efforts 
to  reform  Korea's  busi- 
ness practices. 

On  May  24,  Kim  re- 
placed 11  of  his  17 
ministers  and  named 
reformer  Kang  Bong 
Kyun  the  new  Finance 
&  Economy  Minister. 
The  move  was  seen  as 
a  sign  that  Seoul  will 
continue  to  pressure 
Korea's  large  conglom- 
erates— the  chaebols — to  cut  their 
debt  and  restructure  their  busi- 
nesses in  order  to  compete  in  the 
global  economy. 

Analysts  had  begun  to  worry 
that  Korea's  upturn  would  curtail 
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reform.  First-quarter  gross  do- 
mestic product  grew  by  an  unex- 
pectedly large  4.6%  rate  from  a 
year  earlier  (chart),  the  first  gain 
since  the  fourth  quarter  of  1997, 
when  the  International  Monetary 
Fund  stepped  in  with 
a  $60  billion  bailout. 
Although  government 
pump-priming  boosted 
output,  other  sectors 
showed  improvement. 
Private  demand  grew 
6.3%,  and  exports 
were  up  12.4%.  But 
capital  investment  fell 
4.3%  from  a  year  ago, 
an  indication  that  Ko- 
rean companies  are  still  dealing 
with  an  excessive  amount  of  un- 
used capacity. 

In  addition,  the  monthly  data 
suggest  that  the  economy  ended 
the  quarter  with  some  momen- 


tum. In  March,  industrial  prod 
tion  posted  an  18.4%  gain  froni 
year  ago.  Retail  sales  were  up 
6%.  And  imports  are  rising,  a 
of  increased  domestic  demand. 

Korea  faced  civil  unrest  last 
year  because  of  rising  unemplc 
ment,  which  hit  a  rate  of  8.7% 
this  February.  But  the  situatio 
improving.  The  jobless  rate  in 
April  plunged  to  7.2%,  from  8. 
in  March,  the  biggest  monthly 
drop  in  13  years.  Jobs  grew  b} 
formidable  2.9%  from  a  year  aj 
The  Labor  Ministry  now  expec 
the  jobless  rate  to  slip  to  6.5% 
the  second  half,  thanks  to  the 
better-than-expected  recovery, 
fact,  the  Organization  for  Ecor 
ic  Cooperation  &  Development 
has  revised  its  gdp  forecast  fo] 
Korea  to  show  growth  of  4.5% 
1999,  sharply  better  than  the  t 
0.5%  previously  expected. 
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Introducing  the  Sprint  PCS  Clear  Wireless  Workplace. 


You'll  find  everyone  in  the  office  works  better 
with  Sprint  PCS.  That's  because  it's  more  than 
just  a  phone,  it's  what's  behind  it.  We  built 
the  only  all-digital,  all-PCS  nationwide 
network  from  the  ground  up,  so  you  can 
communicate  more  clearly  when  you  use  it. 
Clear  calls.  Unsurpassed  clarity  means  you 
can  hear  and  be  heard  better.  Clear  features 


And  features  like  Voicemail  and  Caller  ID  work  the 
same  wherever  you  go.  Clear  pricing.  Pre- 
dictable nationwide  pricing  makes  it  easy  to 
control  costs.  Clear  vision.  Since  productivity 
and  growth  go  hand  in  hand,  it's  nice  to  know 
our  technology  is  expandable.  Which  means 
your  wireless  workplace  will  keep  working 
as  efficiently  in  the  future  as  it  does  today. 
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CHINA 
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The  Cox  Report 
casts  a  pall  over 
the  political  and 
business  climate 

When  Newt  Gingrich  created 
a  special  committee  last  year 
to  probe  possibly  illegal 
transfers  of  technology  to 
China,  the  then-House 
Speaker  thought  he  had  a  wanner.  Gin- 
grich hoped  to  embarrass  President 
Clinton  for  approving  a  satellite  launch 
by  Loral  Space  &  Communications  Ltd. 
in  China  while  the  company  was  under 
scrutiny  for  leaking  technology  to  Bei- 
jing. As  a  bonus,  the  panel  might  even 
uncover  an  impeachable  offense:  The 
approval  looked  like  a  favor  for  Loral 
ceo  Bernard  L.  Schwartz,  who  had  do- 
nated $600,000  to  Clinton's  reelection 
campaign. 

But  what  congressional  investigators 
uncovered  is  far  more  explosive  and 
politically  dicey:  an  effort  by  China 
spanning  Republican  and  Democratic 
Administrations  to  steal  America's  top- 
secret  military  treasures — from  nuclear 
warhead  data  to  missile  technology  and 
neutron-bomb  plans.  An  860-page  re- 
port by  the  committee  headed  by  Rep. 
Christopher  Cox  (R. -Calif.)  not  only 
suggests  that  the  Clinton  Administra- 
tion was  far  from  vigilant  in  protecting 
U.  S.  nuclear  secrets,  but  it  also  throws 
into  question  two  decades  of  U.  S.  pol- 
icy toward  China.  That  policy,  estab- 
lished under  the  Reagan  and  Bush  Ad- 
ministrations, is  known  as  "constructive 
engagement"  and  calls  for  creating 


close  economic  ties 
with  Beijing  while 
pressing  the  Com- 
munist   regime  to 
adopt  various  reforms. 

Constructive  engage- 
ment— and  the  Washing- 
ton-sanctioned push  for 
more  U.  S.  business  deal- 
ings   with    China — are 
likely  to  be  the  first  ca- 
sualties. The  U.  S.  effort 
to  bring  China  into  the 
World  Trade  Organiza- 
tion,  already  delayed, 
may  now  languish.  And 
the  telecommunications 
and  electronics  companies 
that  inshed  into  the  Chi- 
nese market  may  soon 
find  themselves  engulfed 
in  a  hellish  tangle  of  ex- 
port licensing  red  tape. 
A  U.  S.  diplomat  in  Bei- 
jing says  an  American  in- 
vestor group  about  to  take  the  plunge 
on  a  shopping  mall  in  Chengdu  sudden- 
ly is  getting  cold  feet.  Other  investors 
may  follow?  suit. 

Despite  its  bipartisan  authorship,  the 
Cox  Committee's  report  is  already 
turning  China  policy  into  a  political 
football.  Republicans  are  howling  for 
scalps,  including  those  of  Attorney  Gen- 
eral Janet  Reno,  whose  Justice  Dept. 
nixed  wiretaps  on  a  Chinese  spy  sus- 
pect, and  National  Security  Adviser 
Samuel  R.  Berger,  who  the  GOP  says 
was  slow  to  sound  the  alarm  when  the 
spying  was  brought  to  his  attention. 
Even  Democrats  concede  the  findings 
are  damaging. 

This  means  that  the  aftershock  of  the 
Cox  Report  will  be  felt  for  months,  per- 
haps years.  Here  are  the  issues: 


BERNARD  SCHWARTZ 

Loral  CEO 

C.  MICHAEL 
ARMSTRONG  (r.) 
Hughes  CEO 
1995-97 

Both  companies  are 
under  investigation. 
Hughes  is  now  writing  off 
costs  of  scrubbed  Chinese 
launches,  and  Hughes  and 
Loral  both  must  look  for  new 
ways  to  launch  their 
satellites. 


JANET  RENO 

Attorney  General 
Justice  rejected  1 
requests  for  wirej 
a  suspected  Losl 
weapons  lab  spy! 
Democratic  Senjl 
Robert  Torricellife 
gesting  that  it  rrg 
time  for  her  to  r| 


WHAT  THE  REPORT  DOCUMENTS,  h 

pilfered  secret  design  informatiorfr 
national  labs  on  every  nuclear  wai) 
the  U.  S.  possesses,  according  to  mi 
port.  It  concludes  that  such  secret* 
China  nuclear  design  informatioiion 
par  with  America's.  It  also  sajl't 
Chinese  stole  anti-satellite  techip 
and  obtained  neutron-bomb  secret$P< 
of  the  espionage  plan:  a  netwifk 
3,000  U.  S.-based  front  companieJJl 
swept  up  publicly  available  techniBi 
formation.  Cox  believes  the  spyinircc 
tinues  "to  this  day." 

The  report  has  ignited  a  cjba 


CHRISTOPHER  COX 

Representative 
(R-Calif.) 

"We  can  say  with  cer 
tamty  that  sensitive 
information  is  being 
stolen  today." 


W.  BUSH 

Governor 
ox  Report, 
IP  front- 
is  taking  a 
ne.  "The 
istration 
ntly  did  not 
ports  of 
age  serious- 
not  react 
:ly,  and  is 
'ing  to  min- 
fhe  scope 
tent  of  the 
a  done." 


SAMUEL  BERGER 

National  Security  Adviser 
Senate  Intelligence  Com- 
mittee Chairman  Richard 
Shelby  (R-Ala.)  and  oth- 
ers are  demanding  his 
resignation,  claiming  he 
was  slow  to  sound  the 
alarm  about  leaks  at 
weapons  labs. 


AL  GORE 

Vice-President 
Democratic  front-run- 
ner has  been  scarred 
by  foreign  fund-rais- 
ing scandals.  He 
could  be  hurt  in  the 
Presidential  race  by 
any  furor  over  alleged 
Chinese  spying. 


n  the  intelligence  community  over 
her  China  has  the  knowhow — or 

the  intention — to  use  the  pur- 
1  secrets  to  develop  new  strategic 
ons.  Robert  A.  Manning,  a  China 
alist  at  the  Council  on  Foreign 
ions,  says  that  the  Chinese  have  a 
track  record  so  far.  "In  the  last  30 
i,  every  weapon  system  [China 

to  reverse-engineer]  has  failed," 

ys. 


THE  CHINA  CARD.  With  the 
2000  campaign  looming,  Re- 
publicans hope  to  use  the  Cox 
Report  to  prove  that  the  Chi- 
nese leaders  were  duplicitous — 
and  that  the  Clinton  Adminis- 
tration's foreign  policy  was 
inept  and  dangerously  naive. 
George  W.  Bush,  the  front-run- 
ner for  the  GOP  nomination  and  son  of 
the  President  most  responsible  for  con- 
structive engagement,  quickly  weighed 
in  on  the  Cox  Report  on  May  25,  calling 
for  a  new  relationship:  "China  is  not 
America's  strategic  partner,"  he  said. 
"China  is  a  competitor." 

With  such  sentiments  in  the  ah-,  says 
David  J.  Rothkopf,  a  former  top  Com- 
merce Dept.  official,  the  task  for  the 
remainder  of  President  Clinton's  term, 


"is  going  to  be  to  avoid 
falling"  into  a  new  cold 
war  stance  with  China." 
At  a  minimum,  Republi- 
can assaults  will  add 
more  baggage  to  the  al- 
ready burdened  White 
House  bid  of  Vice-Presi- 
dent Al  Gore  (page  47). 

But  playing  the  China 
card  could  be  a  danger- 
ous game  for  the  gop. 
Party  strategists  hope 
China-flogging  will  ener- 
gize the  gop's  anti-com- 
munist base.  At  the  same 
time,  gop  Hill  leaders 
want  to  continue  the 
push — sought  by  their 
corporate  allies — to 
broaden  commercial  links 
with  China.  Cox  and  Sen- 
ate Majority  Leader 
Trent  Lott  (R-Miss.)  want 
Beijing  in  the  World 
Trade  Organization.  After 
all,  U.  S.-China  merchan- 
dise trade  now  tops  $100 
billion  annually  and  could 
explode  with  China  in  the 
wto.  But  the  spying 
backlash  may  endanger 
that.  The  gop  stance 
"splits  [Republican] 
donoi-s  from  their  voter's," 
says  Democratic  pollster 
Mark  S.  Mellman. 
TIGHTER  EXPORT  RULES. 
Business  will  be  hard- 
pressed  to  persuade  Con- 
gress not  to  impose 
harsher  controls  over 
sales  of  high-tech  goods. 
The  Cox  panel  wants  to 
revive  an  international 
pact  that  would  impose 
tough  curbs  on  products  with  military 
and  commercial  uses.  Even  if  other  coun- 
tries balk,  the  panel  wants  to  tighten 
U.  S.  oversight  of  the  most  critical  tech- 
nologies, including  high-end  computers. 

This  isn't  playing  well  in  Techland. 
"Ceding  the  Chinese  computer  market 
to  foreign  competitors  would  be  detri- 
mental to  U.  S.  national  security,"  in- 
sists Lewis  E.  Piatt,  ceo  of  Hewlett- 
Packard  Co.  Adds  Rick  Younts,  Mo- 
torola Inc.'s  special  adviser  on  Asian  af- 
fairs: "If  we  go  beyond  where  we  are 
today  with  export  control,  it  would 
make  business  difficult." 

Even  before  the  Cox  Report,  export 
licensing  was  slowing.  Douglas  H.  Paal, 
president  of  the  Asia  Pacific  Policy 
Center,  a  Washington  think  tank,  be- 
lieves even  innocuous  exports  could  be 


CHARLENE 
BARSHEFSKY 

U.S.  Trade 
Representative 
"The  U.S. -China 
relationship  is 
certainly  under 
strain  . . .  But  the 
U.  S.  and  China 
need  to  find 
common  ground. 
Still,  WTO 
negotiations  are 
on  hold. 
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slowed.  "A  detergent  factory  will  get 
denied,"  he  predicts,  "because  it  has 
phosphates,  which  are  precursors  to 
chemical  weapons." 

Citing  the  arrival  of  603  supercom- 
puters into  China — where  they  could  be 
used  to  simulate  new  nuclear  weapons — 
Cox  urges  the  Administration  to  adopt 
by  Sept.  30  a  tough  verification  pro- 
gram to  keep  new  supercomputers  away 
from  the  People's  Liberation  Army.  Oth- 
erwise, he  says,  the  White  House  should 
tighten  standards  for  supercomputer 
shipments — or  deny  licenses  altogether. 
SATELLITE  WOES.  The  Cox  Report  ac- 
cuses both  Loral  and  General  Motors 
Corp.'s  Hughes  Electronics  Corp.  of  il- 
legally providing  China  with  knowhow 
that  could  help  it  launch  nuclear 
weapons.  Criminal  investigations  are  on- 
going, and  both  companies  could  face 
indictment.  Both  deny  wrongdoing. 

Meanwhile,  the  satellite  industry  could 
be  facing  a  harsher  future.  Hughes,  Lo- 
ral, and  others  went  to  China  to  launch 
satellites  because  there  was  not  enough 
capacity  in  the  U.  S.  and  they  hoped  to 
save  money.  The  companies'  alleged  vio- 
lations occurred  after  they  helped  show 
the  Chinese  why  their  Long  March  rock- 
ets had  failed. 

Now,  the  companies  have  to  make 
other  plans — and  face  higher  costs.  In 
March,  Hughes  wrote  down  $92  million 
after  it  failed  to  get  export  licenses  to 
complete  a  $450  million  contract  for  re- 
gional telecommunications  satellites, 
which  U.  S.  authorities  said  could  be 
used  by  the  Chinese  militaiy.  Loral  is 
likely  to  write  down  about  $10  million 
for  its  remaining  satellite  for  China,  says 
Vijay  Jayant,  a  managing  director  and 
analyst  at  Bear  Stearns  &  Co. 
CHINESE  ANGER.  China's  hardliners  are 
using  the  deteriorating  relations  to  push 
their  agenda,  perhaps  tipping  the  bal- 
ance of  power  away  from  moderates 
such  as  President  Jiang  Zemin  and  Pre- 
mier Zhu  Rongji. 

Damage  to  U.  S.-China  relations  will 
take  years  to  mend.  The  Administra- 
tion, Manning  says,  should  work  to  dis- 
suade Beijing  from  undertaking  a  strate- 
gic weapons  buildup.  But  for  the  rest 
of  Clinton's  term — and  maybe  Jiang's, 
too — the  operative  term  will  be  damage 
control.  Ultimately,  China  scholars  hope, 
the  overarching  economic  needs  of  the 
two  great  powers  will  again  thrust  them 
together.  But  thanks  to  Chris  Cox's 
gumshoes — and  China's  zealous  agents — 
that  day  seems  a  long  way  off. 

By  Stan  Crock,  with  Amy  Borrus 
in  Washington,  Joyce  Barnathan  in 
Hong  Kong,  and  Steven  V.  Brull  in 
Los  Angeles 


THE  INTERNET 


WHO  DO  YOU  WANT 
TO  BUY  TODAY? 


Microsoft's  flood  of  new 
deals  aims  to  position  it  in 
everything  from  cable  TV 
to  cell  phones 

Buying  a  bit  of  the  future  isn't 
cheap.  That's  one  reason  why  In- 
ternet stocks  are  so  pricey — even 
after  their  recent  setback.  It  also 
explains  why  Microsoft  Corp.  has 
shelled  out  more  than  $7  billion  in  the 
past  six  months  to  buy  stakes  in  every- 
thing from  tiny  Web  startups  to  mighty 
AT&T.  William  H.  Gates'  acquirer-in-chief, 
Chief  Financial  Officer  Gregory  B.  Maf- 
fei,  has  been  on  a  nonstop  shopping 
binge  that's  aimed  at  two  goals:  ex- 
panding the  markets  for  Microsoft  soft- 


ware beyond  the  company's  currenfl 
sonal  computer  stronghold  and  bp 
up  its  Web  business,  principally  tltfl 
crosoft  Network  (msn). 

The  pace  is  stunning.  May  begarfc 
a  surprise  $5  billion  investment  inir 
to  help  get  Windows  CE  launched  I 
ble  tv.  Before  the  month  ends,  it  m- 
include  a  deal  with  German  mediajif 
Bertelsmann  to  make  a  $1  billioM 
for  Deutsche  Telekom's  cable-TVB 
ness.  In  between,  there  were  four  ft 
investments,  including  the  deal  or|l 
20  to  inject  $250  million  into  the  w 
merged  Healtheon/WebMD  Web  sfe 
return  for  the  right  to  use  the  \p 
care  content  as  an  msn  channel. 

And  the  software  giant  isn't  th 
yet.  Maffei — who  was  in  Europe  oil 
24  and  25,  but  declines  to  commd 


the  progress  of  the 
Deutsche  Telekom 
negotiations — says 
he  sees  many  more 
possibilities  for  Mi- 
crosoft partnerships. 

It  all  represents 
a  new  tack  for  Mi- 
crosoft, which  has 
generally  moved 
into  new  markets  by 
leveraging  its  posi- 
tion in  PC  software. 
But  in  the  emerging 
market  for  new  In- 
ternet-cruising de- 
vices, such  as  smart 
phones  and  digital 
set-top  boxes,  Mi- 
crosoft is  finding 
that  the  power  of 
Windows  doesn't 
speak  as  loudly  as 
the  $20  billion  it  has 
in  the  bank.  Also, 
with  a  federal  an- 
titrust trial  focusing 
on  allegations  that 
Microsoft  has  ille- 
gally used  the  Win- 
dows monopoly  to 
force  Microsoft 
products  on  comput- 
kers,  it's  cleaner  to  use  cash. 

whether  it's  to  get  into  cell 
1  or  set-top  boxes,  Microsoft  is 
ig.  "We  are  buying  ourselves  a 
it  the  table,"  says  Brad  Chase,  a 
resident  at  Microsoft  and  manager 
company's  online  efforts. 
1,  the  company  has  restricted  its 
g  to  acquisitions  of  small  players 
lority  stakes  in  larger  ones.  "There 
way  that  Microsoft  can  do  a 
leal  like  other  players,  because  they 
ever  get  it  past  the  feds,"  explains 
recht  &  Quist  analyst  Christopher 
vin.  "So  they  are  going  with  a  port- 
pproach  to  create  a  new  platform." 
iNT-HUNGRY.  To  do  this,  Microsoft 
sen  swarming  all  over  Silicon  Valley, 
y  D.  Brody,  a  partner  at  Brent- 
Venture  Capital,  says  Microsoft  has 
scussions  with  about  a  third  of  the 
ps  that  Ins  firm  backs.  "Microsoft 
i  to  be  covering  the  waterfront," 
ys.  "They  are  talking  to  two  or 
of  our  portfolio  companies  at  any 
time."  Mitchell  E.  Kertzman,  ceo  of 
ire  rival  Liberate  Technology,  says 
/licrosoft  has  bought  into  so  many 
inies  where  Liberate  already  has 
sting  partnerships  that  "we've  been 
;  about  creating  an  ad  campaign 
;  people  to  buy  our  software  and 
rebate  from  Microsoft." 


At  the  top  of  Microsoft's  list  are  com- 
panies that  can  help  it  offer  customers 
access  to  such  services  as  E-mail,  stock 
quotes,  video,  and  interactive  televi- 
sion— whether  they're  near  a  PC  or  not. 
For  instance,  Microsoft's  $600  million 
investment  in  Nextel  Communications 
Inc.  on  May  10  was  driven  by  a  desire 
to  extend  msn  to  wireless  customers — 
via  a  new  portal  to  be  built  by  Nextel 
and  Microsoft. 

Each  piece  may  be  small,  but  the  new 
structure  could  be  vital  for  Microsoft.  "If 
Microsoft  doesn't  execute  on  this  effort, 
they  will  not  be  relevant  20  years  from 
now,"  said  Giga  Information  Group  ana- 
lyst Rob  Enderle.  Com- 
petitors such  as  Ameri- 
ca Online,  Yahoo!,  Sun 
Microsystems,  Liberate, 
and  others  have  a  head- 
start  in  the  world  be- 
yond the  PC. 

To  catch  up,  Mi- 
crosoft has  been  partic- 
ularly aggi"essive  in 
buying  relationships 
with  companies  that 
can  help  establish  its 
software  and  content 
on  high-speed  broad- 
band networks.  That's 
what  drove  the  deals 
with  at&t,  Qwest 
Communications,  and 
Britain's  ntl.  In  addi- 
tion to  helping  get  ce 


MICROSOFT'S 
SPENDING  SPREE 


PLATFORM  PLAYS 


Deals  to  build  markets  for 
its  operating  systems  and 
content: 

AT&T  In  return  for  $5  billion 
investment,  Microsoft 
expects  to  boost  use  of  its 
Win  CE  operating  system  in 
AT&T  cable  systems'  digital 
set-top  boxes. 

NTL  A  $500  million  invest- 
ment in  NTL  gives  Microsoft 
connections  to  British  com- 
pany's local-phone  and  cable 
networks 


shop  for  content  deals  that  will  help 
make  msn  a  more  popular  portal.  Origi- 
nally, Microsoft  only  featured  home- 
grown content  on  msn.  But  to  compete 
with  the  likes  of  Yahoo!  Inc.  and  Amer- 
ica Online  Inc.,  it  has  had  to  buy  up 
content  to  match  theirs.  Jump  Inc., 
which  Microsoft  bought  Apr.  26,  pro- 
vides an  online  address  book  and  calen- 
dar service  for  msn  customers.  On  May 
24,  for  example,  Microsoft  spent  $17.8 
million  for  a  piece  of  CareerBuilder  Inc., 
which  will  give  msn  an  online  job  place- 
ment and  recruiting  service.  That  deal 
came  just  four  days  after  the  Healtheon- 
WebMD  deal  added  an  online  healthcare 
service. 

The  content  deals, 
analysts  say,  may  be 
as  important  to  Mi- 
crosoft as  getting  its 
operating  systems  in 
place  in  the  post-PC 
world.  For  example, 
when  users  have  ac- 
cess to  the  traditional 
Internet  fare  over 
broadband  cable  sys- 
tems, they  will  also  be 
offered  vast  amounts 
of  preprogrammed  in- 
teractive content  and 
services  akin  to  online 
services  such  as  AOL, 
says  Michael  W.  Har- 
ris, president  of  Kinet- 
ic Strategies  Inc.,  a 


into  set-top  boxes,  for   !   broadband  consulting 

example,  the  at&t  in-    NEXTEL  Microsoft's  $600        firm.  To  get  this,  the 
million  investment  in  Nextel 
convinced  the  wireless  phone 
company  to  develop  an 
online  site  for  wireless 
access  with  Microsoft. 


vestment  may  help  Mi- 
crosoft sell  at&t  on  us- 
ing its  technology  and 
services  on  the  cable 
network  itself.  "There 
is  a  shift  taking  place 
where  communications 
and  software  are  com- 
ing together,"  says  Maf- 


PORTAL  PLAYS 


Deals  to  help  beef  up  the 
Microsoft  Network  (MSN) 


cable  systems  will 
have  to  go  to  content 
providers. 

Microsoft  cannot  af- 
ford to  move  slowly  to 
get  into  that  content 
game.  In  fact  some — 
like  Javier  Rojas,  a 
managing  director 


fei.  "We  are  investing   at   investment  bank 


in  these  companies  to 
understand  the  issues. 
Then  we  can  take  what 
we  learn  and  transfer 
it  into  software." 

Microsoft  has  also 
formed  a  partnership 
with  Qualcomm  Inc.  to 
create  WirelessKnowl- 
edge  LLC,  which  will 
enable  Microsoft's  Win- 
dows ce  operating  sys- 
tem to  be  included  in 
chips  that  power  cell 
phones. 

At  the  same  time, 
Microsoft  continues  to 


CAREERBUILDER  INC.  On 

May  24,  Microsoft 
announced  an  $17.8  million 
investment  in  the  online  job- 
searching  site,  which  will  be 
featured  on  MSN. 

HEALTHEON-WEBMD 

Microsoft  played  investment 
banker  to  bring  about  the 
Healtheon-WebMD  merger.  It 
invested  $250  million  and 
gave  a  $250  million  guaran- 
tee of  business  to  the  online 
health-care  site,  which  will 
be  featured  on  MSN. 


Broadview  Internation- 
al— believes  that  it 
needs  to  speed  up. 
"There  is  plenty  of 
room  for  Microsoft  to 
do  more,  and  they 
should  if  they  want  to 
solidify  market  position 
as  well  as  then'  expan- 
sion into  new  markets," 
says  Rojas.  With  an 
ever-expanding  cash 
pile,  that  shouldn't  be 
a  problem. 

By  Michael  Moeller, 
with  Linda-  Himelstein, 
in  Sa?i  Mateo,  Calif. 


P.I  IRIIMFSS  WF  H-   /   II  II  I      '     I'   33 


News:  Analysis  &  Commentary 


AUTOS 


LINCOLN  MERCURY: 
RICH  BRAND,  POOR  BRAND 

While  one  nameplate  thrives,  the  other  is  stuck  in  low 


A sparkling  $50,000  Lincoln  Naviga- 
tor sport-utility  sits  like  a  crown 
jewel,  front  and  center,  in  the  Lin- 
coln Mercury  showroom  John  Evans 
spent  $2.5  million  overhauling  this  year. 
Flanking  the  chromed  behemoth  along 
the  glassed  front  of  his  Garden  City 
(Mich.)  dealership  are  sleek  Lincoln  LS 
sedans.  Along  the  back  wall,  a  starburst 
sign  identifies  the  store:  "Stu  Evans 
Lincoln."  Where's  Mercury?  Tucked 
around  the  corner,  in  what  was  once 
the  parts  department.  Says  Evans:  "If  I 
could  stall  with  a  clean  sheet  of  paper,  I 
would  separate  these  two  brands." 

So  would  the  analysts  who  follow  par- 
ent Ford  Motor  Co.  and  some  executives 
at  corporate  headquarters.  Ford  is  on  a 
roll:  It's  the  world's  most  profitable  auto 
maker  and  No.  1  in  the  sport-utilities 
market.  Even  Jaguar  has  clawed  its  way 
to  quality  (see  story  below). 

Then  there's  Lincoln  Mercury.  Once, 
the  two  aging  brands  foundered  together. 
Now,  Lincoln  and  Mercuiy  are  chiving  off 
in  different  directions.  Lincoln,  which  de- 


throned Cadillac  last  year  as  America's 
top-selling  luxury  marque,  is  picking  up 
younger  buyers,  thanks  to  the  Navigator. 
Aid  the  new  $33,000  LS  gives  it  a  chance 
to  reestablish  its  car  credentials  among 
baby  boomers.  "The  LS  could  transform 
Lincoln,"  says  automotive  consultant 
Christopher  W  Cedergren  of  Nextrend 


TWO  HITS: 
LINCOLN'S  LS 


Inc.  in  Thousand  Oaks,  Calif.  Adda 
coin  Mercuiy  President  Mark  Hutji 
"This  is  really  a  watershed  produci 

Mercury,  in  contrast,  remains  ah 
died  mix  of  models,  ranging  front 
edgy  Cougar  to  Grandpa's  land  Je 
the  Grand  Marquis.  Ford's  betters 
best  brands  have  been  yoked  togd 
since  Mercuiy — a  tarted-up  Fordlfc 
appeared  in  1939.  But  today  the  pp 
makes  little  sense.  Ford  dealersifi 
many  upscale  models,  and  Lip< 
makes  no  clear  connection  to  MeMi 
"Mercury's  image  is  the  same  as  w 
30  years  ago:  fuzzy,"  admits  Hutch 

Is  Ford  ready  to  abandon  Me&i 
Not  quite.  While  that  debate  has  k 
at  Ford  since  ceo  Jacques  A.  r* 


HOW  JAGUAR 

STOPPED  BEING  A  PUNCH  LINE 


Jaguars — the  automotive  variety — 
have  traditionally  been  known  as 
beautiful  but  temperamental 
beasts.  In  the  1970s,  people  joked  that 
to  keep  one  Jag  on  the  road,  a  driver 
needed  to  own  two.  Then,  in  1989,  the 
storied  British  luxury  brand  got  the 
ultimate  wake-up  call:  It  clocked  more 
defects  per  car  than  the  hapless  Yugo 
in  a  J.  D.  Power  &  Associates  Inc.  sur- 
vey. "I  have  sold  some  crap  in  my 
time,"  Mike  Dale,  head  of  Jaguar's 
North  American  operations,  later  said 
of  that  dark  period. 

After  10  years  and  billions  of  dollars 
in  new  quality  and  manufacturing  pro- 
grams under  parent  Ford  Motor  Co., 
however,  Jaguar  has  risen  to  the  top  in 
the  U.  S.  quality  ratings.  In  the  latest 
J.  D.  Power  Initial  Quality  Study,  re- 
leased May  5,  Jaguar  placed  No.  1, 


ahead  of  brands  such  as  BMW,  Mer- 
cedes-Benz, and  Lexus. 

How  did  Jaguar  do  it?  "Ford  proce- 
dures, without  a  doubt,"  says  Dale,  who 
has  been  with  Jaguar  for  42  years. 
"Ford  has  been  extraordinarily  patient 


and  intelligent  in  helping  Jagf 
it  wanted  it  (in  quality)  and  li 
Jaguar  alone  where  it  needecj 
alone  (in  styling)." 

Since  1989,  when  Ford  pail 
lion  for  Jaguar,  the  auto  gianj 
pumped  as  much  as  $6  bOliorj 
luxury  carmaker.  With  guidaig 
Ford,  Jaguar  reinvented  its  tl 
and  chopped  its  workforce  inj 
even  sent  a  team  of  retired  ei 
to  Coventry,  England,  for  six! 

teach  Ford-si 
work  to  top  I 
Ford  also  gal 
access  to  topi 
suppliers — a:| 

SLEEK  Sll 
Among  Jag* 
newest  mol 
the  S-Type  » 
which  has  i 
a  waiting  li>  i 
about  20,0(1 


the  wheel  on  Jan.  1,  he  has 
agreed  so  far  to  ask  dealers 
gregate  the  brands  like  Evans 

Nasser  is  hoping  new  models 
blend  attributes  of  cars  and 

will  make  Mercury  a  well- 
-entiated,  affordable  altema- 
to  Lincoln. 

D  BRAND."  Could  Mercury  go 
ne?  Ford  is  still  weighing  that 
ri.  But  there's  a  big  argument 
st  it:  No  dealer  could  support 
nd-alone  Mercury  store.  Even  with 
Hougar  lifting  sales  9%  this  year, 
ury  loses  money.  "Mercury  doesn't 
;  us  a  dime,"  says  Martin  "Hoot" 
erney,  a  Southfield  (Mich.)  dealer. 
;  for  Wall  Street,  it  wonders  why 


LINCOLN  RIDES 
A  TRUCK  BOOM.. 


...WHILE  MERCURY 
ROLLS  DOWNHILL 


THOUSANDS 


'93  '94 
▲  THOUSANDS 

DATA-  WARD'S  AUTOMOTIVE  REPORTS 


Ford  is  investing  millions  to  revive  Mer- 
cury when  Lincoln  makes  most  of  the 
division's  estimated  $1.6  billion  profit. 
"Mercury  is  a  dead  brand,"  says  analyst 
Maryann  N.  Keller  of  ING  Baring  Fur- 
man  Selz.  "They  should  get  rid  of  Mer- 


...AND  MERCURY'S 
COUGAR 


cury  and  give  whatever  products 
they  need  to  Lincoln." 

Meanwhile,  Lincoln  continues  to 
ride  the  truck  trend.  Coming  next 
year:  the  $50,000  Lincoln  Black- 
wood, which  fuses  the  Navigator's 
passenger  compartment  with  a 
short  pickup  bed.  And  Ford  insid- 
ers say  Lincoln  might  get  a  ver- 
sion of  the  giant  Excursion  sport- 
utility,  which  analysts  estimate 
would  sell  for  over  $50,000  and 
generate  $20,000  in  profit  per  vehicle. 

This  year's  new  Lincoln,  the  LS,  is 
off  to  a  promising  start.  Dealers  report 
brisk  sales  for  the  sporty  sedan,  which 
looks  more  like  a  Lexus  than  a  Lincoln. 
But  since  Ford  acquired  Volvo,  the  plan 
to  turn  the  LS  into  Lincoln's  export  ve- 
hicle has  been  shelved.  "Now,  with  Vol- 
vo, we  have  to  come  up  with  the  ideal 
strategy  for  which  brand  in  which  coun- 
tries," explains  Ford's  new  luxury-car 
czar,  Wolfgang  Reitzle. 

Still,  Lincoln  is  looking  more  like  a 
brand  that  can  stand  on  its  own  four 
wheels.  Hutchins  insists  Mercury  can, 
too.  But  he  concedes  that  if  new  models 
don't  connect  with  young,  affluent  buy- 
ers, "there's  no  reason  for  the  brand  to 
exist."  That  might  cause  John  Evans  to 
think  about  converting  his  Mercury 
space  back  into  a  parts  department.  Or 
better  yet,  fill  it  with  Lincolns. 

By  Keith  Nanghton  in  Detroit,  with 
Karen  Lowry  Miller  in  Frankfurt 


negotiate  prices  and  delivery 

ter  management  was  only 
2  process.  In  1993,  the  50- 
Irowns  Lane  factory  in  Coven- 
)tally  overhauled.  A  modern 
line  was  installed,  and  the 
expanded.  The  efforts  have 
lichael  Beasley,  Jag's  execu- 
tor, says  productivity  at  the 
quadrupled.  And  this  year, 
ane  ranked  second  in  J.  D. 
uality  listing  of  European  fac- 
t  behind  a  BMW  plant. 
.  A  change  has  also  occurred 
duct  line.  A  new  xj  sedan 
in  1994,  followed  by  the  high- 
ful  XK8  sports  car  in  1996.  In 
els,  Ford  engineering  helped 
quality  bugs.  Says  John  K. 
n  analyst  at  Salomon  Smith 
London:  "Surprise,  surprise. 
>mpany  with  Ford's  reach 
more  engineering  resources." 
li  came  to  styling,  however, 
ecutives  were  unwilling  to 
•ol  to  the  Yanks.  This  led  to  a 


standoff  over  the  XK8.  But  the  Jaguar 
designers  won  out — as  the  sensually 
curvaceous  final  design,  reminiscent  of 
the  classic  E-Type,  demonstrates. 

The  question  now  is 
whether  Jaguar  can 
maintain  the  high  stan 
dards.  The  company 
has  ambitious  plans  to 
quadruple  production, 
to  200,000  cars,  by 


FORD  MADE  QUALITY  JOB  1 
AT  JAGUAR  BY... 

►  Overhauling  Jaguar's 

product  line  and  50-year-old 

plant  in  Coventry,  England 
about  2002.  Among  its   tomers.  Ten  years  ago, 


acknowledges  that  it  will  be  tough  to 
keep  the  top  ranking.  "It  is  easier  to 
get  to  the  No.  1  spot  when  you  only 
have  two  products  instead  of  three  or 
four  or  five,"  he  says. 
"But  we  take  the  chal- 
lenge to  stay  on  top." 

While  perception 
tends  to  lag  reality, 
Jag's  quality  push  has 
begun  to  win  over  cus- 


newest  models:  the 
$48,000  S-Type  V8 
sedan,  based  on  the 
same  mechanical  "plat- 
form" as  the  new  Lin- 
coln ls.  It  proved  so 


►  Dispatching  engineering 
SWAT  teams 

►  Providing  a  detailed 
written  guide  about  how  to 
select  suppliers  and  organize 
production  to  ensure  quality 


the  fear  of  huge  repair 
bills  persuaded  Joan 
Rust,  a  58-year-old 
Wilmington  (Del.)  home- 
maker,  to  steer  clear  of 
Jaguar.  This  spring, 


popular  that  it  now  has     FI^^  _  _  _  _  _  _  _  _  _ _____  "  _  _ !_    _    however,  she  succumbed 


►  Investing  $4  billion  to 
$6  billion  in  the  effort 

DATA:  BUSINESS  WEEK 


a  waiting  list  of  20,000. 
And  in  2001,  Jag  in- 
tends to  bring  out  a 
competitor  to  the  bmw 
3-series:  the  $30,000  X400  baby  Jag. 

Even  Wolfgang  Reitzle,  who  was  re- 
cently brought  in  from  bmw  to  be  group 
vice-president  for  Ford's  luxury  brands, 


to  the  styling  of  the  S- 
Type.  "It's  absolutely 
gorgeous.  I  find  more 
excuses  to  get  in  and  do 
totally  unnecessary  errands,"  she  says. 
Jag's  job  now:  Keep  Joan  happy. 

By  Heidi  Dawley  in  London  and 
Keith  Naughton  in  Detroit 


COMMENTARY 

By  John  Carey 

IMPERILED  MONARGHS  ALTER  THE  BIOTECH  LANDSCAPE 


Symbols  can  sway  a  nation.  The 
Silent  Spring  battle  against  DDT 
and  other  pesticides  revolved 
around  the  plight  of  the  bald  eagle. 
Nuclear  power  foes  conjured  up  men- 
acing images  of  the  cooling  towers  of 
the  Chernobyl  and  Three  Mile  Island 
reactors.  And  gun-control  advocates 
are  invoking  the  horror  of  the  Little- 
ton (Colo.)  school  massacre. 

Up  to  now,  there  has  been 
no  such  crystallizing  symbol 
in  the  fight  against  geneti- 
cally engineered  crops. 
With  no  hard  evidence 
that  such  food  is  harm- 
ful to  humans,  critics 
in  the  U.S.  have 
waged  a  largely  inef- 
fectual war  to  curb 
it.  "Of  necessity, 
we've  been  talking 
only  about  prospec- 
tive risks — and  that's 
always  a  frustrating 
place  to  be,"  says 
Margaret  G.  Mellon,  a 
gene-splicing  skeptic 
at  the  Union  of  Con- 
cerned Scientists  (ucs). 

But  suddenly,  foes  of  bio- 
engineering  in  the  food  sup- 
ply have  their  own  potent  sym- 
bol: the  beloved  monarch  butterfly. 
In  mid-May,  Cornell  University  re- 
searchers reported  that  pollen  from 
corn  altered  to  slay  corn-borer  pests 
can  land  on  neighboring  milkweed 
plants,  where  it  can  kill  monarch 
butterfly  caterpillars.  The  finding  has 
biotech  foes  exulting.  "The  monarch 
butterfly  experiment  is  the  smoking 
gun  that  will  be  the  beginning  of  the 
unraveling  of  the  industry,"  says  Je- 
remy Rifkin,  president  of  the  Foun- 
dation on  Economic  Trends. 
ECOLOGICAL  THREAT.  The  findings 
cast  genetically  altered  food  plants  in 
a  new  light.  They  may  benefit  farm- 
ers and  consumers,  but  now  oppo- 
nents have  evidence  that  there  could 
be  worrisome  ecological  effects  on 
other  species.  Greenpeace  and  ucs 
are  asking  the  Environmental  Pro- 
tection Agency  to  consider  pulling  al- 
tered crop  seeds  off  the  market,  cit- 
ing broad  environmental  concerns. 
The  epa  says  it  will  study  the  issue. 


Here's  how  the  potential  ecological 
threat  arises:  Genetically  engineered 
corn,  such  as  Monsanto  Co.'s  Yield- 
Gard,  is  designed  to  produce  its  own 
natural  pesticide,  a  substance  called 
Bt.  The  Bt  in  each  plant  kills  pests, 
thereby  boosting  yields.  But  butter- 


flies  and  moths  are  susceptible  to  Bt, 
too.  In  fact,  the  stuff  is  used  by  or- 
ganic fanners  to  control  certain  pests 
And  Bt  is  sprayed  on  forests  to  fight 
gypsy  moths,  where  it  wipes  out  re- 
lated insects. 

Companies  did  make  sure  that  Bt- 
producing  corn  did  not  harm  benefi- 
cial insects  such  as 
honey  bees  and  lace 
beetles.  Yet  indus- 
try executives  and 
regulators  lacked 
the  imagination  to 
consider  indirect  ef- 
fects, whether  on 
monarch  butterflies 
or  on  predators  eat- 
ing Bt-killed  prey. 
That  "calls  into 
question  how  well 
regulated  the  tech- 
nology is,"  says 


ALTERED  CROPS  TAKE 
FARMING  BY  STORM 


CROP 


MILLIONS  OF  ACRES 
PLANTED  IN  1998 


CORN 

20 

25% 

CANOLA 

5 

35 

SOYBEANS 

27 

38 

COTTON 

6 

45 

DATA  NATIONAL  CENTER  FOR  FOOD  ( 

» AGRICULTURAL  POLICY 

ucs's  Mellon.  And  it's  part  of  a  ger 
eral  pattern  of  what  critics  see  as 
the  industry's  arrogance  about  the 
technology.  "Companies  have  done 
terrible  job  explaining  why  these 
products  are  beneficial,"  says  Ken 
Moonie  of  Verdant  Partners,  an 
agribusiness  investment-banking  ai 
consulting  firm. 

Now  biotech  giants  like  Monsan 
and  Novartis  are  in  full  damage-co 
trol  mode,  worried  that  the  study 
will  cause  Europeans'  fears  abc 
gene-altered  food  to  jump  the 
Atlantic.  "This  has  certainly 
k  caused  quite  a  flap,"  says 
pi,    Philip  Angell,  a  Monsant 
fH    spokesman.  "It  is  clearl 
something  that  raises  oi 
will  raise  the  discussion 
about  biotech  to  a  level 
where  it  has  not  existec 
jefore." 

Meanwhile,  the  Euro 
pean  regulatory  climat 
is  growing  harsher.  Ev 
ropean  Commission  offi 
If    cials  announced  that  they 
would  not  only  put  U.  S.- 
based  Pioneer  Hi-Bred  Intel 
national  Inc.'s  application  to 
pest-resistant  corn  on  hold  but 
also  will  review  existing  approv; 
for  other  products.  "The  industry 
in  big  trouble,"  says  agriculture  cc 
sultant  Charles  Benbrook.  "It  mis- 
played  its  hand  by  overstating  its 
command  of  the  science  and  its 
knowledge  of  the  consequences.' 

If  biotech  companies  had  consid- 
ered unintended  side  effects  years 
ago,  they  wouldn't  be  on  the  defer 
sive  now.  The  industry  "asked  for 
trouble,  and  they 
got  it,"  says 
monarch  expert 
Lincoln  Brower  c 
Sweet  Briar  Col- 
lege. Genetic  eng 
neering  still  hold: 
the  promise  of  re 
Iutionizing  agricu 
ture.  But  the  pat 
to  that  future  jus 
got  more  uncerta 

Carey  covers  scie 
from  Washington 


SHARE  OF 
CROP  TOTAL 


ECONOMY 


ILL  BUILD  TO  SUIT 
EVENTUALLY 

ir-home  construction  is  taking  a  pounding 


rhen  Anna  Cobb  signed  a  contract 
in  May,  1998,  to  have  a  Dallas 
developer  build  her  $234,000 
n  house  in  nearby  Coppell,  she  ex- 
;d  to  move  in  by  October.  Instead, 
chronic  construction  delays,  in- 
lg  changing  project  managers  three 
;  and  wrangling  with  the  developer 
poor  workmanship,  she  finally 
id  in  this  May — seven  months  late, 
been  a  nightmare,"  says  Cobb,  a 
wed  mother  of  two. 
ke  Cobb,  a  growing  number  of 
home  buyers  are  facing  unexpected 
s  as  developers  struggle  to  keep  up 
the  roaring  demand  for  new  hous- 
nd  for  almost  everything  else,  from 
is  to  factories  to  rehabs.  As  the 
n  enters  peak  building  season,  the 
et  on  the  overworked  construction 
itry  is  becoming  clear:  On  both 
is  and  most  places  in  between, 
ers  are  reporting  that  they  can't 
some  key  materials  or  enough 
d  labor  to  build  homes. 
LATION.  As  a  result,  everything  is 
g  much  longer  (chart)  and  costing 
more.  The  shortages  have  been 
ofound  as  to  cut  into  the  number  of 
s  built:  The  Commerce  Dept.  re- 
d  on  May  18  that  housing  starts  in 
dropped  a  stunning  10.1% — the 
■st  monthly  decline  in  more  than 
'ears — partly  because  the  labor  and 
rials  weren't  there  to  build  them, 
th  demand  unquenchable  and  sup- 
limited,  prices  to  everyone  have 
shooting  upward  as  well,  creating 
li-infiation  boom.  For  the  builders 
subcontractors,  prices  on  raw  ma- 
s  and  labor  have  shot  up,  on  aver- 
Detween  15%  and  20%.  "I've  never 
it  this  bad,"  says  Eduardo  Stern, 
resident  of  Miami-based  LandStar 
3s,  which  has  seen 
price  it  pays  for 
rock   more  than 
e,  from  $10  to  $21 
rd,  since  January, 
r  buyers,  prices  on 
lomes  have  jumped 
since   the  first 
ter  of  last  year, 
trated    with  the 
iome  logjam,  more 
rs  are  turning  to 
ng  homes,  pushing 
and  prices  in  that 
3t  far  ahead  of  pro- 


IT  TAKES  LONGER 
TO  BUILD  A  HOUSE 


'90  '91  '92  '93  '94  '95  '96  '97  '98 
▲  MONTHS 

DATA:  U.S.  CENSUS  BUREAU, 
NATIONAL  ASSOCIATION  OF  HOME  BUILDERS 


jections.  In  both  March 
and  April,  the  annualized 
sales  rate  on  existing 
homes  passed  5  million 
units,  and  real  estate  ex- 
perts predict  that  prices 
could  be  up  6.3%  by  the 
end  of  the  year. 

There's  no  relief  in 
sight.  In  the  next  cou- 
ple of  months,  in  fact, 
supplies  of  materials  and 
carpenters  could  be 
strained  as  communities 
in  Oklahoma  and  Kansas 
set  about  replacing  some 
of  the  nearly  10,000 
homes  destroyed  by  tor- 
nadoes in  early  May. 
"It's  going  to  be  tough," 
says  David  Seiders,  chief 
economist  for  the  Na- 
tional Association  of 
Home  Builders.  "Here 
we  are  with  dramatic 
shortages  that  are  caus- 
ing bottlenecks  when  we 
need  to  be  producing  in 
large  quantities." 

But  as  bad  as  the 
double-digit  price  hikes 
for  materials  such  as 
sheetrock  and  insulation 
are,  the  biggest  head- 
ache for  builders  is  finding  skilled  la- 
bor. "Subcontractors  are  in  such  huge 
demand,  they  get  what  they  ask  for," 
says  Scott  Colwell,  owner  of  Hoover 
Realty  Trust  and  vice-president  of  the 
Builders  Association  of  Greater  Boston. 
For  their  part,  subcontractors,  who  are 
hired  to  do  eveiything  from  digging  and 
pouring  the  foundation  to  painting  the 
walls  and  hanging  wallpaper,  must  also 
mount  multistate  search- 
es to  fill  their  crews. 

But  in  this  low-un- 
employment economy, 
many  of  the  workers 
who  might  have  opted 
for  this  lucrative,  sea- 
sonal work  are  comfort- 
ably placed  in  year- 
round  office  positions.  To 
get  crews,  subcontrac- 
tors are  raising  wages — 
20%  so  far  this  year,  ac- 
cording to  Colwell. 
The  worker  shortage 


Across  the  country,  builders 
report  that  they  can't  find  enough 
skilled  help  and  materials 

ANNA  COBB'S  HOME  WAS  FINISHED  SEVEN  MONTHS  LATE 


'99 
EST. 


has  left  many  in  the  industry  worried 
that  the  situation  could  lead  to  shoddy 
construction  by  less-skilled  craftsmen. 
Indeed,  in  a  recent  nahb  survey,  80%  of 
the  builders  expressed  concern  about 
the  quality  of  available  skilled  labor. 
"When  you're  as  shorthanded  as  our  in- 
dustry is,  you  do  bring  unskilled  work- 
ers in,"  says  Daniel  J.  Bennet,  presi- 
dent of  the  National  Center  for 
Consti-uction  Education  &  Research  in 
Gainesville,  Fla.  Bennet's  group  has 
helped  contractors  recruit  and  train 
about  500,000  new  workers  since  it  be- 
gan in  1995. 

"The  labor  market  is  the  No.  1  issue 
facing  builders,"  says  Steven  B.  Alloy, 
president  of  Stanley  Martin  Cos.,  a 
homebuilder  and  subcontractor  in  Re- 
ston,  Va.  "There  has  to  be  quality  con- 
trol." Without  it,  even  the  most  flush 
buyers  may  think  twice  about  paying 
today's  high  prices  for  a  new  home. 

By  Stephanie  Anderson  Forest  in 
Dallas,  with  bureau  reports 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Paul  Magnusson 

THE  SLIP-UP  THAT'S  SLANTING 
THE  TRADE  DEFICIT 


Congressional  critics  of  America's 
trade  policy  clear  their  throats 
around  the  third  Thursday  of 
every  month.  That's  when  the  gov- 
ernment releases  its  monthly  report 
on  the  U.  S.  trade  deficit,  which  hit  a 
record  $19.7  billion  in  March. 

Before  they  speak  up  next  month, 
however,  those  critics  might  do  well 
to  ponder  one  big  problem  with  those 
numbers.  Because  exports  are  not 
measured  accurately,  billions  of  dol- 
lars' worth  of  trade  goes  uncounted. 
The  Commerce  Dept.  estimates  that 


as  much  as  10%  of  U.  S. 
goods  exports — which  to- 
taled $671  billion  last 
year — simply  slips  across 
borders  untallied.  And  be- 
cause the  government 
does  a  better  job  auditing 
imports,  undercounting  exports  re- 
sults in  a  higher  trade  deficit.  Had  all 
exports  been  tallied,  the  1998  U.  S. 
trade  deficit  might  have  been  as  little 
as  $101  billion,  far  below  the  reported 
$169  billion. 

LOST  IN  CYBERSPACE.  Why  are  ex- 
ports undercounted?  Small-ticket 
items  such  as  auto  parts,  software, 
and  gourmet  foods — any  outbound 
shipment  that's  valued  at  less  than 
$2,500 — does  not  have  to  be  reported 
to  the  Commerce  Dept.  And  the  vol- 
ume of  these  small  shipments  is  ris- 
ing. For  starters,  ihe  number  of 
small  companies  exporting,  typically 
in  small  shipments,  is  growing.  A 
May  25  survey  of  10,000  small  busi- 
nesses by  the  National  Association  of 


Manufacturers  found  that  36%  of 
companies  derived  5%  or  more  of 
revenues  from  sales  abroad  in  1998, 
up  from  27%  in  1992. 

Also,  just-in-time  inventory  tech- 
niques add  to  the  sub-$2,500  flow  as 
U.  S.  companies  feed  parts  to  over- 
seas factories  in  small,  sometimes  dai- 
ly, batches.  And  the  North  American 
Free  Trade  Agreement  spurs  U.  S. 
companies  to  move  assembly  plants  to 
Canada  and  Mexico.  Many  of  the 
small  shipments  of  components  to 
these  plants  go  uncounted. 

Commerce  al-- 
has  trouble  tracking 
software  sales  and 
E-commerce.  For 
example,  at  Kent 
(Conn.)-based  Cyber- 
ian  Outpost  Inc., 
which  sells  PC  goods 
online,  some  15%  of 
its  $85  million  in  fis- 
cal 1999  sales — about 
$12.75  million  worth 
of  PCs  and  related 
products — were 
shipped  overseas. 
Nearly  all  of  the 
parcels  fall  below 
the  $2,500  reporting 
threshold,  so  few  are 
counted.  Software 
downloaded  over  the 
Web  also  goes  virtu- 
ally unreported. 
"Measuring  what's  happening  on  the 
Web  in  a  way  that's  statistically 
meaningful  requires  new  categories 
and  new  definitions,"  laments  Com- 
merce Under  Secretary  for  Economic 
Affairs  Robert  J.  Shapiro. 

The  Clinton  Administration  is  try- 
ing to  modernize  its  reporting  system. 
One  proposal  would  create  a  single 
agency  to  track  all  international 
trade.  But  the  "International  Trade 
Data  System"  so  far  exists  as  little 
more  than  a  Web  site.  Until  the  case 
of  the  missing  exports  is  solved,  crit- 
ics should  think  before  sounding  then* 
monthly  alarm. 

Magnusson  covers  trade  from 
Washington. 


IT  ADDS  UP 

Export  items  valued 
at  less  than  $2,500 
go  unreported 


CYRUS  MEHRI:  Former  Naderit 


PEOPLE  

A  DIFFERENT  I 
COLA  WAR  I 

An  activist  lawyer  accuse.' 
Coca-Cola  of  discriminatrn 

Activism  is  in  Cyrus  Mehri'sD> 
Born  on  Bastille  Day  to  Irania  I 
ents  who  fled  the  Shah  to  raisith 
children  in  the  U.  S.,  Mehri  maeh 
against  the  Vietnam  War  at  ageta 
Mehri's  first  job  out  of  CornellL; 
School  was  with  Ralph  Nader.  M 
private  practice,  Mehri  has  brougl  si 
cessful  public  interest  cases  against  Ve 
inghouse,  Fina,  and  Sikorsky  Aim 
Mehri's  biggest  victory  was  as  plrt 
the  team  that  sued  Texaco  Cor;  l 
racial  discrimination  and  won  a  $11>rr 
lion  settlement.  Mehri  unearthed  teee 
Texaco  managers  making  racistpo: 
ments  in  meetings  and  leaked  thbi 
The  New  York  Times. 

But  Mehri's  latest  target  may  *  i 
toughest  yet.  In  a  potentially  expf 
suit  filed  Apr.  22,  Mehri  has  accusj  t 
Coca-Cola  Co.  of  systemic  discrimati 
against  black  employees — even  diw 
upon  what  he  claims  are  internaljCo 
documents  showing  stark  differere? 
pay,  promotions,  and  performan? 
views  between  white  and  black  eiplf 
ees.  Coke  categorically  denies  thai 
gations  and  vows  to  mount  a  vi.p 
defense.  "I  think  we've  made  m 


A  strong  case* 


Just  in  case. 


\  Rolex  is  not  only  handsome,  it  is  extremely 

pi 

Tigged,  and  the  key  is  its  trademark  Oyster 
:ase  sculpted  from  18kt  gold  or  stainless 
;teel.  The  case,  combined  with  the 
ynthetic  sapphire  crystal  and  patented 
j|  Iriplock  winding  crown,  creates  a  virtually 


impenetrable  miniature  vault  which,  for  this 
Submariner,  is  pressure -proof  to  1,000 
feet.  Its  legendary  durability  has  made 
it  the  standard  of  excellence  among  divers, 
and  is  just  one  reason  why  this  timepiece  grows 
even  more  impressive  the  deeper  you  delve  into  it. 


fr 

)yster  Perpetual  Submariner  Date  in  18kt  gold  and  stainless  steel  with  matching  Oyster  Fliplock  bracelet.  For  the  name  and  location  TJ  f"V  T   TTI  "y 


News:  Analysis  &  Commentary 


strides  in  developing  a  gold  standard  for 
diversity  management,"  says  Carl  Ware, 
Coke's  group  president  for  Africa  and 
its  most  senior  black  executive.  On  May 
26,  the  company  said  Ware  will  co-head  a 
new  diversity  council  reporting  to  ceo 
Douglas  Ivester. 

Mehri  believes  he  has  hit  a  nerve  with 
the  suit,  claiming  that  nearly  100  cur- 
rent and  fonner  Coke  employees  have 
approached  him,  eager  to  join  a  class  ac- 
tion. "I've  never  had  so  much  evidence 
this  early  in  any  case,"  says  Mehri,  who 
predicts  that  his  next  filing,  asking  for 
class-action  status,  'is  going  to  blow  peo- 
ple's minds." 

Still,  Coke  will  likely  be  a  tougher  foe 
than  Texaco.  Coke  has  strong  ties  to  civ- 
il-rights groups,  dating  back  to  the  1960s 
when  the  company  pushed  for  desegre- 
gation in  Atlanta.  Even  Mehri,  who 
opened  his  own  firm  last  fall,  admits  he 
couldn't  persuade  any  of  the  top  anti- 
discrimination law  finns  to  support  his 
case.  "Suing  Coke  in  Atlanta  is  like  suing 
the  Pope  in  the  Vatican,"  one  lawyer 
warned  him,  he  says. 
ENOUGH  METTLE?  And  there  are  legal 
hurdles.  Experts  say  it's  notoriously  dif- 
ficult to  persuade  judges  to  award  class- 
action  status  in  disciimination  suits — and 
equally  hard  to  prove  individual  prob- 
lems are  part  of  a  pattern.  "The  Texaco 
case  was  really  extraordinary,"  notes 
Laura  Sager,  a  professor  at  New  York 
University  School  of  Law. 

Privately,  some  former  foes  question 
whether  the  37-year-old  Mehri  has  the 
experience  to  prevail  against  Coke.  For- 
mer opponents  say  his  zeal  sometimes 
prevents  him  from  settling,  even  when  it 
is  the  best  move  for  his  clients. 

Even  in  the  Texaco  case,  Mehri  came 
under  fire  for  his  relationship  with  the 
whistleblower.  Richard  Lundwall  was  a 
disgruntled  worker  who  approached 
Mehri  with  the  tapes  in  hopes  he'd  rep- 
resent him  in  an  age-discrimination  suit. 
Lundwall  assumed  his  conversations  with 
the  lawyer  were  privileged.  But  he  later 
found  out  otherwise:  Mehri  became  a 
government  witness  when  Lundwall  and 
another  Texaco  executive  were  prose- 
cuted for  plotting  to  conceal  documents — 
charges  on  which  both  men  were  acquit- 
ted. "Mehri  seduced  Lundwall  and  led 
him  to  believe  he  would  represent  him, 
just  to  get  the  tapes,"  fumes  Lundwall's 
attorney,  Ethan  A.  Levin-Epstein.  Mehri 
says  he  told  Lundwall  he  was  legally 
prevented  from  taking  his  case,  a  de- 
fense he  says  was  borne  out  in  court. 

Clearly,  Mehri  is  determined  to  right 
perceived  wrongs.  But  does  he  have  the 
right  stuff  to  win  against  Coke? 

By  Dean  Foust  in  Washington 


COMMENTARY 


By  Mark  Hyman 


ANOTHER  RUINED  SEASON 
THAT  WASN'T 


Five  months  ago, 
the  only  news 
from  the 
National  Basketball 
Assn.  was  reports 
about  who  was 
shouting  the  loud- 
est at  bargaining 
sessions  between 
stubborn  owners 
and  surly  players. 
As  the  lockout 
stretched  on,  there 
were  dire  predic- 
tions about  the 
future  of  the 
league.  The  popular 
wisdom  was  that 
the  NBA  would  be 
on  its  back  for  a 
couple  of  seasons  at 
least.  Wrong — by  a 
couple  of  seasons. 

As  it  turns  out, 
fans  almost  beat  the 
players  back  to  the 
arenas,  and  on  most 
fronts,  the  league 
has  nearly  returned 
to  pre-lockout  pros- 
perity. Three  teams 
sold  out  every  home  game  in  the  ab- 
breviated, 50-game  season. 
Leaguewide,  attendance  slipped  just 
2%,  and  nearly  half  the  teams  aver- 
aged larger  crowds  this  season  than 
last.  The  red-hot  Sacramento  Kings, 
San  Antonio  Spurs,  and  Golden  State 
Warriors  posted  double-digit  percent- 
age gains  in  attendance. 
TIGER  TAMER.  The  TV  audience  came 
back,  too.  Ratings  were  supposed  to 
crash  in  the  postlockout,  post-Michael 
Jordan  era.  But  on  May  15.  a  Los 
Angeles  Lakers-Houston  Rockets 
playoff  game  pulled  in  three  times  as 
many  viewers  as  golfs  Byron  Nelson 
Classic — with  Tiger  Woods  in  the 
hunt.  Overall,  ratings  for  the  second 
weekend  of  the  playoffs  were  up  a 
robust  17%  over  the  first. 

It  may  even  be  a  good  time  to  own 
an  NBA  franchise.  So  advises  John  A. 
Moag  Jr.,  managing  director  of  Legg 
Mason's  Sports  Industry  Group.  In  a 
newsletter  for  prospective  investors 


CROWD  PLEASER 

Latrell  Sprewell 


in  pro-sports  fra: 
chises,  he  recent] 
rated  the  league 
solid  "buy." 

In  spite  of  the 
lockout?  Nah,  be- 
cause of  it.  The  n 
six-year  collectiv 
bargaining  agree 
ment  reins  in  pla 
salaries — no  mon 
$126  million  bona 
for  youngsters  lit 
Kevin  Gamett 
should  help  the  b 
torn  line.  Not  bai 
considering  the  N 
was  ringing  up  4 
gross  profit  marg 
before  the  lockou 
Sure,  problem: 
remain.  It's  no 
longer  as  cool  to 
wear  game  jerse 
and  merchandise 
sales  show  it.  All 
the  hottest  franc 
ever,  Jordan's  Cli 
go  Bulls,  has  pas 
into  the  record 
books.  After  a  hi 
ble  season,  the  team  fears  an  exo 
of  season-ticket  customers,  with  i 
to  25%  expected  not  to  renew. 

Overall,  however,  basketball  is 
back.  Once  again,  the  Chicken  Li1 
failed  to  take  into  account  a  fund 
mental  truth:  Sports  fans  have  sh] 
memories.  Or  perhaps  an  infinite  1- 
pacity  for  forgiveness.  Once  the  j 
games  return,  so  does  the  exciterjr 
and  so  do  the  fans.  Diehards  want< 
remember  the  electricity  when  Mrl< 
McGwire  hit  home  ran  No.  62 — n<Jf 
the  trash  talk  between  owners  arj. 
players  during  the  baseball  strike 
That  stuff  gets  worked  out. 

So  next  time  owners  lock  the  i 
doors  and  players  take  up  picket  [! 
signs,  don't  listen  to  the  doom-an- 
gloomers.  Just  hope  things  get  set 
tied  fast  so  we  can  get  back  in  liis 
for  our  hot  dogs  and  programs. 

Hi/man  is  contributing  editor  )Y 
sports  business. 


:  The  Knicks 
slam-dunks 


You'll  want  to  go  on  again 
id  again. 


You'll  want  to  go  on  for  the  best 
Dom— 52%  more  than  on  British 
vays.  You'll  want  to  go  on  for  the 

seating — 28°  more  recline  than 
American.  You  will  never  sit  in  a 
die  seat  like  on  Lufthansa.  And  you 
have  the  most  personal  space  of 
ing  airlines'  business  classes.  But 
tly,  you  will  want  to  go  on  because 

BusinessElite  simply  outclasses 


business  class.  By  this  summer,  our 
entire  international  fleet  will  be 
reconfigured  with  fully  electric  seats, 
a  five-course  menu,  in-seat  movies, 
and  the  aforementioned  'bests'  For 
reservations,  visit  www.bizelite.com, 
or  call  your  Travel  Agent  or  Delta  at 
1-800-241-4141.  Go  on  once  to 
Europe,  Japan,  Brazil  or  India  and  we 
think  you'll  be  thrilled. 


business  elite 

A  Delta  Air  Lines 


al  space  is  defined  as  the  sum  of  legroom  and  recline.  Legrootn  based  on  measurements  taken  from  the  foremost  point  of  the  bottom  seat  cushion  to  the  back  of  the  seat  m  front  of  it  using 
ilkhead  seats  on  a  widebody  aircraft  of  American  Airlines,  British  Airways,  Lufthansa,  Virgin  Atlantic,  Continental,  US  Airways,  TWA,  KLM,  ANA,  Alitalia 


In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


ONE  MORE  UNION  FOR 
FIRST  UNION? 

IS  FIRST  UNION,  FAMOUS  FOR 

being  a  big  acquirer,  about  to 
become  takeover  bait  itself? 
The  Charlotte  (N.C.)  bank- 
ing giant's  warning  on  May 
25  that  1999  profits  will  be 
20%  lower  than  Wall  Street's 
initial  forecasts  sent  its  stock 
down  $4,  to  $45,  nearly  a 
third  below  its  level  last  Jan- 
uary. The  culprit:  First  Union 
says  its  1998  acquisitions  of 
CoreStates  Financial  and  the 
Money  Store  haven't  gener- 
ated the  returns  necessary  to 
cover  their  purchase  prices. 
The  $223  billion  bank  has 
grown  through  dozens  of  ac- 
quisitions over  the  years.  But 
with  its  stock  weak  and  prof- 
it picture  murky.  Wall  Street 
analysts  now  wonder  if  First 


CLOSING  BELL 


CAR  WRECK 

The  deal  just  about  drove 
investors  off  the  road.  On 
May  24,  Avis  Rent  A  Car  said 
it  was  buying  Cendant's  vehi- 
cle-leasing business — and 
its  stock  plunged  21%,  to 
$28.  Avis  will  pay  $1.8  billion 
in  cash  and  preferred  stock 
and  assume  $3.2  billion  in 
debt.  Goldman  Sachs'  Meg 
Saegebarth  says  investors 
who  liked  the  company's 
focus  on  the  U.S.  rental  busi- 
ness were  rattled  by  the  move 
to  take  on  more  debt  and 
diversify.  The  deal  is  expected 
to  dilute  earnings  this  year, 
but  add  to  them  in  2000. 
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Union  itself  might  be  on  the 
block.  First  Union  insists  it 
isn't  for  sale,  but  analysts 
wonder  if  rivals  such  as  Wells 
Fargo  and  Chase  Manhattan 
might  seize  on  the  bank's  cur- 
rent woes  to  make  a  bid. 


FOOD  TESTS  AREN'T 
GOING  DOWN  EASILY 

EARLIER  THIS  YEAR,  AN  OUT- 

break  of  listeria  in  Sara  Lee 
meat  products  took  21  lives 
and  sickened  more  than  100, 
according  to  the  Centers  for 
Disease  Control.  On  May  25, 
the  feds  announced  several 
steps  to  help  industry  control 
the  bug,  including  new  guide- 
lines for  testing  meat  prod- 
ucts. But  food  safety  experts 
are  skeptical:  For  one  thing, 
they  say  increased  testing 
may  miss  small  amounts  of 
listeria.  "Absence  of  evidence 
does  not  mean  that  the  evi- 
dence is  absent,"  says  Dr. 
Michael  Osterholm,  an  epi- 
demiologist formerly  with  the 
Minnesota  Health  Dept. 

AN  E-MEDIA  BRAWL 
IN  THE  MAKING 

THE  ELECTRONICS  INDUSTRY 
must  love  standards — it  cre- 
ates so  many  of  them.  On 
May  26,  at&t,  Matsushita 
Electric,  BMG  Entertainment, 
and  Universal  Music  said 
they  would  develop  a  secure 
system  to  create,  send,  and 
play  back  audio  and  video 
programming  over  the  Inter- 
net. A  trial  of  the  Electronic 
Media  Distribution  system 
will  come  on  the  heels  of 
IBM's  June  test  of  a  rival 
scheme.  Like  the  new  stan- 
dard, it's  supported  by  Uni- 
versal and  bmc — as  well  as 
by  Sony,  emi,  and  Warner. 

THIS  CABLE  TYCOON 
CAN  T  STOP  BUYING 

PAUL  ALLEN'S  CABLE  EMPIRE 

is  growing  again,  this  time 
with  systems  in  such  areas  as 


HEADLINER:  AN  AKIN  SKYWALKER 


STAR  WANES 


Anakin  Skywalker  just 
couldn't  soar  as  high  as  the 
expectations  for  his  movie. 
Star  Wars:  Episode  I — 
The  Phantom  Men- 
ace opened  at  0, 
warp  speed,  sell- 
ing $102.7  mil- 
lion worth  of 
tickets  in  five 
days.  But  as 
Weekend  Two 
rolled  around,  Hoi 
lywood  insiders  were 
privately  saying  the  film 
failed  to  hit  the  heights 
many  had  predicted:  The 
$61.8  million  it  collected 
over  its  first  weekend 
trailed  the  $70  million 
record  by  Steven  Spiel- 
berg's dinosaur'  film  The 
Lost  World:  Jurassic  Park. 

Industry  obseivers  now 
expect  Menace  to  generate 


more  than  $300  million  in 
U.  S.  theater  sales,  puttir 
it  in  the  top  10  all-time 
films,  but  behind  the 
original  Star  Wan 
(No.  2)  and  well 
behind  Titanic 
which  took  in 
$600.7  million 
But  there 
plenty  of  evi- 
dence that  the 
Force  is  still 
strong  with  its  fans 
Fox,  which  is  distributing 
the  movie,  paid  an  estim; 
ed  $50  million  to  air  Men 
on  Fox  Network  next  ye 
before  cable  can  get  it.  A 
in  Menomonie,  Wis.,  a  pa 
of  thieves  stole  a  print  ft 
the  State  Theater,  appar- 
ently to  make  bootleg  vk 
copies  of  the  film. 

By  Ron  Grc 


rural  Northern  California, 
Oregon,  and  North  Carolina. 
Allen's  Charter  Communica- 
tions is  adding  those  systems 
as  part  of  a  $3.6  billion  deal 
for  Los  Angeles-based  Falcon 
Cable.  That  leaves  Allen  with 
5.5  million  subscribers  and 
allows  the  Microsoft  co- 
founder  to  link  those  custom- 
ers with  his  online  properties, 
including  investments  in  E- 
commerce  sites  through 
Go2Net,  news  sites  through 
ZDNet,  and  modem  service 
through  High  Speed  Access. 
Allen  also  owns  large  pieces 
of  content  providers  such  as 
the  Dreamworks  studio. 


A  FAILING  GRADE 
FOR  GRADE  

WHEN  YOUR  STOCK  DROPS 
from  $32  to  $8  in  less  than  a 
year,  you  know  your  days  in 
the  corner  office  are  num- 
bered. On  May  25,  the  end 
came  for  Jeffery  Grade,  CEO 
of  industrial  equipment  mak- 


er Harnischfeger  Indus 
Big  investors  like  the 
brothers'  Trinity  Group 
have  forgiven  Grade  his 
perfoiTnanee,  given  the 
turn  in  Asian  economies 
a  lack  of  demand  frorr 
customers.  But,  says  on 
alyst,  they  didn't  overloi 
earnings  restatement 
very  public  fight  with 
nischfeger's  largest  cust 
Asia  Pulp  &  Paper,  o^ 
$300  million  contract. 
Operating  Officer  John 
Hanson  will  become  CE< 

ETCETERA... 

■  McKesson  says  it 
restate  three  years  of 
ings— up  from  one. 

■  The  fda  approved  I 
dia,  SmithKline  Beecl 
new  diabetes  drug. 

■  Georgia-Pacific  will 
$840  million  to  buy 
source  Worldwide. 

■  Shares  of  barnesand 
com,  the  biggest  Net  ipc 
27%  on  the  first  tradini 
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The  Global  Challenge  - 

Latin  America  in  the  World  Economy 


For  a  recession-wracked  Latin  America, 
buffeted  by  the  trade  winds  of  coun- 
tries far  outside  its  borders,  the  past 
year  has  been  a  study  in  what  The 
Honorable  Jose  Angel  Gurria  Trevino, 
Mexican  secretary  of  finance  and  public 
credit,  referred  to  as  the  "dark  side 
of  globalization."  Just  over  a  year  ago, 
the  region  was  savoring  the  fruits  of 
its  commitment  to  open  markets, 
experiencing  its  highest  growth  rates 
in  a  quarter  of  a  century  and  enjoying 
unprecedented  influxes  of  foreign  capi- 
tal. This  year,  that  prosperity  has  been 
buried  in  fallout  from  crises  in  Asia 
and  Russia,  and  the  region  is  grappling 
with  currency  devaluations,  soaring 
interest  rates  and  negative  GDP  growth 
in  almost  every  country. 

Yet  in  spite  of  such  somber  realities, 
the  mood  at  The  1999  Business  Week 
Americas  Summit,  held  March  24-26 
in  Bal  Harbour,  Florida,  was  one  of  opti- 
mism and  excitement  for  the  future. 
Why?  Because  while  the  current  crisis 
may  be  discouraging,  the  way  the 
region  has  handled  it  gives  Latin 
America  -  and  its  trading  partners  - 
plenty  of  reason  to  be  hopeful. 

"The  policy  of  response  to  this  crisis 
has  been  sensible,  it  has  been  credible, 
and  it  has  been  to  further  increase  the 
attractiveness  of  these  countries  for 
both  investment  and  trade,"  observed 
David  D.  Hale,  global  chief  economist, 
Zurich  Financial  Services,  Chicago.  "If 
we  take  a  two  or  three  year  view,  Latin 
America  may  very  well  come  out  of  this 
crisis  stronger  than  ever  before." 

At  the  conference,  titled  The  Global 
Challenge  -  Latin  America  in  the  World 
Economy,  international  political  and 
business  leaders  gathered  to  discuss 


how  Latin  America  could 
maximize  the  promise 
of  globalization  while 
minimizing  its  perils. 

One  Step  Back 

"In  1998,  a  crisis  in  Russia 
-  a  country  which  has 
almost  no  trade  links  and 
no  financial  links  to  Latin 
America  -  drove  macro- 
economic  conditions 
in  Latin  America  and  is 
still  driving  them  today," 
said  Moises  Nairn,  Ph.D., 
editor,  Foreign  Policy 
Magazine.  Some  investors 
had  to  pull  out  of  Latin 
America  to  cover  losses 
they  had  experienced  in  Russia;  others 
just  got  spooked  and  fled  to  more 
established  markets.  Another  obstacle 
to  capturing  foreign  investment,  Nairn 
said,  was  the  current  American  stock 
market,  which  offered  investors  the 
opportunity  for  "emerging-market-type 
returns,  with  Wall  Street  risks.  Which 
would  people  rather  have,  Bulgarian 
bonds  or  Amazon.com?"  As  these  fac- 
tors staunch  the  flow  of  foreign  capital 
into  the  region,  Nairn  said,  "The  name 
of  the  game  for  1999  and  2000  is  going 
to  be  i  I  liquidity.  Capital  is  going  to  be 
scarce."  That  dearth  "will  create  an 
unprecedented  willingness  on  the  part 
of  Latin  American  entrepreneurs  to 
relinquish  control,"  Nairn  predicted. 
"That  means  we  are  going  to  see  new 
faces,  largely  foreign  faces,  in  the 
executive  suites  of  the  large  Latin 
American  conglomerates." 

The  biggest  question  in  the  region 


"The  name  of  the 
game  for  1999  and 
2000  is  going  to  be 
illiquidity.  Capital  i: 
going  to  be  scarce. ' 

-  Moises  Naim,  Ph.D., 

editor,  Foreign  Policy 
Magazine 


"What  really  distinguishes  Latin  America  from 
East  Asia  in  this  crisis  is  the  transformation  of  the 
Latin  American  banking  system."  -  David  D.  Hale, 

global  chief  economist.  Zurich  Financial  Services 
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today  is  how  well  Brazil  will  recover 
from  its  turmoil.  "Brazil  still  depends 
tremendously  on  foreign  capital  flows," 
said  Francisco  R.A.  Gros,  managing 
director,  Morgan  Stanley  Dean  Witter, 
and  chairman,  Morgan  Stanley  do 
Brasil.  "If  anything  bad  happens  in  China 
or  on  Wall  Street  or  any  other  big  eco- 
nomy, Brazil  is  going  to  suffer  badly." 

Two  Steps  Forward 

But  attendees  maintained  cautious 
optimism  that  the  economic  blows 
which  have  crippled  Asia  and  Russia 
will  cause  only  temporary  setbacks  in 
Latin  America.  "In  spite  of  the  Asian 
contagion,  U.S.  trade  with  Latin  America 
is  at  a  record  level  of  $300  billion  in 
1998,  and  foreign  direct  investment 
is  at  an  all-time  high,"  The  Honorable 
John  D.  Negroponte,  executive  vice- 
president,  global  markets,  The  McGraw- 


"We  believe  the  changes  that  have  occurred  in  Latin  /jp 
in  terms  of  political  stability,  economic  growth,  and  tk 
significant  amount  of  privatization  and  liberalizationk 
created  a  foundation  that  is  solid  and  stable."  -  GeorB 

president  and  managing  director,  AT&T  tor  Caribbean  and  Latin  Americ  I 


Hill  Companies  and  former  U.S.  Ambas- 
sador to  Mexico,  told  attendees. 

"Latin  America  is  encountering  some 
of  the  challenges  we  see  now  precisely 
because  of  the  fact  that  we  are  main- 
taining good,  sound,  proper  macro- 
economic  balances  and  holding  strong 
to  the  reforms  we've  put  in  place 
during  the  last  two  decades,"  said  The 
Honorable  Jose  Maria  Figueres  Olsen, 
President  of  the  Republic  of  Costa  Rica 
from  1994  to  1998.  According  to  Hale, 
"What  really  distinguishes  Latin 


"There  seems  to  be  a  consensus  that  stabilization 
programs  have  been  a  success  and  the  mentality  has 
changed.  There  will  be  no  going  back  to  the 
bad  old  days."  -  Daniel  J.  Hunt,  president, 
Caribbean  and  Latin  America  Region  (CALA),  Nortel  Networks 


A  Hemispheric  Community 


The  Honorable 
Thomas  F. 
McLarty  hi, 

former  Counselor 
to  President  Clinton 
former  Special 
Envoy  for  the 
Americas 


Imagine  a  free-trade  zone  stretching  from  the  Canadian  polar  regions  to  the  tip 
of  Chile's  Cape  Horn.  Such  is  the  vision  shared  by  The  Honorable  Thomas  F. 
McLarty  III,  former  Counselor  to  President  Clinton  and  former  Special  Envoy 
for  the  Americas,  and  The  Honorable  Kenneth  H.  MacKay,  recently  appointed 
U.S.  Special  Envoy  for  the  Americas,  who  re-affirmed  their  commitments  to 
trade  agreements  with  the  Americas. 

"The  people  of  the  U.S.  are  now  increasingly  part  of  the  Americas,"  said 
McLarty.  "We  are  a  community  of  shared  values  and  of  common  interests,  and 
it  is  in  our  interest  to  work  together  Frankly  there  is  no  logical  alternative." 
MacKay  cited  his  dedication  to  "making  this  hemisphere  truly  a  free-trade  area 
and  an  example  for  the  rest  of  the  world  of  what  democracy  and  free  trade  can 
do. .  .with  the  business  community  providing  the  muscle  and  political  leaders 
providing  the  leadership." 


Realizing  such  a  dream  involves  more  than  just  drafting  trade  agreements.  "If 
we  want  farmers  in  Bolivia,  Peru,  and  Colombia  to  stop  growing  coca,  we  need 
to  provide  them  with  an  alternative  to  make  a  better  living  and  the  infrastruc- 
ture to  get  goods  to  market "  said  McLarty.  The  transition  to  open  markets  must  be  supported  by  "a 
social  safety  net  which  will  encourage  our  citizens  to  take  risks  -  and  win  -  in  this  new  economy."  To 
that  end,  he  said,  the  U.S.  shouid  be  prepared  to  help  its  neighbors.  "It  is  past  time  for  the  Congress 
and  Administration  to  come  together  and  pass  a  Central  American  relief  package.  It's  the  right  thing  to 
do  and  it  is  in  our  mutual  interest  to  do  so." 


"The  politick 

in  Mexico  a$ 

to  crack  anq 

-  The  Honora.i 
John  D.  Negr 

executive  vice-pi 
global  markets,  ■' 
The  McGraw-Hifc 
former  U.S.  Arrtu 
to  Mexico 


America  from  East 
Asia  in  this  crisis 
is  the  transforma- 
tion of  the  Latin 
American  banking 
system"  to  one  of 
greater  ownership 
by  foreign  banks. 
Today  46  percent 
of  bank  equity 
belongs  to  local 
subsidiaries  of  for- 
eign institutions. 
"This  is  a  remark- 
able development 
and  it  tells  me 
that  going  into 
the  next  business 
cycle  Latin  America 
will  have  the  kind 
of  financial  system 
it  needs  to  finance  trade  and  inves 
ment,  as  well  as  to  help  maintain 
both  domestic  and  global  investor 
confidence  in  the  exchange  rates." 

"You  can  get  all  the  macroeconmn 
factors  right  and  still  get  hit  with 
contagion,"  observed  Felipe  Larrai'B 
Robert  F.  Kennedy  Visiting  Professed 
Latin  American  Studies,  John  F.  Kei  e 
School  of  Government  and  HMD, 
Harvard  University.  But  if  governmlts 
avoid  large  fiscal  deficits,  current  I 
account  deficits,  exchange  rate  ove 
evaluations,  and  increases  on  the  imp 
of  short-term  foreign  debt  to  inter!; 
national  reserves,  Larrain  said,  the; 
will  protect  themselves  greatly  froi 
economic  shocks. 


Trade  Agreements 

Trade  agreements  like  NAFTA  and 
the  proposed  Free  Trade  Area  of  tl 
Americas  are  reinforcing  economic 
stability.  Mexico  is  one  of  only  twe 
countries  in  the  region  to  be  expe&rn 
ing  positive  GDP  growth,  in  spite  < 
falling  oil  prices,  currency  devaluaijwi! 
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EAPING  THE  REWARDS  OF  FISCAL  RESTRAINT 


Mexico's  Secretary  of  Finance  and  Public  Credit,  The  Honorable  Jose  Angel 
Gurria  Trevino,  is  the  poster  boy  for  budgetary  restraint.  His  policies  of  fiscal 
austerity  in  the  face  of  economic  crisis  enabled  Mexico  to  finish  the  year  with  a 
deficit  only  slightly  higher  than  expected,  and  GDP  growth  of  4.5  percent. 

Mexico,  as  every  other  nation  in  the  region,  was  hard  hit  by  the  turmoil  in  Asia 
and  Russia.  "Because  of  globalization,  every  time  there  was  bad  news  from 
some  of  these  countries,  the  peso  was  battered,  interest  rates  had  to  be 
increased  and  the  stock  market  took  a  hit,"  said  Gurria.  "Imagine  a  finance 
minister  explaining  to  the  man  in  the  street  that  there  is  a  devaluation  of  the 
local  currency  because  of  the  Russian  Duma." 


ie  Honorable 
se  Angel 
i fin i a  Trevino, 

cretary  of  Finance 
d  Public  Credit, 
ixico 


The  drop  in  oil  prices  dealt  another  economic  blow,  causing  Mexico  to  lose  one 
percent  of  GDP.  Gurria,  aware  of  the  steeply  reduced  revenues  the  government 
would  realize  as  a  result  of  this  crisis,  responded  by  announcing  large  budget 
is  on  several  occasions.  "This  was  something  that  had  not  been  done  in  Mexico  before,"  said  Gurria. 
i  'e  always  thought  external  shocks  were  temporary,  or  even  if  we  thought  they  were  permanent,  we 
,  ed  as  though  they  were  temporary.  This  time  around,  we  assumed  they'd  be  permanent,  took  perma- 
:  it  actions  and  if  things  turned  out  better  than  expected,  fine." 

wthe  country  faces  another  challenge,  with  an  election  in  2000  offering  the  first  real  challenge  to  the 
j  jemony  of  the  ruling  PRI  party.  Mexico  has  tended  to  suffer  economic  turbulence  every  time  there  is 
i  lew  government,  even  in  the  most  predictable  of  elections.  "The  international  community  isn't  asking, 
:j  ill  a  crisis  happen?'"  said  Gurria.  "They  are  asking,  'How  will  you  handle  the  crisis?'"  But  Gurria 

convinced  that  this  time,  the  only  thing  Mexicans  will  have  to  worry  about  is  who  to  vote  for.  "The 

:son  Mexico  has  had  crises  in  the  past  and  will  not  in  the  future  is  fiscal  discipline,"  he  asserted. 

'e  didn't  have  enough  of  it.  Now,  our  answer  to  fiscal  tensions  or  pressures  is  that  we  cut  the  budget." 


"What  is  really  important  is  not  if  a  currency  is  fixed 
or  flexible.  It  is  the  credibility  and  stability  of  the 
macroeconomic  reforms."  -  Nariman  Behravesh,  Ph.D., 

ief  international  economist  and  research  director,  Standard  &  Poor's  DRI 


exposure  to  the  same  aftershocks 
l  Asia  and  Russia  that  have  shaken 
rest  of  the  region.  "Why  is  it  we 
e  out  of  the  Tequila-effect  recession 
995]  so  quickly?"  asked  Jaime 
orre,  president,  Enron  of  Mexico, 
tfas  because  of  NAFTA.  The  U.S.  was 
atened  by  the  trouble  in  Mexico 
came  to  our  aid.  But  in  1998,  we 
;  put  to  the  test  again,  and  we  came 
of  that  on  our  own.  We  now  have 
anufacturing  base  large  enough  and 
dependent  enough  on  oil,  that  is 
h"  iter-linked  with  the  U.S.  via  NAFTA, 
is  given  us  inner  strength." 
'he  Mercosur  trading  bloc  has 
iased  trade  by  five-times  among 
iber  nations,  according  to  The 
orable  Felix  Peiia,  Undersecretary 


of  Foreign  Trade,  Argentine  Ministry 
of  Economy  and  Public  Works  and 
Services.  The  Andean  Community,  a 
group  of  smaller,  less  economically 
fortified  countries  in  the  region,  has 
had  an  explosion  in  trade  among  its 
members  since  only  a  year  ago,  and 
is  in  trade  negotiations  with  the  U.S. 
and  Mercosur. 

Wolf  Grabendorff,  director  of  the 


"Companies  from 
the  U.S.  sell  more 
to  the  Andean  coun- 
tries than  to  China, 
and  more  to  Centra ij 
America  than  to 


Eastern  Europe." 

-  The  Honorable 
Robert  L.  Mallett, 

Deputy  Secretary, 
U.S.  Department  of 
Commerce 


Institute  for 
European-Latin 
American  Rela- 
tions (IRELA)  in 
Madrid,  discussed 
Europe's  interest 
in  inking  a  trade 
deal  with  Mercosur. 

"There  is  growing  concern  that 
Europe  may  be  squeezed  out  of  this 
very  promising  market  due  to  some- 
thing referred  to  as  the  NAFTA  effect." 
Trade  between  Mexico  and  Europe  has 
plunged  50  percent  since  NAFTA  was 
signed.  "That  is  obviously  something 
that  European  businessmen  don't  want 
to  see  repeated  once  the  Free  Trade 
Agreement  ol  the  Americas  is  estab- 
lished." Europe  is  looking  to  sign  its 
own  agreement  with  Mercosur  in  2005 
and  is  in  the  process  of  establishing 
special  negotiating  mandates  with 
Mercosur,  Mexico  and  Chile. 

Challenges  Ahead 

Speakers  identified  several  entrenched 
problems  in  the  region  which,  left 
unattended  to,  could  threaten  its 
competitive  participation  in  the  world 
economy.  The  Inter-American  Devel- 
opment Bank  reports  Latin  America  to 
have  the  most  unequal  income  distri- 
bution of  any  region  in  the  world,  a 
fact  which  endangers  political  stability. 
A  severely  undereducated  work  force 
and  poor  infrastructure  undermine  the 
region's  competitiveness.  A  savings  rate 
of  around  18  percent  compared  to 
35  percent  in  Asia  forces  the  region  to 
rely  more  heavily  on  imported  capital. 
Latin  America  has  focused  its  educa- 


"From  a  European  business  perspective,  Latin  America  is 
by  far  the  most  interesting  and  most  long-term  promising 
part  of  the  developing  world."  -  Wolf  Grabendorff, 

director,  Institute  for  European-Latin  American  Relations  (IRELA) 
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Toward  a  Cooperative  Globalization 


Columbia  remains  locked  in  a  decades-old  internal  armed  conflict,  but  its 
leaders  came  to  the  Summit  delivering  a  message  of  peace,  and  a  call  for 
cooperation. 

"In  a  globalizing  world,  where  Colombia  can  be  a  source  of  great  benefits  or 
great  problems,  what  happens  in  my  country  is  no  longer  an  issue  of  isolated 
concern,"  said  the  Honorable  Gustavo  Bell  Lemus,  Vice  President  of  the 
Republic  of  Colombia.  "Peace  cannot  be  achieved,  and  certainly  cannot  be 
sustained,  unless  we  deal  with  the  economic  roots  of  the  conflict.  And  that 
demands  greater  growth  and  economic  justice." 


Honorable 
Gustavo  Bell 
Lemus, 

Vice  President, 
Republic  of 
Colombia 


Bell  called  for  a  world  economy  with  a  social  conscience,  one  in  which  the 
developing  and  developed  nations  work  supportively  to  address  the  challenges 
of  globalization.  He  requested  the  G-7  nations  to  lead  a  reform  of  the  world 
financial  systems  instituting  greater  transparency.  "We  welcome  globalization 
and  we  cannot  prosper  without  it,  but  recent  events  also  show  the  weakness 
in  the  architecture  of  the  world  economic  system  -  a  system  which,  in  spite  of  its  vast  benefits  and 
potential,  can  also  produce  dramatic  cycles  of  boom  and  bust,  hitting  hardest  to  developing  economies." 


Thus  far,  Colombia  has  managed  to  avoid  that  roller  coaster-ride,  with  an  economy  that,  in  spite  of  the 
civil  conflict,  is  one  of  the  least  volatile  and  fastest  growing  in  the  region.  Colombia  has  had  50  straight 
years  of  positive  growth.  It  has  never  defaulted  on  a  foreign  loan  and  its  last  exchange  rate  crisis  was  in 
1967.  It  expects  to  cut  its  trade  deficit  in  half  this  year,  and  has  already  managed  to  fully  fund  its  current 
account  deficit  for  the  year.  "It's  not  that  we  don't  have  economic  problems,"  said  the  Honorable  Alberto 
Calderon  Zuleta,  Director  of  Public  Credit  of  Colombia.  "It's  that  we  address  them  on  time." 


'What  we're  talking  about  with  the  Internet  is  the  creation 
of  a  new  economy  that  will  forever  shift  the  balances  of 
power  that  exist  today."  -  Fernando  J.  Espuelas, 

founder  and  chairman,  StarMedia  Network,  Inc. 


tional  resources  on  university  education, 
allocating  50  percent  of  all  its  spending 
to  post-secondary  education,  compared 
to  30  percent  in  Asia,  according  to 
Nancy  Birdsall,  senior  associate, 
Carnegie  Endowment  for  International 
Peace  and  former  vice-president. 


Inter-American  Development  Bank. 

The  lack  of  skilled  workers  drives  up 
incomes  for  the  few  well-educated  and 
aggravates  the  income  gap  between  rich 
and  poor.  "To  make  education  work  in 
Latin  America  requires  radical  thinking 
and  major  efforts  at  changing  incentives 


Plans  are  Underway  for  Next  Year's  Summit 

If  you  are  a  senior  executive  representing  a  top  company  from 
Latin  America  or  North  America,  a  leader  from  government,  academe  or  another 
organization,  you  are  invited  to  attend. 

The  2000  Business  Week 
Americas  Summit 

Pre-register  now  by  contacting  Julie  Terranova  at  212/512-2184. 


and  institutions," 
Birdsall  said. 
"For  these  kinds 
of  reforms  to 
survive  requires 
enlightened, 
vigorous,  constant 
support  for  better 
public  policy  from 
the  private  sector." 

Ho  Turning  Back 


"The  Summit: 
gave  USPS  an 
opportunity  h 
assess  how  iti 
product  mix  a 
help  business^ 
reach  their 
customers  in  I 
Latin  America) 

David  L.  Solom 

vice-president, 
area  operations,  j 
New  York 
Metropolitan  Area 
U.S.  Postal  Servic 


But  there  is  little  indication  at  the  I 
moment  that  the  movement  of  LatiiJ 
America  toward  democracy  and  ope 
markets  is  likely  to  change  course.  I 
Fernando  j.  Espuelas,  founder  and  k 
chairman  of  StarMedia  Network,  I nc, 
described  a  move  toward  increasing 
political  and  economic  freedom  beif 
led  by  a  powerful  revolutionary:  the 
Internet.  The  Internet  offers  an  aveijfe 
for  competition  and  communicatioiii 
that  "is  breaking  a  500-year-old  pat-n 
of  monopoly  in  Latin  America,"  saicf 
Espuelas.  In  this  Internet  environmtit. 
"Entrepreneurs  can  replace  leaders  F 
industry,  new  companies  can  replac 
old  companies  and  new  brands  can* 
replace  dominant  brands  virtually  j 
overnight." 

The  rule  in  Latin  America  will  bei! 
compete  or  get  left  behind,  accordig 
to  Cesar  Souza,  senior  vice-presidek 
Odebrecht  of  America.  "We  are 
evolving  from  managed  competition 
to  hyper-competition,  from  a  naturfc 
resources-oriented  economy  to  an  I 
investment-oriented  economy,  frornr 
a  comparative  advantage  mind-set  ff 
a  compensative  advantage  mind-se«' 
from  a  state-supported  capitalism  tr 
a  volatile  capitalism,"  he  said.  "And 
in  this  transition  in  Latin  America, 
no  country,  no  industry,  no  compa 
will  be  excepted." 
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;  AL  GORE 

TARTING  TO  FIND  HIS  SEA  LEGS? 


;  a  muggy  Sunday  night,  and  Al  Gore  is  struggling  to  cut 
irough  the  din  of  2,500  pro-Israel  activists  schmoozing  in 
Washington  ballroom.  "Yes,  I  still  believe  in  miracles,"  he 
les.  "The  miracle  of  faith,  the  miracle  of  the  imagina- 
. . ."  Then  Gore  launches  into  a  platitude-laced  speech 
ijned  to  bring  the  members  of  the  American  Israel  Public 
irs  Committee  to  their  feet.  It  draws  only  polite  applause, 
xpected  some  emotion,"  shrugs  one  aipac  member  as 
;rowd  makes  a  beeline  for  the  exit, 
o  wonder  the  Veep  is  suddenly  stressing  his 
tuality.  Off  and  lurching  in  his  Presidential 
Gore  has  some  Democratic  pols  muttering 
he  may  need  divine  intervention  to  be  com- 
ive  in  2000.  "This  campaign,"  frets  one, 
the  smell  of  death  about  it." 
ctually,  it's  early,  and  Gore  is  suffering  the 
ig  Vice-Presidents  endure  as  they  move  from 
ral-hopping  flunky  to  big-time  contender, 
lay  20,  Gore  showed  why  he  can't  be  count- 
uL:  He  stunned  the  gop  Right — and  scored 
s  with  soccer  moms — with  a  tie-breaking 
>te  vote  for  a  gun-control  measure. 
TIRED.  Still,  it's  not  hard  to  see  why  Clinton 
ies  about  his  protege.  Despite  a  sizzling 
omy,  many  swing  voters  view  Gore  as  a 
nless  hack  tainted  by  Clinton-era  sleaze — 
the  '96  campaign-finance  scandal,  which  GORE:  Gun-con 
ded  Gore's  famous  Buddhist  Temple  fund-  ~ 
r,  to  the  current  flap  over  China's  theft  of  nuclear  secrets. 
May  12-16  Pew  Research  Center  poll,  49%  of  registered 
rs  say  there's  "no  chance"  they'll  vote  for  Gore.  "His 
est  problem  isn't  that  he's  boring,"  sighs  an  adviser.  "It's 
people  are  dog-tired  of  Clinton." 

eanwhile,  Gore's  rival  for  the  nomination,  ex-New  Jersey 
itor  Bill  Bradley,  is  winning  respect  with  strong  fund- 
ig  and  good  showings  in  Iowa  and  New  Hampshire.  Gore 
s  to  halt  Bradley's  boomlet  by  locking  up  Establishment 


support  in  early  primary  states  and  hammering  away  at  the 
vagueness  of  Bradley's  positions. 

Assuming  Gore  gets  past  Dollar  Bill,  he  faces  a  potentially 
serious  problem  in  the  general  election.  Right  now,  the  Veep 
gets  creamed  in  matchups  with  gop  front-iunner  George  W. 
Bush.  In  a  May  14  Newsweek  poll,  he  trailed  the  Texas  gov- 
ernor 42%  to  51%. 

Gore  has  reacted  by  shaking  up  his  team,  tapping  veteran 
pol  Tony  Coelho.  "Tony  is  going  to  get  Gore  to  stop  managing 
his  own  campaign,"  says  an  adviser.  That  means 
hiring  more  pros  and  curbing  the  Veep's  mean- 
dering roundtable  strategy  sessions. 

Gore  is  also  struggling  to  change  his  image  as 
a  bland  techno-wonk.  Recently,  he  delivered  a 
major  address  on  education  that  included  a  plan 
for  a  new  univei-sal  preschool  program.  On  May 
24,  he  came  out  for  federal  aid  to  religious  so- 
cial-welfare organizations,  a  move  meant  to  de- 
flect Bush's  stress  on  the  role  of  churches  in 
combating  poverty.  Liberals,  however,  saw  it 
as  a  Clinton-size  pander,  and  the  American  Civ- 
il Liberties  Union  issued  a  sharp  rebuke. 

If  all  this  works,  aides  say — and  Bush  gets 
roughed  up  by  gop  rivals  and  the  media — Gore 
can  still  regain  his  footing.  "Gore  lacks  Clinton's 
touch,"  says  a  Clintonite.  "But  maybe  dull  isn't 
bad.  People  may  come  to  realize  that  Al  Gore  is 
~  a  safe  vote  for  continuing  Clinton  policies." 
To  keep  his  spring  zephyr  of  momentum  going,  the  Veep  will 
have  to  do  more  than  appeal-  as  a  sanitized  Clinton.  "Micro-is- 
sues won't  do  it,"  says  a  top  Democratic  pol.  "To  connect, 
he's  going  to  have  to  talk  about  big  stuff  like  education  and  the 
economy."  That — and  erase  six  years  of  negative  public  im- 
pressions about  his  leadership  abilities.  For  the  maven  of 
Reinventing  Government,  Gore's  biggest  challenge  will  be 
reinventing  himself. 

With  Richard  S.  Dunham 


trol  boost 


CAPITAL  WRAPUP 


TERNET  MERGER  CHILL? 

)emocratic  senators  on  a  May  24 
>  tour  of  Washington-area  tech 
npanies  got  an  earful  about  a  pro- 
sed accounting  rule  that  could 
•st  the  Internet  merger  bubble. 
;h  execs  aim  to  beat  back  plans  by 
Financial  Accounting  Standards 
ard  to  kill  pooling  of  interests, 
ich  lets  acquirers  record  a  target's 
ets  at  book  value  instead  of  the 
her  purchase  price.  The  change, 
i  execs,  could  chill  the  climate  for 
h-priced,  high-tech  mergers. 


TRY,  TRY  AGAIN 

►  Internet  service  providers  once 
again  plan  to  ask  the  Federal  Commu- 
nications Commission  to  force  cable 
operators  to  give  them  equal  access  to 
fast  cable  modems — and  the  customers 
who  use  them.  Currently,  an  America 
Online  subscriber  must  pay  aol's  $9.95 
monthly  fee  plus  the  cable  outfit's 
charge  of  about  $40  a  month.  But  com- 
plaints that  isps  will  be  squeezed  out 
of  the  broadband  market  have  fallen 
flat  at  the  FCC,  which  doesn't  want  to 
reregulate  cable.  Now,  aol  allies  say 


they'll  petition  the  FCC  to  extend  to 
isps  the  same  rule  that  bans  the  cable- 
TV  operators  from  favoring  their  pro- 
gramming over  independent  content. 

RURAL  RUCKUS 

►  The  FCC,  meanwhile,  is  expected  to 
propose  on  May  27  a  $1  billion  hike  in 
subsidies  to  hook  up  schools  and 
libraries  to  the  Net,  to  $2.25  billion. 
Rural  lawmakers  are  likely  to  raise  a 
ruckus:  They  fear  any  increase  will 
siphon  off  subsidies  for  universal  ser- 
vice, a  program  that  keeps  phone 
rates  affordable  in  remote  areas. 
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EUROPE 


THE  RACE  TO 
WIRE  EUROPE 

Phones,  TV,  the  Net-who  will  prevail? 


Dial  into  a  British  Web  site  called 
Band-X,  and  you  see  firsthand 
how  radically  Europe's  telecom 
industry  is  changing.  A  London- 
based  brokerage  for  phone  lines,  Band- 
X  offers  telephone  companies  a  chance 
to  hawk  their  extra  capacity  online  to 
competitors  or  corporate  clients  at  cut- 
rate  prices.  That's  a  huge  change  from 
just  a  few  years  ago,  when  phone  rates 
were  practically  carved  in  stone.  Thanks 
to  fierce  competition,  benchmark  Paris- 
London  long-distance  rates  have  tum- 
bled 70%  in  the  last  six  months. 

Band-X  is  just  one  soldier  in  an  army 
of  dealmakers  and  entrepreneurs  closing 
in  on  the  Continent's  $200  billion  tele- 
com industry.  The  battlefield  now  spans 
phones,  software,  and  media  and  the 
fighters  include  global  leaders  as  well  as 
upstarts  no  one  had  heard  of  just  a  few 
years  ago.  Microsoft  Corp.'s  William  H. 
Gates  III  is  trolling  for  a  piece  of  Ger- 
many's cable-TV  market  to  anchor  his 
growing  European  portfolio,  mci  World- 
Com Inc.  Chairman  Bernard  J.  Ebbers 
is  spending  Si  billion  a  year  to  wire 
Europe  with  fiber-optic  cable. 

Then  there's  Roberto  Colaninno,  chief 
of  the  rejuvenated  Olivetti.  He  has  as- 
tounded the  business  world  with  his 
successful  hostile  takeover  of  his  much 


larger  rival,  Telecom  Italia,  battling 
off  a  counterbid  from  Deutsche 
Telekom  in  the  process.  The  move 
sent  alarms  ringing  through  Eu- 
rope. "This  was  the  first  time  a 
company  that  had  practically  no 
money  was  able  to  do  a  hostile 
takeover  simply  because  it  wanted 
to,"  says  Maximilian  Ardelt, 
telecommunications  cliief  at  German 
conglomerate  Viag. 
TOUGH  CALL.  In  many  ways,  the 
takeover  encapsulates  the  transfor- 
mation of  European  telecoms. 
Deregulation  and  privatization  made 
Telecom  Italia,  a  former  state  mo- 
nopoly, a  target.  And  with  markets 
surging,  the  amount  of  capital  hun- 
gry for  hot  deals  has  increased 
tremendously  in  Europe.  So  has  the 
tolerance  for  risk.  When  Colaninno 
offered  an  unusual  mix  of  cash, 
stock,  and  debt  to  Telecom  Italia 
shareholders,  he  found  enough  takers 
to  win  the  day.  Now,  his  investors  are 
betting  he  can  turn  Telecom  Italia  into 
Italy's  dominant  provider  of  Internet 
services  and  an  attractive  partner  in 
other  high-tech  ventures  across  Europe. 

For  all  its  promise,  Europe  is  a  far 
rougher  market  to  gauge  than  North 
America.  Even  with  the  new  common 


L 


PIERRE  LESCURE 

Canal  Plus 


currency,    it  re- 
mains splintered 
by  languages  and 
governments. 
And  the  differences 
in  technology  are  vast.  While  Norl 
Europe  is  plugged  into  the  Web  atl 
American  levels  and  has  amonjM 
largest  cable-TV  audiences  in  the  \Jr 


COLANINNO  LOOKS 
INTO  THE  FUTURE 

Olivetti  Chief  Executive  Roberto 
Colaninno  was  still  recovering 
from  the  strain  of  Eu  rope's  biggest 
hostile  takeover  battle  in  decades  when 
he  met  with  Rome  Bureau  Chief  John 
Rossant  to  discuss  his  plans  for 
reshaping  the  former  state  phone 


monopoly,  Telecom  Italia.  They  talked 
in  Rome,  where  Colaninno  was  meet- 
ing his  vanquished  rival,  outgoing 
Telecom  Italia  ceo  Franco  Bernabe. 

Q:  You  have  taken  over  Telecom  Italia 
at  a  time  when  incumbent  telecommu- 
nications companies  across  Europe  are 
under  unprecedented  pressure  from  ag- 
gressive new  rivals.  How  can  you  hope 
to  compete  successfully? 
A:  I  stall  with  the  notion  that  monopo- 
lies distort  the  market  and  that  what  we 


had  was  an  abnormal  situatioi 
competition  is  normal.  I'm  con 
with  that.  Plus,  the  telecommi 
market  in  Europe  is  expandin 
very  rapidly.  It's  not  a  static, 
market.  Those  with  new  servi 
products  that  meet  the  demanc 
are  going  to  do  very  well.  It's 
ent  from  any  other  market  in 

Q:  What  will  Telecom  Italia': 
strategy  be? 

A:  Italy  is  a  little  different  fr 
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lediterranean  countries  remain  vir- 
:yberdeserts,  and  uncabled  to  boot, 
ite  fast  growth,  Europe  has  only 
the  personal  computers  per  capita 


that  the  U.  S.  does,  and  a 
third  the  Web-surfing 
population. 

At  the  same  time, 
Europe's  phone  companies  are 
pushing  into  mobile  telephony  far  more 
aggressively  than  their  U.  S.  counter- 
parts. So  while  few  Europeans  have 
fast  Internet  connections  to  their  pes, 


they  could  soon  be  surfing  the  Net  at 
warp  speed  on  their  mobile  phones.  In 
the  next  decade,  analysts  expect  tech- 
nologies on  the  two  continents  to  con- 
verge. In  the  meantime,  the  U.  S.  re- 
mains a  developing  market  in  mobile 
services — while  Europe  plays  catch-up 
at  getting  wired  for  the  Internet. 

The  game  of  catch-up  spells  oppor- 
tunities that  are  sure  to  spark  more 
communications  deals  in  Europe.  And 
the  winners  will  control  the  lucrative 
convergence  of  Europe's  telephone,  TV, 
and  Internet  markets.  Next  to  the  U.  S., 
this  is  the  key  place  where  players  big 
and  small  are  scrambling  to  stake  out  a 
position  in  the  new  digital  age.  "In  this 
market,  those  who  think  defensively  are 
going  to  have  trouble  surviving,"  says 
James  G.  Richardson,  Europe  president 
for  network  heavyweight  Cisco  Systems 
Inc.  For  Cisco  and  other  communica- 
tions equipment  suppliers,  Europe  is 
the  fastest-growing  market. 
BROKEN  LOCK?  A  host  of  newcomers — 
from  New  York's  Viatel  Inc.  and  Lon- 
don's Colt  Telecom  Group  PLC  to  big 
names  such  as  MCI  WorldCom — are  hus- 
tling to  fill  the  surging  demand  for  com- 
munications services.  Former  national 
champions  are  already  feeling  the  pain. 
Deutsche  Telekom,  for  example,  has  lost 
30%  of  its  long-distance  phone  market  in 
the  last  year  to  startups.  With  time, 
these  newcomers  should  break  the  Ger- 
man behemoth's  hammerlock  on  the  lo- 
cal market  and  offer  digital  services,  in- 
cluding interactive  television,  through 
high-speed  phone  lines. 

Competition  is  coming  from  nonphone 
companies,  too.  Software  king  Microsoft 
is  teaming  up  with  publishing  giant  Ber- 
telsmann for  what  appears  to  be  a 
multibillion-dollar  bid  for  Deutsche 
Telekom's  cable-TV  business  in  Germany. 
Microsoft  wants  to  plant  its  products, 
both  information  and  software,  on  Eu- 
rope's Web.  Its  sites  could  eventually 
lead  Europeans  to  shopping  and  service 
providers  via  TV  or  cable  modem.  Cable- 


some  other  countries  when  it 
;he  Internet  because  personal- 
use  is  still  relatively  low  here, 
ategy  is  going  to  be  different 
r  U.  S.  and  European  compa- 
important  thing  in  Italy  will 
ind  services  to  clients,  begin- 
improving  and  decreasing  the 
lephone  traffic.  Then  we  start 
loping  services  for  schools, 
d  businesses.  The  Italian  mar- 
Jesn't  understand  the  Internet, 
ig  to  be  our  job  to  teach  it. 


Q:  Your  takeover  is  making  economic 
history  in  Italy  and  Europe.  Do  you 
expect  other  operations  of  this  kind? 
A:  You  need  to  consider  that  Italy  was 
not  used  to  seeing  takeovers  like  this. 
Italian  business  has  been  dominated  by 
a  lot  of  small  and  medium-sized  compa- 
nies managed  and  controlled  by  families 
or  by  the  entrepreneurs  who  started 
the  companies.  Then  you  have  several 
big  family-controlled  industrial  groups, 
like  Fiat,  controlled  by  the  Agnellis, 
and  Pirelli  and  Mediaset.  What  I  think 


we  have  demonstrated  to  Italian  in- 
vestors is  that  companies  can  and  will 
be  fought  over. 

Across  Italy  and  Europe,  managers 
and  CEOs  are  going  to  have  to  face  up 
to  that.  While  I  think  it  is  unlikely  we'll 
see  a  lot  of  takeovers  the  size  of  Tele- 
com Italia — since  companies  tend  to  be 
smaller — there  will  be  more  and  more 
of  them.  And  more  companies  will  be 
going  public.  I  think  the  experience  of 
Olivetti  with  Telecom  Italia  is  moving 
that  process  forward. 
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BIG  CHANCE 

FOR  A  BATTERED  GIANT 

The  June  7  elections  offer  a  choice:  Compromise  or  uphea> 


TV  technology  can  also  offer  phone  ser- 
vices. So  Microsoft  could  soon  be  taking 
on  Europe's  phone  giants. 

But  the  biggest  challenge  to  phone 
companies  comes  from  upstarts.  Viatel  is 
j  typical.  For  years,  the  eight-year-old 
company  eked  out  a  living  in  niche  mar- 
kets such  as  prepaid  calling  cards.  Then, 
a  year  ago,  Viatel  issued  $890  million  in 
junk  bonds  to  bankroll  an  5,400-mile 
fiber-optic  network  connecting  40  cities 
in  Europe.  Now,  Viatel  is  underselling 
the  big  companies  with  cheap  long-dis- 
tance sei'vice.  Its  stock  has  risen  seven- 
fold in  the  last  year. 

The  next  battle  will  be  over  the  so- 
called  last  mile.  That's  the  critical  con- 
nection from  high-speed  networks  to  in- 
dividual homes.  So  far,  the  former 
monopolies  still  control  the  last  mile. 
Except  for  Deutsche  Telekom,  few  are 
hurrying  to  upgrade  these  connections 
with  high-speed  technology.  So  Euro- 
peans are  still  stuck  with  dial-up  modem 
speeds,  even  while  superfast  fiber  ca- 
bles stretch  across  their  continent. 
CABLE  NET.  One  way  to  skip  a  costly 
battle  over  the  last  mile  is  to  use  cable 
networks  to  wire  homes  for  the  Net. 
That's  Microsoft's  approach.  Before  it 
even  looked  at  a  cable  deal  with 
Deutsche  Telekom,  Microsoft  had  bought 
two  cable  companies  in  Britain  and  in- 
vested in  a  Dutch  cable  operation.  To 
turn  the  cable  into  a  two-way  hookup 
costs  roughly  $600  per  home.  But  once 
that  is  done,  the  cable  can  zip  data  at  a 
blistering  4  megabits  per  second,  fast 
enough  for  live  video  on  a  home  pc. 

Cable-TV  companies  should  start 
rolling  out  major  Internet  connections 
across  Europe  by  next  year,  analysts 
say.  This  will  present  telecom  compa- 
nies with  nasty  choices.  Do  they  lay  out 
billions  upgrading  local  phone  lines  to 
compete  with  the  cable-modem  threat? 
Or  do  they  move  on  to  next-generation 
technology?  A  modem  due  to  emerge 
from  the  labs  next  year  could  process  a 
mind-boggling  25  megabits  per  second 
through  the  phone  line,  enough  to  pow- 
er four  tv  channels  simultaneously. 

Thus,  European  phone  companies 
could  jump  into  the  TV  business — just  as 
cable  companies  reach  for  the  phones. 
This  mingling  of  digital  businesses 
should  lead  to  tempestuous  times  in  Eu- 
|  rope,  with  more  buyouts  and  new  al- 
liances. When  they're  over,  communica- 
tions on  the  continent  will  look  very 
different  from  today.  Far  less  certain 
is  which  companies  will  come  out  on 
top.  The  game  is  just  beginning. 

By  Stephen  Baker  hi  Paris,  with 
Jack  Ewing  in  Frankfurt,  Kerry  Capell 
in  Loudon,  and  bureau  reports 


■  n  Jakarta's  main  business  district, 
I  thousands  of  supporters  of  Indone- 
I  sian  opposition  leader  Megawati 
Sukarnoputri  ran  through  the  streets 
in  mid-May,  beating  and  kicking  any- 
one who  dared  brandish  the  yellow  flag 
of  the  ruling  party,  Golkar.  Hundreds 
of  miles  away  in  the  city  of  Yogyakarta, 
a  16-year-old  Megawati  supporter  who 
strayed  into  the  wrong  neighborhood 
was  beaten  to  death.  Nearby,  in  the 
town  of  Jepara,  four  supporters  of  Is- 
lamic cleric  Abdurrahman  Wahid  were 
hacked  to  death  with  machetes  by 
members  of  a  rival  Muslim  party. 

Such  scenes  suggest  that  Indonesia's 
passage  into  democracy  with  the  June  7 
legislative  elections  won't  end  the  vio- 
lence that  has  gripped  the  countiy  since 
the  downfall  of  strongman  Suharto  last 
May.  With  a  populace  bitterly  divided 
among  four  dozen  political  factions, 
there's  a  chance  that  violence  will  erupt 
again  in  this  seething,  ethnically  diverse 
nation  of  200  million,  no  matter  who 
wins.  If  Suharto's  handpicked  successor, 
President  B.J.  Habibie,  clings  to  power 
through  unfair  means,  warns  economist 
Hadi  Soesastro,  "it  could  be  an  explosive 
situation  again." 

It's  a  dark  scenario — but  by  no  means 


the  only  one.  For  the  scary  hea<B 
obscure  much  that  has  been  going  ■ 
lately.  Taken  together,  the  positivB 

velopments  could  lay  the  foundatic 
a  new  Indonesia.  The  vital  questic 
the  long  term  is  not  who  wins 
votes  on  June  7.  It  is  whether  the 
factions  can  put  aside  their  feud: 
seize  the  immense  opportunity  t 
build  this  shattered  country. 
better  TIMES.  The  seeds  of  a  bri; 
future  have  already  been  sown.  D( 
racy,  though  still  imperfect,  is  ti 
firm  root.  The  indigenous  peoples  < 
donesia's  many  provinces  are  set  t< 
more  autonomy  and  a  greater  sha 
the  fruits  of  economic  growth.  Pre, 
from  the  International  Monetary  . 
has  given  reformers  in  the  govern 
the  cover  they  need  to  tackle  se 
structural  problems  created  di 
Suharto's  32  years  of  corrupt  rule, 
government  is  adopting  policies  tha 
dress  the  population's  true  needs  r; 
than  chase  growth  at  all  costs. 

Underpinning  these  trends  is  an 
omy  that  finally  seems  to  be  botto 
out  after  20  months  of  free  fall.  ( 
domestic  product  rose  1.3%  in  the 
quarter  of  this  year,  the  first  sue 
crease  since  the  rupiah  started  to  < 
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From  the  Industrial  Revolution  to  the  Information 
Age,  Business  Week  blasts  through  the  past  with 
A  Century  of  Innova  tion. 

Celebrating  the  20th  centuiy  in  pictures  and  words,  A 
Century  of  Innovation  offers  a  mesmerizing  trip  through 
crucial  milestones  in  business,  transportation,  telecom- 
munications, energy,  personal  technology  and  the  life 
sciences.  Business  Week  Online  will  bring  the  issue  to  life 
with  interactive  audio  and  video  components. 

Available  on  newsstands  for  an  extended  period 
beginning  late  May,  A  Century  of  Innovation  will  be 
delivered  to  all  North  American  subscribers  as  part  of  their 
regular  subscription. 

A  Century  of  Innovation  is  made  possible  by 
Microsoft,  Gateway  Computers,  Andersen  Consulting 
and  Xerox. 
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A  pact  to  ensure  stability  might  include 
a  pardon  for  ex-President  Suharto 


in  1997.  The  currency  has  stabilized  at 
about  8,000  to  the  U.  S.  dollar,  up  more 
than  50%  since  early  1998.  Monthly  in- 
flation, once  in  danger  of  raging  out  of 
control,  is  near  zero.  And  the  central 
bank's  cleanup  of  the  blitzed  banking- 
system  is  under  way.  "Indonesia  has 
achieved  stability,"  boasts  Kadhim  Al- 
Eyd,  head  of  the  IMF's  Jakarta  office. 

The  most  hopeful  development  does 
not  show  up  in  opinion  polls.  It  comes 
from  talking  to  Indonesians  across  a 
broad  swath  of  society.  Most  have 
grown  tired  of  revolt,  instability,  and 
poverty  and  want  to  get  on  with  their 
lives.  "People  are  fed  up  with  trying  to 
get  jobs,"  says  longtime  Suharto  critic 
Lukman  Sutrisno,  an  economist  at  Yo- 
gyakarta's  Gadja  Mada  University. 

But  to  move  forward,  Indonesia's  fac- 
tions must  first  bury  their  machetes. 
That's  why  June  7,  the  first  democratic 
vote  since  1955,  is  such  a  watershed. 
Habibie  could  exercise  his  legal  author- 
ity to  appoint  238  of  the  700  seats  in  the 
electoral  college,  which  meets  in  Au- 
gust to  choose  the  President.  However, 
many  experts  think  that  a  coalition 
formed  on  May  21  by  the  three  biggest 
opposition  parties — Megawati's  Indone- 
sian Democratic  Party-Stiuggle,  Wahid's 
National  Awakening  Party,  and  the  Na- 
tional Mandate  Party  led  by  Muslim 
leader  Amien  Rais — stands  a  good 
chance  of  winning  at  least  40%  of  the 
House  seats.  If  so,  a  Habibie  presidency 
would  be  seen  as  illegitimate  and  he 
would  have  another  fight  on  his  hands. 

The  next  government  can  ill  afford 
a  prolonged  period  of  infighting  because 
Indonesia  is  hardly  in  a  healthy  state. 
With  $90  billion  in  bad  loans  on  local 
banks'  books,  and  $80  billion  in  foreign 
corporate  debt,  reform  must  stay  on 
track.  And  the  ethnic  Chinese,  with  the 
estimated  $100  billion  in  capital  they 


HABIBIE:  Has  constitutional  clout 


parked  offshore  when  they  fled  after  ri- 
ots in  1998,  must  be  lured  back. 

Yet  if  an  all-out  brawl  between 
Golkar  and  the  opposition  can  be  avert- 
ed, Indonesia  may  be  able  to  dig  itself 
out  of  the  mess.  Opposition  leaders  say 
they  would  continue  with  the  IMF's  pro- 
gram of  tight  money,  transparency,  and 
bank  restructuring.  They  have  not  chal- 
lenged the  move  toward  regional  au- 
tonomy. Even  more  remarkably,  the  op- 
position is  trying  to  recruit  army  chief 
General  Wiranto,  a  former  Suharto  aide, 
as  a  vice-presidential  candidate. 

Habibie  and  Golkar  have  also  proved 
more  politically  adept  than  skeptics  had 
assumed.  Even  though  Habibie  owes 
his  career  to  Suharto,  he  put  the  former 
President's  son  Hutomo  Mandala  Putra, 
known  as  Tommy,  on  trial  for  corrup- 
tion. He  has  allowed  the  creation  of  45 
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new  parties,  ended  press  censorship 
leased  political  prisoners,  and  offer 
referendum  on  independence  to  the 
itary-occupied  territory  of  East  Tir 

The  government  has  rethoi 
Suharto-era  economic  policy,  too.  W; 
ful  plans  for  national  car  programs, 
petrochemical  complexes,  and  a  ] 
aerospace  industry — the  brainchil 
Habibie's — have  been  shelved.  The: 
wide  agreement  that  Indonesians  rj 
focus  on  basics:  agribusiness  and  la 
intensive  manufacturing. 

Despite  its  abundant  pool  of  c 
labor,  Indonesia  is  at  a  disadvantagj 
countries  like  Cliina  and  Vietnam  ir 
ing  foreign  investment  to  low-em 
dustries  such  as  footwear  and  garm 
That's  because  47%  of  Indonesian  f 
ry  workers  have  no  more  than  ji 
high  school  educations.  So  educi 
needs  high  priority. 

Cronyism  certainly  won't  vanis 
Indonesia.  Indeed,  there  is  a  da 
that  the  next  government  will  si 
expropriate  businesses  from  old  Si 
to  pals  and  hand  them  over  to  a 
set  of  cronies. 

WAIT,  WATCH.  Multinationals  are  w, 
to  see  how  the  political  maneuv 
plays  out.  Some  have  pulled  out  ( 
donesia,  but  most  are  hunkering  c 
Two  years  ago,  for  example,  Frencl 
metics  maker  L'Oreal  bought  a 
site  in  Jakarta  for  a  $30  million 
care  products  factory.  That  plan 
hold,  but  not  dead.  However,  sej 
investment  won't  resume  until  bug 
is  convinced  stability  has  returned.  | 
private  sector  won't  kick  in  befoii 
election,"  says  the  IMF's  Al-Eyd. 

One  major  test  of  stability  wn 
how  well  the  opposition  alliance  holf 
after  the  election.  In  particular,  it 
resolve  the  delicate  issue  of 
leader  would  challenge  Habibie  f 
presidency.  That  could  tear  the  al 
apart.  Its  most  popular  figuJ 
Megawati,  52.  Her  father,  the  late  I 
ident  Sukarno,  was  overthrow! 
Suharto.  But  Megawati's  leada 
skills  and  thinking  on  many  key  I 
are  unknown. 

If  Golkar  prevails,  its  challengl 
be  to  win  back  the  support  of  Irfl 
sians  alienated  by  decades  of  abusf 
if  they  respond  to  growing  calls  f< 
onciliation,  they  may  give  their  to: 
country  a  new  beginning. 

By  Michael  Shari  in  Jc 
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You  could  have  all  the  disk  and  tape  space  in  the  world  and  still  not  have  a  smart  storage  solution.  After  all,  if 
your  storage  system  lacks  the  intelligence  to  allocate  data  evenly,  it  will  probably  be  equally  inept  at  finding  the 
information  you  need.  A  Storage  Area  Network  (SAN)  solution  from  StorageTek  has  built-in  intelligence  that  gives 
you  easy  access  to  all  your  critical  data.  For  intelligent  SAN  solutions,  visit: 


Just  because  you 
have  enough 
storage  for  your  data 
doesn't  mean  you 

don't  have  a 
storage 


INFO  R  M  AT  I  0  N    made    POWERF  U  L  "  STORACETEK 


issance 
wants  a  hotel  that 
can  show  you  a 
good  time,  in  no  time 


(But  only  for  a  limited  time.) 


As  if  our  dedication  to  pleasing  guests,  our 
superb  dining  and  our  warm,  inviting 
atmosphere  weren't  reason  enough  to  stay  at 
a  Renaissance,  along  comes  our  25K  Bonus. 

•Now  Marriott  Rewards  members  who  sign  up  for 
our  special  bonus  will  get  5,000  extra  points  for  every 
3  stays"  at  participating  Renaissance  Hotels  and  Resorts- 
or  Marriott  Hotels,  Resorts  and  Suites- between 
February  21  and  September  6,  1999. 

•Earn  up  to  a  maximum  of  25,000  bonus  points.  Add  them  to 
points  you're  already  racking  up  as  a  Marriott  Rewards  member, 
and  beach  here  you  come.  (Or  cruise,  flight,  car  rental,  vacation 
package...)  There  are  over  1,500  places  worldwide  (including 
glorious  resorts)  where  you  can  redeem  your  points. 

•To  sign  up  for  the  Marriott  Rewards  25K  Bonus  and  make  your  reservation 
just  click  over  to  www.marriottrewards.com,  or  call  1-888-977-7012. 

It's  time  for  a  Renaissance. 


m 

RENAISSANCE 

HOTELS  AND  RESORTS 


'A  stay  mear-s  the  complete  period  tor  which  payment  was  made  (either  one  night  or  consecutive  nights)  from  check-in  to  checkout. 

Renaissance  Locations:  North  America:  Arizona:  Scottsdale  ■  California:  Indian  Wells,  Long  Beach,  Los  Angeles,  San  Francisco  (2)    Colorado:  Denver    Washington,  D.C.  (2)  •  Florida:  Orla 
Georgia:  Atla      (3).  Lake  Lanier    Hawaii:  Maui    Illinois:  Chicago.  Oak  Brook,  Springfield  •  Maryland:  Baltimore    Massachusetts:  Boston    Missouri:  St.  Louis  •  N( 
New  York.  Whii    Plains     Ohio:  "ieveland    Tennessee:  Nashville    Texas:  Austin.  Dallas  (2),  Houston    Washington:  Seattle    Canada:  British  Columbia:  Vancouver  «  Montreal:  Q 
Ontario:  tNiagara  Falls  *  Asia-Pacific:  China:  Beijing  &  Dalian  (Opening  1999),  Hong  Kong  (2)  ■  India:  Goa,  Mumbai  (Opening  2000)  •  Japan:  Gifu.  Naruto,  Okinawa,  Sapporo, 
Korea:  Seoul  ■  Malaysia:  Kota  Bharu  (Opening  1999)  <  Kuala  Lumpur  (3),  Melaka.  Sandakan  •  Myanmar:  Yangon    Philippines:  Manila  '  Australia:  Sydney    Europe:  Austria:  Vie 
Salzburg     Czech  Republic:  Prague  •  France:  Pans  ■  Germany:  Chemnitz,  Cologne.  Dusseldorf,  Garmisch-Partenkirchen.  Hamburg,  Karlsruhe.  Leipzig,  Munich  •  Russia:  Mi 
Switzerland:  Zurich  -  The  Netherlands:  Amsterdam  1   United  Kingdom:  London  Gatwick.  London  Heathrow,  Manchester,  Reading  ■  Turkey:  Antalya,  Istanbul  1  Middle  East: 
Alexandria    Israel:  Jerusalem,  Nazareth  (Opening  1999),  Tel  Aviv  •  United  Arab  Emirates:  Dubai  ••  South  America:  Brazil:  Sao  Paulo    Caribbean:  Dominican  Republic:  Santo  Do 
U.S.  Virgin  Islands:  St.  Thomas     Future  Locations:  California:  Anaheim     Florida:  St.  Augustine  "  Louisiana:  New  Orleans  ■  Missouri:  Branson     North  ( 
Oklahoma:  Pennsylvania:  Philadelphia    Texas:  Richardson  Now  Open:  California:  Beverly  Hills  tlndicates  hotels  not  participating  in  Marriott  R 
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VILL  CHINA-BASHERS  IN  CONGRESS 
HOWER  TAIWAN  WITH  ARMS? 


1  s  diplomatic  relations  between  the  U.  S.  and  the  People's 
I  Republic  of  China  spiral  downward,  Taiwan  is  emerging 
■  as  a  winner.  Under  intense  pressure  from  congressional 
jporters,  the  White  House  has  already  decided  to  fulfill 
ich  of  Taipei's  extensive  weapons  wish  list,  from  long- 
lge  radar  to  air-to-air  missiles. 

Now,  in  a  move  that  could  blow  the  Clinton  Administration's 
ina  policy  completely  off  course,  the  Republican-led  Congress 
uld  like  to  go  even  further.  Bipartisan  legislation  intro- 
;ed  in  both  houses  would  authoiize  the  sale  of 
even  broader  array  of  weapons,  including  a 
•sile-defense  grid,  attack  submarines,  a  satel- 
-based  early  warning  system  to  detect  hostile 
ves,  and  Aegis  guided-missile  destroyers. 
ERAGE.  Sponsored  in  the  Senate  by  Foreign 
lations  Committee  Chairman  Jesse  Helms 
i.C.)  and  Robert  G.  Torricelli  (D-N.J.)  and 
the  House  by  Majority  Whip  Tom  DeLay 
Tex.),  the  measure  would  allow  Taiwanese 
icers  to  take  advanced  tactics  classes  at 
lerican  military  schools.  The  legislation 
old  also  set  up  a  secure  communications  line 
ween  Taiwan  and  the  U.  S.  Pacific  Com- 
nd  to  allow  secret  consultations.  The  entire 
may  not  pass.  But  some  of  the  provisions 
Y  be  attached  to  must-pass  spending  bills  or 
least  serve  to  prod  the  White  House  to- 
"ds  closer  military  cooperation  with  Taiwan.  ~ 
rhe  contretemps  between  China  and  the  U.  S.  is  increasing 
wan's  leverage.  "Taiwan  is  a  beneficiary,  in  the  short  run, 
n  all  the  problems  that  Beijing  is  having,"  says  Joseph  S. 
e,  dean  of  Harvard's  Kennedy  School  of  Government  and 
oecialist  in  U.  S.-Asia  relations.  Taiwan's  Washington  lob- 
sts,  Cassidy  &  Associates,  are  steadily  winning  converts 
h  the  argument  that  the  best  way  to  protect  Taiwan,  and 
|  national  interests,  is  to  give  Taipei  such  a  strong  defense 
I  Beijing  wouldn't  think  of  attacking.  Othei-wise,  "we've  got 


IN  TAIPEI 


to  be  ready  to  send  the  fleet  every  time  China  wants  to 
threaten  Taiwan  militarily,"  says  Cassidy's  Gerald  F.  Warburg. 

Taipei  hopes  to  capitalize  diplomatically  as  well.  One  Con- 
gressional resolution  has  already  passed  both  houses  urging 
the  Administration  to  support  Taiwan's  bid  to  join  the  World 
Trade  Organization.  China's  application  is  stalled,  a  collateral 
casualty  of  NATO's  bombing  of  the  Chinese  embassy  in  Bel- 
grade, which  prompted  China  to  call  off  negotiations. 

But  all  these  moves  also  put  Taipei  in  a  diplomatic  bind.  No 
issue  is  more  sensitive  than  Taiwan  for  Beijing, 
which  regards  the  island  as  a  renegade 
province.  Among  some  top  officials  in  Taipei, 
there  is  a  sense  of  unease  that  Congress  may 
go  too  far.  Andrew  Yang,  secretary  general  of 
the  Council  for  Advanced  Policy  Studies  in 
Taipei,  says  the  weapons  shopping  list  was 
drawn  up  by  Congress,  not  Taiwan.  "People 
fully  understand  that  this  will  provoke  Bei- 
jing," he  says.  "This  worries  everybody."  When 
Washington's  relations  with  Beijing  sour,  Taipei 
is  an  easy  target  for  China's  wrath,  as  the  is- 
land's leaders  well  know. 

Beijing  has  objected  strongly  to  such  moves 
in  the  past.  When  U.  S.  lawmakers  pressured 
President  Clinton  to  let  President  Lee  Teng-hui 
visit  the  U.  S.  in  1995,  Beijing  responded  by  lob- 
bing missiles  over  the  Taiwan  Strait.  Washing- 
ton then  sent  two  aircraft  carriers  to  the  region. 
Rather  than  deter  Taiwan  partisans  in  the  U.  S.,  that  ex- 
perience emboldened  them.  They  see  Taiwan  as  the  Israel  of 
Asia,  a  tiny,  democratic  ally  threatened  by  a  totalitarian 
neighbor.  That  image  is  whining  favor  in  Congress,  which  has 
warned  the  White  House  that  if  it  doesn't  open  America's  ar- 
senal to  Taiwan,  lawmakers  will.  Taiwan  may  get  some 
arms — but  Clinton  will  get  more  grief  from  Beijing. 

By  Stan  Crock  in  Washington, 
with  Joyce  Barnathan  in  Hong  Kong 


ina  is  angry 


GLOBAL  WRAPUP 


UNGARIAN  MISSTEP 

j  An  unusual  breach  of  protocol  by 
embers  of  Hungary's  government 
ts  cost  two  junior  ministers  their 
!  bs  and  embarrassed  U.  S.  aircraft 
,  lilder  Lockheed  Martin  Corp.  The 
ro  ministers,  along  with  29  members 
Parliament  in  the  ruling  coalition, 
j  rote  U.S.  congressional  leaders  to 
commend  a  midlevel  Lockheed 
j  .ecutive  in  Hungary  for  the  post  of 
;  S.  ambassador.  The  problem  is, 
ere  already  is  a  U.  S.  ambassador  to 
angary,  Peter  F.  Tufo,  and  he  has 


been  in  the  job  for  just  a  year.  Lock- 
heed, which  is  trying  to  sell  $2  billion 
worth  of  fighter  planes  to  Hungary, 
has  placed  the  executive,  Steven 
Jones,  on  administrative  leave  pend- 
ing an  internal  investigation. 

BRAZILIAN  SCANDAL 

►  Since  President  Fernando  Henrique 
Cardoso  took  office  in  1995,  Brazil  has 
privatized  scores  of  enterprises  from 
banks  to  water  utilities.  But  a  scandal 
over  Cardoso's  biggest  deal,  the  $19 
billion  sale  of  phone  company  Tele- 
bras  last  July,  is  a  warning  to 


investors  that  the  government  still 
wields  hefty  influence  in  Brazilian 
business.  Taped  phone  conversations 
released  in  late  May  indicate  that 
Cardoso  might  have  tried  to  persuade 
a  consortium  including  Telecom  Italia 
and  Brazilian  investment  bank  Oppor- 
tunity to  buy  one  of  the  Telebras 
units.  The  government  maintains  that 
it  was  only  trying  to  make  the  bid- 
ding more  competitive,  and  the  group 
didn't  win.  The  accusations  against 
Cardoso's  aides  originally  surfaced 
late  last  year,  but  the  tapes  link  Car- 
doso to  the  scandal  for  the  first  time. 
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^  With  Microsoft,  your  company  is  only 


The  digital  economy  holds  virtually  unlimited  possibilities  for  your  business.  War 
capitalize  on  everything  your  company  knows,  every  minute  of  the  day?  Want  to  int 
your  supply  chain?  Want  to  be  closer  to  your  best  employees?  Your  best  vendors 
best  customers? 

It's  all  possible.  But  to  do  it,  you'll  need  an  environment  in  which  all  the  peop 
are  part  of  your  organization  are  working  within  a  system  that  allows  a  rich,  rapidSf 
accurate  flow  of  business  information.  An  environment  where  your  team  acts  togetir 
quickly  as  a  single  person  could  act,  but  yet  they  possess  the  insights  of  the  entir^! 
And  when  your  business  reaches  this  level,  where  your  employees,  partners,  anc 
customers  are  all  connected,  you've  got  a  digital  nervous  system. 

So  how  far  is  your  company  from  this  ideal?  Well,  if  you're  like  thousands  ol 
businesses  already  using  familiar  Microsoft'  tools  to  help  run  your  company  (for  ex 
millions  of  people  use  Microsoft  Windows  in  business  every  day),  the  possibilities 
digital  economy  are  closer  than  you  think.  Only  as  far  away  as  your  PC,  in  fact. 

Here's  an  example:  Take  the  widely  popular  product  Microsoft  Office.  With  ji 
few  clicks,  you  can  post  documents  to  the  company  intranet  so  that  members  of 
team  can  review  and  comment  on  the  document  anytime,  anywhere.  Add  to  that  a 


Microsoft  offers  the  best  integrated  solution  from  desktop  to  data  center: 


The  operating  system  used  by  millions  around  the  world  on  PCs.  handheld  devices,  and  servers  to  bring  PCs  and  the  Internet  together. | 
I    The  world's  most  popular  business  productivity  software,  enabling  people  to  develop  ideas  and  share  knowledge  in  powerful  new  ways. 

The  flexible  server  platform  for  building  mission-critical  e-commerce,  knowledge  management,  and  line-of-business  solutions. 


©  1999  Microsoft  Corporation  All  rights  reserved  Microsoft.  BackOffice.  Windows,  and  Where  do  you  want  to g<M 


^  from  all  the  possibilities  of  the  digital  economy.  ► 


jlling  product,  Microsoft  BackOffice,  and  you're  a  click  away  from  accessing  and 

listing  all  the  data  in  your  company,  no  matter  where  it  resides. 

I  of  which  gives  you  a  computing  environment  that  provides  unprecedented  decision 

t  and  quicker  response  time,  and  turns  workers  into  knowledge  workers. 

e'd  like  to  show  you  how  Microsoft  Office,  the  BackOffice  family,  and  the  Windows 

n  can  combine  with  our  many  hardware,  software,  and  service  partners  to  more  quickly 

sily  evolve  your  company  into  an  organization  poised  for  success  in  the  new  digital 

iy.  An  organization  that,  from  desktop  to  data  center,  has  undergone  a  quantum  shift 

less  efficiency  and  productivity,  without  having  to  rip  and  replace  your  entire  information 

ucture.  In  short,  a  company  with  a  powerful  digital  nervous  system. 

ist  of  all,  you  can  start  your  company's  evolution  to  a  digital  nervous  system  right  now 

;  help  of  our  many  industry  partners.  Once  you  get  started,  you'll  be  joining  many  premier 

lies  who  are  already  building  or  using  a  digital  nervous  system,  including  Barnes  &  Noble, 

lauer,  MasterCard,  Dell,  Office  Depot,  British  Petroleum,  and  Nabisco.  For  complete 

and  helpful  case  studies,  visit  www.microsoft.com/dns 


Microsoft 


Where  do  you  want  to  go  today?' 


I 


irks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries  Other  product  and  company  names  mentioned  herein  may  be  the  trademarks  of  their  respective  owners 


[end] 


Are  you  sure 
your  customers 
can  get  to  you? 


Anytime, 
anyplace, 
anyhow? 


Are  you  sure  all 
their  information 
is  absolutely,  a 
positively  secure?  ^ 


Be  sure. 
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1-800-472-4565  or  www.internetworkina.ate  on 
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D  LIKE  TO  TEACH 
HE  WORLD  TO  SELL 

rgio  Zyman  reckons  most  advertisers  are  getting  it  all  wrong 

E  END  OF 
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ZYMA 


Sergio  Zyman,  a  mas- 
ter marketer  who 
earned  the  nickname 
"the  Aya-Cola"  for  his 
combination  of  ego 
and  hardball  tactics 
while  Coca-Cola  Co.'s 
inn  rketing  chief,  is 
back  in  action.  One  of 
the  marketing  indus- 
I  best  known  and  most  colorful  play- 
-if  not  always  its  most  successful — 
nan  recently  hung  out  his  own 
udtuncy  shingle  a  year  after  leaving 
e.  And  in  a  new  book  in  stores  this 
ith,  The  End  of  Marketing  as  We 
w  It,  the  outspoken  ad  man  takes 
many  of  the  indtistry's  best-loved 
most  common  practices.  From  at- 
s  on  ad  agencies  for  being  wedded 
Id,  unproductive  methods  to  com- 
nts  that  corporate  marketers  can't 
>e  that  their  programs  work,  the 
:  is  a  provocative  read.  That's  no 
rrise,  coming  from  Zy  man.  His  13- 
"  Coke  career  (in  two  stints)  in- 
'ed  such  huge  successes  as  the  slo- 
"Coke  Is  It"  and  megaflops  like 
a  '  Coke.  He  recently  spoke  with  mar- 
ig  editor  Ellen  Neuborne. 

Yfiy  does  marketing  as  we  know  it 
I  to  end? 

Too  much  focuses  on  awareness 
er  than  reasons  to  buy.  In  the  old 
awareness  advertising  was  more 
live.  There  was  less  competition, 
you  had  to  worry  about  was 
ther  or  not  people  remembered  your 
luct.  As  technology  and  more  kinds 
edia  have  come  about,  it's  no  longer 
igh  to  be  remembered.  The  con- 
sr  has  too  many  choices.  Your  mar- 
tig  has  to  send  the  message  that 
are  relevant.  You  need  to  be  send- 
reasons  to  buy. 

s  that  just  a  price  war  strategy  ? 

lo.  Price  wars  are  the  laziest  kind  of 

teting.  It's  the  last  thing  you  should 
It's  like  negative  politics — the  low 
a  candidate  stoops  to  when  every- 

l  else  fails.  We  can  all  count:  49tf  is 
than  89tf.  Fine.  So  that's  one  day. 


But  it  does  not  say  how  this  product 
connects  to  your  life. 

Q:  Any  marketers  doing  it  right? 
A:  vw.  The  marketing  and  advertising 
of  the  Beetle  presents  a  reason  to  buy. 
If  you  are  this  kind  of  driver,  this  select 
few,  you  have  this  optimistic  personality, 
you  don't  take  yourself  too  seriously. 
Your  personality  matches  the  personal- 
ity of  this  car.  That's  a  reason  to  buy. 
This  is  your  car.  It's  not  about  price 
at  all,  it's  about  what  this  product 
means  to  you,  how  it  fits  into  your 
life. 

Q:  Who  is  sticking  to  the  old  ways? 
A:  Levi's.  They  are  still  clinging 
to  the  notion  that  they  have  all  ^ 
this  awareness.  So  everyone 
is  aware  of  that  brand.  But 
it's  obvious  from  the  num 
bers  that  their  awareness 
is  not  converting  into  rea- 
sons to  buy.  They  need 
to  be  less  concerned  with 


ZYMAN  SAYS: 


MASS  MARKETING  IS  DEAD 

Consumers  have  too 
many  choices,  through 
technology  and  frag- 
mented media.  One 
message  can't  tit  all. 

HOLLYWOOD-STYLE  ADS 

DON'T  work  Coke's 
famous  Mean  Joe  Green 
and  "I'd  like  to  teach  the 
world  to  sing"  didn't  get 
consumers  to  buy  more 
Coke. 

PRICE  WARS  ARE  LAZY 

They  should  be  a  mar- 
keter's last  resort, 
because  they  only 
encourage  disloyalty 
among  consumers. 


how  they  are  perceived  and  more  con- 
cerned with  selling  the  product. 

Q:  Wind's  tlie  most  inefficient  marketing 
tactic  commonly  used? 
A:  Celebrity  advertising.  Companies  are 
mesmerized  by  movie  stars  and  sports 
figures.  You  end  up  with  a  movielike  ( 
commercial,  and  everyone  goes  around 
headquarters  humming  the  jingle,  send- 
ing tapes  of  the  commercial  to  their  i 
aunts  and  uncles  because  it's  so  great,  j 
It's  a  trap.  Coke  ads,  such  as  the  ones  ' 
featuring  Mean  Joe  Green  and  "I'd  like 
to  teach  the  world  to  sing"  did  not  get  . 
people  to  buy  more  Coke. 

Q:  How  about  the  most  underappreci-  J 
ated  marketing  tactic  available  today?  \ 
A:  Packaging.  This  is  the  loudest  possi- 
ble ad  vehicle  you  have — it's  right  there 
in  the  store  when  you  are  standing- 
there  with  your  money.  But 
I  see  very  few  people  really 
trying  to  market  with 
their  packaging.  Go  down 
the  cereal  aisle:  They  all 
look  the  same.  The  pasta 
aisle,  same.  Frito-Lay  is 
one  of  the  few  companies 
constantly  updating  its 
packaging.  This  is  a 
place  to  activate  the 
consumer's  impulse 
to  buy. 

Q:  How  effective 
is  the  advertis- 
ing now  pop- 
ping   up  all 
over  the  Net? 
A:    For  some 
marketers,  it 
could  be  very  ef- 
fective, but  you  real- 
ly have  to  know  what 
you  are  buying.  You 
can't  use  old  measure- 
ments like  reach  and 
frequency.  It's  not  about 
how  many  eyeballs  you 
get.  You  have  to  be  sure 
your  buy  is  very  target- 
ed. If  you  want  to  sell 
hamburgers,   you  don't 
want  broad  reach.  You 
want  hamburger  eaters, 
and  you  want  them  every 
day.  On  the  Internet,  reach 
is  not  as  key  as  continuity. 
The   Internet  should  be 
viewed  as  an  opportunity 
I  not  to  do  the  old  reach-and- 
frequency  thing  but  to  tar- 
get your  own  special  cus- 
tomer every  day. 
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When  Ron  invests  online, 
he  does  it  himself. 

But  with  Schwab, 
he  doesn't  do  it  alone. 

RON  INVESTS  WITH  SCHWAB.COM  BECAUSE  HE  LIKES  CALLINC  THE  SHOTS. 
"BUT  I  ALSO  LIKE  THAT  I  CAN  CALL  AND  GET  HELT  WHEN  I  NEED  IT,"  HE  SAYS. 

Charles  Schwab  on  investing 


"I've  been  trading  for 
ears.  Now,  my  preferred 
lethod  is  online,"  says 
Ion.  "That's  the  way 
'm  trading  these  days, 
tnd  I  always  do  it  at 
ichwah.com.  It  makes  it 
D  much  easier." 

That's  nice  to  hear, 
md  if  you  need  help 
■hile  you're  online? 

"I  call  somebody  at 
chwah.  I  just  call  up  the  800  number  and  get 
)mebody  on  the  phone.  They  have  the  website 
id  the  back-up  of  Schwab's  professionals.  You 
iways  feel  comfortable  with  them,  because  of 
leir  support.  From  my  perspective,  it's  really 
uite  good." 

In  fact,  Schwab's  representatives  are  more 
lan  happy  to  talk  by  phone  day  or  night,  7  days 
week.  Even  while  you're  online.  No  one  else 
fers  service  quite  like  Schwab. 

"It's  the  strongest  possible  combination," 
mtinues  Ron,  "the  quickness  and  ease  of  the 
•ternet  and  the  team  of  professionals  you  can 
)  to  for  help.  You  can't  ask  for  anything  more 
hen  you  think  about  it." 

Among  other  things,  Ron  also  has  access 


"I  see  the  Internet 
as  the  single  most 
empowering  force 
for  the 
individual  investor." 


to  the  Analyst  Center  on 
Schwab.com.  It  provides 
access  to  analyst  reports 
such  as  Credit  Suisse 
First  Boston  Corporation 
and  Hambrecht  ck  Quist. 
Information  once  only 
available  to  professional 
money  managers.  Schwab 
makes  these  reports  avail- 
able, so  you  can  ask  better 
questions  about  the  invest- 
ments you're  considering. 

It's  just  part  of  a  wealth  of  information  at 
Ron's  fingertips  and  yours. 

Whether  it's  online,  in  your  local  branch  or 
on  the  phone,  as  Ron  says,  "Their  service  has 
been  top-notch  right  across  the  board.  They 
give  you  everything  you  need  at  all  times.  And 
freedom  to  do  what  you  want." 

A  concluding  thought,  Ron.'  "Every  person  I 
talk  to  seems  like  they  care  about  the  customer. 
It's  the  right  way  to  run  the  business." 

If  you're  ready  to  move  up  to  Schwab,  call 
1-800-4  SCHWAB,  log  on  to  our  website  at 
www.schwab.com  or  visit  us  at  any  of  our 
over  290  branches. 


~\  :e  days  after  the  provider  makes  the  reports  available  to  institutional  clients,  who  may  act  on  the  reports  in  the  meantime.  Access  to  services  and  your  account  may 
!  Preserved.  Member  SIPC/NYSE  (0499-1503) 
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Executive  Summary 

The  explosive  growth  of  online  invest- 
ing during  the  past  three  years  has  tak- 
en the  financial  services  industry  by 
storm.  The  online  investing  market- 
place is  one  of  the  fastest  growing 
Internet  sectors.  Of  the  25  million 
households  online  at  the  end  of  1998, 
growing  at  an  annual  rate  of  21%,  we 
estimate  that  one  in  five  of  these 
online  households  are  currently  invest- 
ing online,  as  shown  in  Exhibit  1.  We 
expect  the  online  brokerage  industry 
to  reach  more  than  25  million 
investors  by  2003,  up  from  five  million 
at  yearend  1998.  T/je  Yankee  Group 
believes  these  numbers  document 
a  revolution  occurring  in  the  way 
individuals  invest  and  signify  the 
launch  of  a  new  order  in  the 
financial  sendees  industry.  Online 
investing  is  more  than  lower  commis- 
sions, convenience,  and  greater  access 
to  information  -  it  is  a  fundamental 
change  in  the  way  many  individuals 
manage  their  financial  assets. 

Innovative  online  brokerage  firms 
are  pioneering  changes  that  now 
look  like  the  future  of  financial  ser- 
vices. The  word  is  out  and  full-service 
brokerage  firms,  mutual  fund  compa- 
nies, and  banks  are  turning  to  face  the 
challenge  posed  by  online  brokerage 
firms  with  conviction,  marketing,  and 
money.  While  upstart  firms  are  devel- 
oping new  online  markets  and  grab- 
bing market  share,  traditional  financial 
firms  are  scrambling  to  get  online.  They 
face  this  struggle  while  retaining  cus- 
tomer loyalties  and  reorganizing  their 
sales  and  service  channels. The  Yankee 
Group  believes  the  financial  services 
industry  has  underestimated  the 
potential  of  the  online  investing  market. 

In  recent  years,  the  long-estab- 
lished demarcations  between  distinct 
financial  services  sectors  and  the 
unique  product  and  services  offered 
by  each  sector  have  blurred.  The  brisk 
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Innovative  online 
brokerage  firms  are 
pioneering  changes  that 
now  look  like  the  future 
of  financial  services. 

march  of  product  and  technical  inno- 
vation in  the  financial  services  industry 
has  opened  the  door  for  banks,  mutual 
fund  companies,  and  brokerage  firms 
to  compete  in  each  other's  tradition- 
al markets.  The  advent  of  online 
investing  is  intensifying  the  growing 
competition  between  traditionally  dis- 
parate financial  services  sectors. 

At  the  same  time,  U.S.  household 
financial  assets  have  enjoyed  tremen- 
dous growth  during  four  years  of  dou- 
ble-digit equity  market  gains,  which  in 
turn,  have  contributed  liquidity  to  the 
U.S.  financial  markets.  Ample  market 
liquidity  and  the  advent  of  the  Internet 
combine  to  form  the  ideal  growth 
environment  for  the  budding  online 
brokerage  industry.  History  will  doc- 
ument a  lengthy  bull  market,  lower 
commission  prices  and  asset  flight 
from  traditional  financial  products  as  the 
explosive  fuel  that  provided  strength  to 
the  online  investing  marketplace 
during  the  '90s  Internet  revolution. 

The  growing  number  of  U.S. 
investors  moving  online  is  creating 
phenomenal  growth  rates  for  online 
brokerage  firms  with  some  firms 
reporting  100+%  annual  growth  rates 
in  new  accounts,  average  daily  trans- 
actions and  client  assets.  We  believe 
that  online  brokerage  industry  growth 
is  attributable  to  the  convenience, 
information  access,  and  competitive 
pricing  the  Internet  provides  and 
that  some  portion  of  online  brokerage 
industry  growth  is  the  direct  product 
of  current  market  conditions. 

However,  with  growth  comes  grow- 
ing pains.  While  service  outages  and 


the  subsequent  irate  investors  m 
for  juicy  headlines,  we  believe 
double-digit  growth  in  the  on 
brokerage  industry  proves  that  ser 
shortfalls  and  system  outages  will 
fundamentally  hurt  the  online  brol 
in  the  short-term.  As  with  Ame 
Online's  capacity  issues  in  rec 
years,  E*Trade,  Schwab,  and  others 
serve  as  media  punching  bags,  but 
survive  capacity  constraints  and 
vice  outages  to  continue  prosper 
Those  consumers  willing  to  \^ 
stand  the  outages  in  exchange  for 
benefits  provided  by  the  Web 
already  online.  While  account  gro 
has  been  strong  to  date,  we  bel  v 
new  account  growth  will  start  to 
el  off  in  the  next  12  to  18  mon 
The  online  brokerage  industry  ha 
to  pass  the  tests  of  an  ugly  bear 
ket  and  direct  online  competi 
from  traditional  brokers,  banks, 
mutual  fund  companies.  Althouj 
downturn  in  the  U.S.  equity  mar 
may  not  arrive  anytime  soon, 
online  brokerage  industry  will  recj[ 
stiffer  competition  from  more  e; 
lished  financial  services  firms  in  1 


The  Online  Investor 

The  emergence  of  online  investii 
a  victory  for  the  individual  inve^c 
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XHIBIT  1 


U.S.  ONLINE  HOUSEHOLDS:  INVESTING  ONLINE 

Source:  fhe  Yankee  Group,  1999   
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this  Special  Section,  we  will  examine  the  growth  of  online  investing,  review  the  evolving 
nographics  and  habits  of  the  online  investor  and  map  out  the  competitive  trends  in  the 
Hne  investing  marketplace. 


:shibit 


U.S.  ONLINE  HOUSEHOLDS:  TOP  THREE  REASONS 
fO  EXECUTE  TRADES  ONLINE 

Source:  the  Yankee  Group,  1999 
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M  estors  now  have  Web  access  to 
is  :ket  data,  company  information, 
1  I  educational  materials,  which 
lit  atly  reduce  the  intimidation  barri- 
:  of  investing.  Stockbrokers  no 
§  ger  hold  the  keys  to  information 
iriij  the  individual  investor  can  ignore 
\,  ri-pressure  sales  tactics  when  alter- 
;«  ive  solutions  exist  online.  The 
v  ine  investor  gains  convenience 
19  saves  time  with  workday,  week- 
.,  and  evening  access  to  trading  sys- 
is  and  account  information.  At  the 
im  of  the  day,  the  online  investor  has 
t?s  mately  gained  decision-making 


power  over  his  or  her  financial  assets 
and  access  to  enough  information  to 
feel  confident  with  self-directed  finan- 
cial management. 

Why  Invest  Online? 

Control,  convenience,  accessibility 
and  low  commissions  make  online 
investing  attractive  to  the  individual 
investor.  Additionally,  as  the  financial 
services  marketplace  is  expanding  the 
individual  is  benefiting  from  the  grow- 
ing competition.  As  more  offline 
investors  switch  to  online  investing, 
we  believe  competition  between 


online  brokers,  mutual  fund  compa-  ' 
nies,  full-service  brokerage  firms  and 
banks  for  the  financial  assets  of  the 
individual  investor  will  increase. 

The  1998  Yankee  Group  Interactive 
Consumer  Survey  ("the  IC  Survey") 
revealed  that  online  investors  are 
most  interested  in  low  transaction 
fees.  A  full  80%  of  U.S.  online  house- 
holds cited  low  transaction  fees  as  one  i 
of  the  top  three  reasons  why  they  exe-  I 
cute  trades  online  (see  Exhibit  2).  * 
With  online  brokers  offering  com- 
mission pricing  90%  lower  than  most 
full-service  brokers,  the  inconvenience 
of  switching  brokers  or  opening  a  sec- 
ond online  account  is  more  than 
worthwhile. 

Online  discount  pricing  increases 
the  likelihood  that  eager  traders,  with 
barely  any  risk  capital,  can  move  in 
and  out  of  equity  securities  profitably 
or  at  least  lose  money  less  expensively.  I 

Access  to  information  that  was 
once  unavailable  is  also  driving  cus- 
tomers to  the  online  brokers.  The 
most  recent  IC  Survey  showed  that 
U.S.  online  households  still  rank  news- 
papers and  television  as  the  pre- 
ferred method  of  receiving  business 
news  and  information.  However,  as 
Exhibit  4  documents,  year  over  year,  a 
growing  number  of  U.S.  online  house- 
holds rated  "online/internet  services" 
much  higher  as  a  preferred  method  of 
receiving  financial  news  or  stock 
information. 

Many  investors  now  know  the  ben- 
efits of  information  delivery  via  the 
Internet.  Access  to  real-time  quotes, 
considered  a  luxury  until  just  two 
years  ago,  is  now  standard  fare  at 
online  brokerage  firms.  The  question 
remains  as  to  the  individual  investor's 
threshold  for  depth  and  breadth  of 
financial  information,  products  and  ser- 
vices. Now  that  online  commission 
prices  have  stabilized,  we  are  watching 
for  the  online  brokerage  industry  to 
establish  a  baseline  or  stopping  point 
in  the  drive  to  roll  out  more  and  more 
value-added  information  services  and 
financial  products. 
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Who  is  the  Oniine  Investor? 

Early  adopters  of  the  Internet  were 
young,  affluent,  and  well  educated. 
The  Yankee  Group's  IC  Survey  data 
shows  that  the  typical  online  investor 
shares  many  of  the  same  demograph- 
ic qualities  of  the  average  online 
user.  As  a  subset  of  U.S.  online  house- 
holds, those  online  households  who 
invest  online  are  younger,  wealthier, 
and  more  affluent.  As  Exhibit  5  doc- 


EXHIBIT  3 
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mulated  considerable  wealth  before 
opening  an  account  with  a  full-service 
brokerage  firm.  We  now  see  more  and 
more  individuals  in  their  mid-20s 
opening  online  brokerage  accounts. 

The  Opportunities 
and  the  Risks 

On  the  surface,  it  might  appear  that 
the  individual  investor  can  only  ben- 
efit from  online  investing,  but  new 


COMMISSION  COST  COMPARISON: 
ONLINE  DISCOUNT  VS.  FULL  SERVICE 

Source:  the  Yankee  Group,  1999 

Buying  and  selling  500  shares  at  $20  per  share  ($10,000  asset  value) 

Online  Discount  Commissions:  $9.99x2  =  $  19.98  =  .1998%  of  Assets 
Foil-Service  Commissions:  $178.25  x  2  =  $356.50  =  3.5650%  of  Assets 
Full-service  commission  is  17.84  times  the  online  discount  rate  or  a  94.39%  discount 

Exhibit  3  is  a  commission  comparison  of  the  costs  incurred  through  buying  and  selling 
500  shares  of  a  $20  stock  These  numbers  document  the  compelling  cost  savings  driving 
adoption  of  Web  investing 


uments  24%  of  U.S.  online  households 
reported  incomes  greater  than 
$~5.000  and  45",,  reported  completing 
four  years  of  college.  Of  U.S.  online 
households,  managing  their  invest- 
ment portfolios  through  an  online 
account,  -i-r'..  reported  incomes  greater 
than  S~5.()()0  and  62"..  reported  having 
four  years  of  college. 

We  believe  much  of  this  is  driven 
by  the  demographic  match  of  the 
Internet  to  younger  Web  users  and 
lower  commission  rates  reducing  the 
barriers  to  entry.  IC  Survey  data  indi- 
cates that  U.S.  online  household 
respondents  managing  investment 
portfolios  online  are  slightly  younger 
than  the  average  online  household 
respondent.  Sixty-three  percent  of 
U.S.  online  household  respondents 
who  manage  their  investment  portfo- 
lios onliri  were  under  the  age  of  44, 
while  on!;.  5  !  .S.  online  household 
respondents  v-  under  the  age  of  44. 
Historically,  inui  Is  in  their  20s  and 
30s  would  wait     til  they  had  accu- 


dangers  are  a  part  of  the  immature 
online  investing  marketplace.  Novice 
investors  self-managing  their  accounts 
have  much  to  learn  and  are  at  times 
operating  ahead  of  their  own  under- 
standing. Educating  the  online  investor 
is  a  very  real  challenge  for  the  online 
brokerage  industry. 

Most  investors  understand  that 
volatile  Internet  stocks  and  network 
"challenges"  among  online  broker- 
ages come  with  the  online  investing 
territory.  New  margin  requirements 
and  fast-market  trading  restrictions 
help  solve  many  of  the  volatility 
problems  caused  by  the  high-flying 
Internet  stocks.  Online  brokerage  sys- 
tems outages  are  fixed  with  equip- 
ment and  capacity  upgrades.  How- 
ever, securities  fraud  and  stock 
swindles  also  flourish  in  the  Internet 
revolution. 

The  Securities  and  Exchange  Com- 
mission, Federal  Trade  Commission, 
state  agencies,  and  the  Stock 
Exchanges  are  attending  to  the  pub- 


lic's need  for  protection  in  the  onljt 
investing  marketplace.  In  recti! 
months,  SEC  Chairman  Arthur  Leii 
warned  that  Internet  technology  ol 
accelerates  the  speed  at  whf 
investors  can  lose  money.  To  addrj; 
this  problem  enforcement  actional 
the  federal  and  state  levels  is  incras 
ing  and  new  online  regulatory  chant- 
are  trickling  into  the  rulebooks. 

Online  trading  and  the  rnter£ 
stock  frenzy  have  increased  the  n^o 
ber  of  investors,  the  volume  of  eq«\ 
trading  and  network  traffic.  Therefie 
a  three-fold  increase  in  the  numbejp: 
complaints  to  federal  and  state  aai 
cies  is  not  surprising.  Broadcas  e 
mails  and  chat  rooms  riddled  \ 
false  information  and  unconce;  :t 
threats  keep  corporate  lawyers  c 
regulators  chasing  thousands  of  c  n 
plaints.  Novice  online  investors  e  c 
tronically  distributing  false  or  s 
leading  information  in  an  attempt! 
hype  or  damage  a  company's  stjcl 
continue  to  receive  the  attentioro 
regulators  and  open  the  doors  to  i  e 
claims. 

The  individual  investors  must  ii 
be  aware  that  not  all  online  broke  i 
firms  offer  the  same  level  of  sen  d 
Options  trading  or  check  wn  r 
may  not  be  available  and  gettit 
human  on  the  telephone  in  a  tin  c 
need  may  be  impossible.   Acc<  r 
statements,  trade  confirms,  and  ;  t"' 
end  tax  documents  are  one  area  i 
novice  investor  overlooks  w  : 
choosing  an  online  broker.    A  n 
investors  are  surprised  at  yeai  ik 
when  their  tax  accountants  are  ur  >P 
to  make  sense  of  the  poor  quali  i 
nonexistent  tax  statements.  The  t 
office  systems,  reporting  syst  1 
product  offerings,  and  customed 
vice  staff  at  some  online  brokta. 
firms  are  still  immature,  unproverlr 
struggling  under  the  weight  of  h  n 
new  account  and  transaction  r< 
umes.    The  age-old  adage  "t  j< 
beware"  still  applies  to  many  flet  ii 
online  brokerage  firms. 
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U.S.  ONLINE  HOUSEHOLDS  REGULARLY  OBTAIN: 
FINANCIAL  NEWS/STOCK  INFORMATION 

Source:  the  Yankee  Group,  1999 
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EXHIBIT- 5 


U.S.  ONLINE  HOUSEHOLDS  MANAGING  INVESTMENTS  ONLINE 

Source:  the  Yankee  Group,  1999 
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Market  predictions  and  industry  num- 
bers on  the  online  brokerage  industry 
consistently  point  to  dramatic  growth. 
Online  brokerage  growth  is  unques- 
tionably impressive.  With  the  pre- 
vailing winds  at  their  back,  many 
online  brokerage  firms  are  executing 
aggressive  business  plans  and  if  timing 
is  everything  the  online  brokers  have 
enjoyed  an  ideai  operating  environ- 
ment for  several  years.  More  than  1 10 
online  brokerag  firms  currently  offer 
online  trading. 

The  Yankee  Group  believ(  the  full- 
service  brokerage  firms,  national 


banks,  and  mutual  fund  companies 
will  begin  to  emulate  the  online  bro- 
kerages and  wholeheartedly  enter 
the  online  trading  arena  in  1999.  For 
some  time  now  the  online  brokerage 
industry  has  enjoyed  only  light  com- 
petition from  traditional  financial  ser- 
vices giants,  but  that  is  about  to 
change. 

Growth  in  Online 
Brokerage  Industry 

To  set  the  future  stage  of  online  invest- 
ing we  must  remember  that  since  1995, 
the  financial  markets  have  experienced 
four  years  of  double-digit  gains.  In  1998, 
alone  the  Dow  Jones  Industrial  Aver- 


age advanced  16.1%  while  the  SljJ 
500  index  grew  26.7%.  The  currjll 
Internet  stock  frenzy  has  also  pfe 
duced  industry  estimates  that  onV< 
trading  currently  represents  10%jfc 
20%  of  all  U.S.  equity  trading. 

We  believe  the  online  broker^ 
industry  will  continue  to  post  doulE 
digit  annual  growth  in  new  accoujls 
average  daily  trades  and  accon 
assets  over  the  next  few  years.  Exjb 
it  6  presents  our  current  forecasno 
the  number  of  U.S.  online  brokeijgi 
accounts  through  2003-  In  the  rjs 
five  y  ears,  we  estimate  that  the  nfr? 
ber  of  online  brokerage  accoijkt 
will  increase  from  7.1  milliortii 
1998  to  31  million  in  2003.  This  isja 
to  be  confused  with  online  invesp; 
households.  This  account  growthb 
the  year  2003  will  result  in 
accounts  per  household. 

We  are  also  monitoring  a  grovfii 
marketplace  misconception 
online  new  account  growth  and  v 
number  of  average  daily  trades 
continue  to  grow  at  double-digit 
indefinitely.  Breath-taking  acc( 
growth  and  average  daily  trade 
bers  from  the  online  brokers  fuel  i 
perception.  In  1998,  many  online 
kers  reported  50%  quarter  over 
ter  growth  in  the  number  of  ave  Bs 
daily  trades.  The  triple-digit 
account  growth  at  some  online 
kerage  firms  quickly  explains 
phenomenal  average  daily 
growth.  While  we  expect  online 
volume  growth  to  continue,  we  ddb» 
believe  current  growth  rates  are  u 
tainable 

For  the  online  brokerage  indt 
to  continue  growing  at  the  ra^ 
some  industry  leaders,  every 
woman,  and  child  in  the  U.S.  w 
need  to  open  an  online  brokt 
account  in  the  next  five  years.  In 
casting  account  growth  and  tn 
volumes,  we  must  separate  indiv  v 
investors  from  their  multiple  accc  i 
We  believe  that  many  online  acc< 
exist  solely  for  experimentation  i 


r 
i. 
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loses  with  investors  keeping  the 
iiajority  of  their  financial  assets  in  tra- 
itional  brokerage  accounts. 

Lastly,  we  believe  that  the  enor- 
,,  lous  financial  gains  made  during  the 
s  ast  four  years  may  create  over-confi- 
ent  investors.  Older  investors  with 
>ng  memories  know  that  the  advice 
f  financial  consultants  historically 
lakes  more  sense  after  consecutive 
;ars  of  serious  losses,  which  will 
ndoubtedly  occur  in  the  U.S.  equity 
larkets  sometime  in  the  future. 

Inline  Marketplace 
ieality  Check 

tie  impressive  growth  statistics  of  the 
iline  brokerage  industry  in  1998, 
hile  noteworthy,  are  only  the  begin- 
ng  According  to  the  popular  press, 
le   online   brokers,  moving 
ichecked,  are  scoring  victory  after 
ctory.  The  online  brokers  have 
jen  very  successful,  but  we  must 
ij  ok  at  the  larger  picture  of  the 
I  aancial  services  marketplace 
1  :fore  declaring  the  final  victors. 
rJ  any  of  the  traditional  players  have 
o  t  to  offer  services  online  and  many 
those  who  are,  have  not  yet  mar- 
ted  those  services  aggressively.  The 
tal  revenue  at  the  top  three  U.S. 
qil  nks  is  more  than  235  times  the  total 
er  venue  of  the  top  three  online  bro- 
rage  firms.  In  addition,  the  top  three 
iblicly  traded  U.S.  investment  firms 
il  ve  64  times  the  total  revenue  of  the 
p  three  online  brokerage  firms, 
jese  dollars  will  be  critical  for  the 
ditional  players  to  build  online 
ategies. 

We  believe  that  to  compete  in  the 
line  brokerage  industry,  many  of  the 
ger  financial  services  companies 
U  attempt  to  convert  a  percentage 
their  clients  into  online  investing 
aits.  If  any  of  the  top  three  publicly 
ded  U.S.  investment  firms  were  to 
nvert  20%  of  their  clients  into 
line  retail  accounts,  that  firm  would 
o  ickly  become  a  major  force  by 
line  brokerage  industry  standards. 


Can  large  financial  services  com-  i 
panics  convert  their  current  clients 
into  online  customers  while  develop- 
ing new  online  clients?  "A  bird  in  the 
hand"  logic  might  suggest  that  con- 
vincing a  trained  online  banking  cus- 
tomer or  current  offline  brokerage 
customer  to  test  the  waters  with  a 
new  online  trading  system  would  be 
much  easier  than  acquiring  offline  cus- 
tomers from  rivals.  The  jury  is  still  out 
on  whether  or  not  larger  financial 
institutions  can  successfully  execute  in 
the  online  brokerage  arena. 

In  addition,  the  new  economics  of 
online  financial  services  reduces  over- 
head, sunk  costs  and  large  employee 
populations,  posing  a  serious  chal- 
lenge to  economics  of  the  traditional 
financial  services  industry. 

Looking  Forward 

While  the  competitive  landscape  of 
online  investing  picks  up  steam  in 
1999,  we  will  be  looking  for  specific 
market  signs.  First,  we  are  confident 
that  full-service  brokerage  firms,  large 
banks  and  mutual  fund  companies  can 
build,  buy,  rent  or  lease  the  capability 
to  provide  their  customers  with 
online  account  access  and  online 
trading.  We  also  believe  that  tradi- 
tional financial  services  firms  have 
already  made  the  decision  to  provide 
online  brokerage  services  to  their 
clients.  Despite  years  of  denial  and 
sales  channel  conflicts,  financial  insti- 
tutions know  they  must  enter  the 
online  arena  to  stop  the  flow  of  cus- 
tomers opening  online  accounts  else- 
where. We  will  now  wait  to  see  how 
quickly  these  financial  institutions 
can  convert  their  offline  customer 
base  into  online  customers.  Financial 
services  companies  must  overcome 
long-held,  entrenched  beliefs  and 
practices  that  pose  obstacles  to  imple- 
menting the  online  sales  strategy  (i.e. 
the  traditional  role  of  the  broker). 
Large  financial  institutions  cannot 
change  their  corporate  cultures  and 
skill  sets  overnight.  We  are  also  anx- 
iously waiting  for  the  marketing 


departments  of  large  U.S.  financial  ser- 
vices companies  to  begin  their  online 
marketplace  push. 

All  signs  point  towards  the  consol- 
idation of  the  individual  investor's 
financial  assets  under  a  single,  online 
financial  services  provider.  U.S.  finan- 
cial services  companies  are  racing  to 
be  the  one  institution,  whether  tradi- 


EXHIBIT  6 


U.S.  ONLINE  HOUSEHOLDS  VS. 
ONLINE  BROKERAGE  ACCOUNTS 

Source:  the  Yankee  Group,  1999 

■  Online  Accounts 
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tionally  a  bank,  insurance  company, 
mortgage  lender,  brokerage  firm  or 
mutual  fund  company,  that  provides 
the  online  systems  and  services  for  the 
individual  investors  every  foresee- 
able need 

Full-service  brokers  have  spent 
years  studying  the  broker  vs.  online 
channel  conflict  and  have  tried 
addressing  the  issue  with  several  dif- 
ferent "spins."  At  the  end  of  the  day, 
the  full-service  firms  are  going  to 
move  into  online  trading  or  risk  losing 
customers  and  billions  in  customer 
assets.  The  Yankee  Group  believes  we 
have  yet  to  see  movement  in  this  mar- 
ket driven  by  traditional  players. 
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ROM  A  RAW  DEAL 
0  A  WINNING  HAND 

7  Forest  Labs  turned  the  tables  on  plaintiffs'  lawyers 


|o  Howard  Solomon,  chairman  of 
New  York-based  Forest  Laborato- 
ries Inc.,  it  felt  almost  like  a  false 
arrest.  In  March.  1994.  plaintiffs' 
ts  filed  a  class-action  suit  in  Chica- 
cusing  the  drug  manufacturer  of 
ipating  in  an  extensive  price-fixing 
ae  with  30  other  companies, 
ion  had  no  idea  if  any  of  the  other 
lants  were  guilty,  but  because  For- 
aployees  had  never  attended  any  of 
*ade  association  gatherings  where 
ice-fixing  discussions  allegedly  took 
he  knew  his  own  company  was  in- 
:L  "I  had  never  even  heard  of  some 
se  other  companies.  How  could  we 
-conspiring?  The  whole  idea  was 
id,"  says  the  trim  71-year-old  for- 
ttorney. 

•ien  Forest  tried  to  get  out  of  the 
n  April,  1996,  though,  the  plaintiffs' 


attorneys  assured  U.  S.  District  Judge 
Charles  P.  Kocoras  that  they  had  con- 
crete evidence  linking  the  company  to 
the  conspiracy.  Forest's  lawyers  insisted 
that  their  accusers  were  exaggerating 
the  strength  of  their  case,  but  because 
the  judge  was  legally  obligated  to  as- 
sume that  the  plaintiffs'  lawyers  were 
telling  the  truth,  he  rejected  the  com- 
pany's request  to  be  dismissed  from  the 
case.  It  meant  that  the  $427  million 
drug  company,  maker  of  the  antide- 
pressant Celexa,  suddenly  faced  more 
than  $200  million  in  potential  liability. 

At  this  point,  many  companies  would 
have  simply  folded.  But  even  after 
Merck,  Abbott.  Pfizer,  and  18  other  phar- 
maceutical makers  forked  over  a  total  of 
more  than  $700  million  to  allegedly  vic- 
timized retail  pharmacies,  Forest  gamely 
fought  on.  It  was  a  wise  move.  Declaring 


that  there  was  no  evidence  at  all  of  any 
price-fixing  conspiracy  in  the  pharma- 
ceutical industry,  Kocoras  threw  out  the 
lawsuit  last  November. 

Then.  Forest  did  something  compa- 
nies rarely  do.  Convinced  that  the  plain- 
tiffs' attorneys  had  misrepresented  the 
testimony  of  a  key  witness  to  Kocoras 
at  the  April,  19%.  healing.  Forest  set 
about  trying  to  preve  that  the  deception 
was  deliberate.  Once  they  had  mar- 
shaled their  evidence.  Forest's  lawyers 
then  accused  the  plaintiffs'  attorneys  of 
violating  Section  1927  of  the  U.  S.  Civil 
Code,  an  obscure  law  prohibiting  "vex- 
atious" litigation  tactics,  and  asked  to 
have  $2.1  million  in  legal  fees  refunded. 
On  Apr.  29,  Kocoras  granted  the  re- 
quest— one  of  the  few  times  a  company 
has  ever  managed  to  convince  a  judge 
that  plaintiffs'  lawyers  intentionally  mis- 
led the  court. 

new  TOOL.  Word  of  Forest's  victory 
has  invigorated  the  ranks  of  America's 
corporate  defense  litigators,  who  are 
hoping  to  use  the  precedent  as  a  new7 
tool  against  baseless  lawsuits.  Frustrat- 
ed in  their  attempts  to  win  broad  leg- 
islative toil  reform,  manufacturers  have 
been  stepping  up  their  efforts  to  use 
existing  procedural  rules  to  get  sanc- 
tions imposed  on  plaintiffs'  attorneys 
who  bring  frivolous  claims.  But  until 
the  Forest  decision,  many  considered  it 
all  but  impossible  to  prove  that  oppo- 
nents were  guilty  of  deliberate  misrep- 
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reservation — the  high  legal  standard  re- 
quired by  Section  1927.  "I  was  delighted 
to  see  this  case.  We're  hoping  to  see  this 
type  of  thing  happen  a  lot  more  often." 
(  says  Lewis  H.  Goldfarb.  associate  gener- 
|  al  counsel  at  DaimlerChrysler  Corp. 

The  coalition  of  more  than  a  dozen 
plaintiffs'  firms  that  brought  the  price- 
fixing  suit,  including  Philadelphia's  Berg- 
er  &  Montague.  San  Francisco's  Saved 
&  Saveri,  and  Specks  &  Goldberg  of 
Chicago,  has  appealed  both  the  Section 
1927  decision  and  the  underlying  case. 
Arguing  that  there  was  a  reasonable 
basis  for  suspecting  that  Forest  had 
participated  in  the  alleged  conspiracy, 
one  of  the  lawyers  said  his  team  did 
not  mislead  Judge  Kocoras. 

This  attorney,  who  requested 
anonymity,  predicted  that  the  decision 
will  have  "a  chilling  effect"  on  lawyers 
bringing  consumer  suits  against  well- 
funded  corporate  defendants.  "If  judges 
start  sanctioning  lawyers  for  this  type  of 
thing  more  frequently,  pretty  soon  no- 
body is  going  to  want  to  practice  this 
type  of  law."  the  lawyer  said. 

Filed  at  a  time  of  mounting  public 
anger  at  the  cost  of  drags,  the  suit  al- 
leged Forest  and  other  drugmakers  had 
set  up  a  two-tier  system  of  pricing. 
While  health-maintenance  organizations 
and  other  favored  customers  received 
steep  discounts  on  drags,  retail  phar- 
macies had  to  pay  full  price.  To  ensure 
that  the  alleged  conspirators  toed  the 
line,  the  plaintiffs  said,  drugmakers  had 


sophisticated  mechanisms  for  setting 
prices  and  preventing  members  from 
offering  discounts. 

Details  of  this  price-fixing  conspiracy, 
the  plaintiffs  said,  were  largely  ironed 
out  at  meetings  of  a  key  trade  associa- 
tion, the  Pharmaceutical  Manufacturers 
Assn.  Although  Forest  didn't  belong  to 
this  group,  the  plaintiffs  nonetheless 


Forest's  success  is 
invigorating  efforts  to 
sanction  lawyers  who 
bring  frivolous  claims 


told  the  judge  at  the  April.  1996,  sum- 
mary-judgment hearing  they  had  solid 
evidence  tying  Forest  to  the  cartel. 

In  particular,  the  plaintiffs  placed 
great  weight  on  the  testimony  of 
Richard  Spears,  an  executive  for  a  pur- 
chasing cooperative  made  up  of  small 
pharmacies.  During  his  deposition. 
Spears  said  a  Forest  manager  told  him 
the  company  had  to  cancel  a  discount 
contract  with  his 
group  because  "oth- 
er suppliers  ob- 
jected to  [For- 
est's] supplying  a 
[pharmacy]  buy- 
ing group  direct- 


■ 


THE  ROUTE  TO  VICTORY 


MARCH,  1994  Plaintiffs'  lawyers  file  a  class 
action  accusing  Forest  and  30  other  compa- 
nies of  price-fixing. 

APRIL,  1996  Rejecting  Forest's  request  to 
be  dropped  from  the  case,  Judge  Charles  P. 
Kocoras  forces  the  company  to  face  a  jury 
trial  in  Chicago. 

JUNE,  1996  Merck,  Pfizer,  and  11  other 
defendants  settle  for  a  total  of  S 8 5 1  million. 

JULY,  1998  Abbott,  Pharmacia  &  Upjohn, 
and  three  other  drugmakers  shell  out  a  total  of 
$305  million  to  get  out  of  the  case. 

NOVEMBER,  1998  Unimpressed  with  the  evi 
dence,  Kocoras  throws  out  the  lawsuit. 

APRIL,  1999  In  a  rare  step,  Forest  persuades 
Kocoras  to  make  the  plaintiffs'  lawyers  refund 
$2.1  million  the  company  spent  in  legal  fees. 
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ly."  To  the  plaintiffs,  this  was  a  c 
smoking  gun — an  acknowledgment 
Forest  not  only  participated  in  the 
spiracy,  but  "knuckled  under  to  p: 
sure  from  other  cartel  members 
it  failed  to  follow  the  rules. 

Forest's  outraged  attorneys  ar 
this  was  a  complete  misinterpreta 
of  Spears's  testimony.  Rather  than) 
ferring  to  other  drug  manufactur 
the  "suppliers"  the  Forest  manager 
been  talking  about  were  the  comp: 
own  wholesalers.  Though  the  comp; 
lawyers  offered  evidence  to  support 
reading  of  the  deposition,  Kocoras 
in  no  position  to  sort  out  who 
telling  the  truth.  Buried  under 
of  pages  of  documents,  he  was  un 
"to  verify  every  deposition  citation, 
he  later  wrote  in  his  Section  1927  c 
sion.  As  a  result,  he  was  forced  to 
"on  the  accuracy  of  [the  plaintiffs 
acterization  of  the  evidence  and 
truth  of  it." 
GREEN  light.  Once  Kocoras  had  de 
Forest's  request  to  be  dropped  fro 
case,  the  plaintiffs'  attorneys  gained 
mense  bargaining  power.  Seeking  biljfc 
of  dollars  in  damages,  they  now  h^j 
green  light  to  ask  a  jury  to  punish 
pharmaceutical  industry  for  the 
price  of  medicine — a  prospect  that  scft« 
Forest's  team.  "They  wanted  to  do  s  fi 
al  based  on  emotion:  the  big,  bad  m  w 
facturers  overcharging  for  prescrij:  >i 
dings."  says  Herschel  S.  Weinstei  s 
partner  at  New-  York's  Dombush  Me  d 
Mandelstam  &  Schaeffer  who  serves 
Forest's  general  counsel. 

Well  aware  of  their  leverage,  the  yfr. 
tiffs'  lawyers  upped  the  settlement ; 
While  Forest  could  have  ese 

\for  about  $4  million  before 
April,  1996,  summary-judgi  i 
-    motion,  the  price  rose  to 
I  than  S15  million  afterw  a 
t    That  was  a  lot  of  money  I 
uit  with  no  merit,  but  s  li 
lot  less  than  the  fortune  hj 
company  risked  at  t  aJ 
where    the    plair  ra 
would  claim  billior  d 
dollars  in  damag  - 
;  and  be  entitled  u  e 
*  antitrust  law-  to  t  |1 
I  any  award  if  | 
I  won.  Indeed,  the 
I  sure  to  settle  ws 
1  great  that  the  p| 
I  tiffs  appeared  tcj>c 
'  lieve  all  of  the  der 
dants  would  "cavefe. 
says  Peter  J.  Vem|i; 
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THINK  PATTERNS.  REAP  PROFITS. 


Whether  you're  a  business  leader  or 
investor,  this  groundbreaking  guide 
will  help  you  to  anticipate  sources 
of  profit  before  they  develop. 
Through  more  than  200  case  studies, 
telling  diagrams,  and  strategy 
exercises.  Profit  Patterns  provides 
all  the  tools  you  will  need  to 
capture  tomorrow's  profit  zones. 


Profit  Patterns  is  the  new 
book  from  the  authors  of 
The  Profit  Zone — one  of 
BusinessWeek's  ten  best 
business  books  of  1998. 
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"Offers  a  powerful  framework  for  making  sense  out  of  a 
complex  and  changing  business  landscape.  I  hope  our  managers 
read  it  and  our  competitors  don't." 

— John  W.  Madigan,  chairman,  president, 
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Management  Consulting 
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Since  1037,  D(  '  has  turned  its  contributors'  dollars  into  more  than 
S  million  acres  of  habitat. 
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Legal  Affairs 


a  Dornbush  Mensch  partner  who  liti 
ed  the  case.  They  were  banking  on 
fact  that  no  one  "would  want  to  deb 
the  pricing  of  prescription  chugs  in  fr* 
of  a  jury,"  Venaglia  says. 

And  many  didn't.  Although  they  di 
admit  guilt,  Hoechst  Marion  Rousell 
tied  for  $149.5  million,  Pharmacia  & 
john  for  $102  million,  and  Merck  for 
million.  That,  in  turn,  prompted  Forjft 
directors  to  question  whether  the  cat 
pany  had  chosen  the  wrong  path.  "Try 
were  reading  that  other  companies  w* 
settling — sometimes  for  big  amounts! 
money — and  wanted  to  know  why  e 
weren't,"  Weinstein  recalls. 
STAR  witness.  These  worries  grew  em 
more  intense  when  the  plaintiffs  sjci 
their  star  economic  witness  would  »e 
Nobel  Prize  winner  Robert  E.  LucasB 
Mock  juries,  meanwhile,  indicated  t»t 
many  laypeople  were  sympathetic  to  ie 
plaintiffs'  arguments.  But  in  a  critfii 
meeting  in  April,  1998,  Solomon,  a  # 
porate  lawyer  before  joining  Forest,  cfc- 
cluded  the  plaintiffs  simply  didn't  lift 
the  goods  against  his  company.  "I  del- 
ed it  was  a  reasonable  business  riskir 
us  to  take,"  says  Solomon.  "We  takja 
risk  when  we  launch  a  product,  we  tie 
a  risk  when  we  hire  an  employee,  re 
take  risks  all  the  time." 

Solomon's  gamble  paid  off.  Am 
healing  several  weeks  <  if  testimony  fin 
plaintiffs'  attorneys,  Kocoras  tossed  tfir 
case  without  requiring  the  defensefco 
put  up  even  one  witness.  In  a  stinglg 
opinion,  Kocoras — appointed  by  Pri- 
dent  Jimmy  Carter — said  the  plaintfs 
case  was  based  upon  little  more  tin 
layers  "of  speculation." 

Sensing  the  judge's  anger,  Fordls 
legal  team  decided  to  try  a  Section  127 
motion.  Digging  through  the  evideie. 
the  team  detailed  several  reasons  |e 
plaintiffs  attorneys  should  have  km 
there  was  no  evidence  against  Foi 
Kocoras  readily  agreed,  declaring  i 
they  "repeatedly  misrepresented . . . 
dence  of  conspiratorial  conduct  aga 
Forest."  On  appeal,  plaintiffs'  lawl 
will  argue  their  interpretation  of] 
Spears  testimony  was  reasonabl 
member  of  the  coalition  said. 

In  the  wake  of  the  decision,  at  1 
one  of  the  other  companies  that  st 
in  the  lawsuit  is  considering  filing 
own  1927  motion.  And  Forest,  m 
while,  is  thinking  of  ways  to  milk  e 
dividends  from  the  decision.  Noting 
the  company  is  facing  several  other 
sy  suits,  Weinstein  is  consideiing  pu 
them  on  notice  of  the  costs  of  tan 
with  Forest.  How?  By  sending  th< 
copy  of  Kocoras'  decision. 

By  Mike  France  in  New 
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COMMENTARY 


By  Amy  Barrett 


HOW  TO  KEEP  RISING  STARS  FROM  STRAYING 


The  news  stunned  investors.  On 
Apr.  21,  Black  &  Decker  Corp. 
announced  that  Joseph  Galli,  41, 
head  of  the  company's  $2.9  billion 
power-tool  business,  had  quit,  send- 
ing the  stock  price  down  nearly  8%. 
The  once  struggling  company  had 
rebounded  in  part  because  of  Galli's 
new-product  launches  at  the  divi- 
sion, which  brings  in  65%  of  sales. 
Many  investors  had  viewed  Galli  as 
Black  &  Decker's  heir  apparent. 

Apparently,  so  had  he.  Sources 
close  to  b&d  say  Galli's  departure 
came  after  he  had  pressed  13-year 
Chief  Executive  Nolan  D.  Archibald, 
55,  to  step  aside  before  65  so  that 
Galli  could  fill  the  ceo  job.  But 
Archibald  isn't  going  anywhere  soon. 
He  told  a  reporter  at  b&d's  Apr.  27 
annual  meeting  that  he  found  a  re- 
placement for  Galli  because  he  be- 
lieved that  frustration  made  the  19- 
year  B&D  veteran  ready  to  bolt.  "I 
chose  the  timing,"  he  proclaimed. 

It  wasn't  the  first  time  the 
Towson  (Md.)  company  has  lost 
key  talent:  Three  other  top  ex- 
ecutives have  quit  b&d 
for  ceo  posts  elsewhere 
this  decade.  But  if 
Archibald  appears  to 
have  problems  holding 
on  to  rising  stars,  he 
is  hardly  alone.  With 
high-end  job-hop- 
ping rampant  amid 
a  perceived  leader- 
ship shortage,  re- 
taining the  best  is 
tougher  than  ever. 
That  means  compa 
nies  must  focus 
more  on  the  care 

and  feeding  of  their  top  brass.  "You 
always  have  to  be  sure  you  have  a 
stable  of  talent,"  says  Charles  M.  El- 
son,  a  governance  expert  and  profes- 
sor at  Stetson  University  College  of 
Law.  "That  isn't  an  easy  job." 
TOO  BRIGHT.  So  how  to  avoid  the 
disinptions  and  costly  searches  that 
occur  when  the  pipeline  is  suddenly 
vacant?  While  there  are  many  things 
companies  can  do  to  motivate  high 
performers,  first  they  must  find 
them.  Dennis  C.  Carey,  vice-chair- 
man of  Spencer  Stuart  U.  S.,  says 


that  boards  should  do  regular  audits 
to  identify  talent.  He  adds  that  let- 
ting the  ceo  control  the  agenda  is  a 
bad  idea.  Too  many  CEOs  undercut 
successors  who  shine  too  brightly. 

Once  identified,  keeping  the  best 
and  the  brightest  loyal  usually  stalls 
with  compensation.  After  the  1997 
merger  of  Bell  Atlantic  Corp.  and 
Xynex,  which  could  have  led  to  an  ex- 


Audits  to  identify  top  talent,  ample  pay,  and 
high-profile  roles  help  ward  off  defections 


odus  of  top  managers,  the  new  board 
gave  special  retention  bonuses  to  five 
top  executives  including  ceo  Ivan  G. 
Seidenberg.  If  they  stay  at  least 
three  years,  they  earn  payouts  above 
Si  million.  Not  one  of  them  has  left. 

For  some  ambitious  executives, 
though,  there  is  no  cash  substitute 
for  power.  That's  why  caning  out 
the  right  high-profile  role  for  a  tal- 
ented manager  is  critical.  After 
Charles  0.  Holliday  Jr.,  now  51,  was 
named  CEO-in-waiting  at  DuPont  Co. 
in  October,  1997,  for  example,  some 


wondered  if  DuPont  would  be  able  C 
hang  on  to  Kurt  M.  Landgraf,  now 
52,  its  highly  valued  executive  vice- 
president  and  chief  financial  officer. 
In  April,  1998,  Holliday  named  Land 
graf  head  of  the  new  life-science 
unit,  the  centerpiece  of  DuPont's 
growth  strategy.  The  unit  may  also 
get  its  own  tracking  stock.  "This  era 
ates  something  that  would  be  more 
attractive  to  Kurt."  says  Merrill 
Lynch  &  Co.  analyst  John  E. 
Roberts. 

pastures  green.  Yet  even  the  bes 
laid  succession  plans  may  not  be 
enough  to  prevent  a  company  from 
having  to  make  a  tough  choice  whe 
an  ambitious  underling  is  itching  to 
move  into  the  comer  office.  Rather 
than  lose  a  top-notch  heir,  for  some 
the  answer  lies  in  accelerating  the 
transition.  That  issue  contributed  t 
the  decision  made  by  American  Ex 
press  Co.  chief  Harvey  Golub,  who 
had  been  expected  to  remain  CEO  ui 
til  he  was  65.  But  in  April,  he  an- 
nounced plans  to  turn  the  reins 
over  to  President  and  Chief  0\ 
erating  Officer  Kenneth  I 
Chenault  in  2001,  when 
Golub  will  be  62.  Many  ot 
servers  believe  the  move 
was  an  effort  to  keep  th 
well-regarded  Chenaul 
from  seeking  greener 
pastures. 

Whether  that  is 
the  best  option,  of 
course,  depends  oi 
many  things,  not 
least  of  which  are 
the  ages  of  the  CE 
and  the  heir,  as  W' 
as  their  relative 
managerial  strengths.  In  the  case  o 
b&d,  the  company  was  unable — or 
unwilling — to  make  enough  room  fc 
both  parties.  While  letting  Galli  lea 
may  have  been  the  right  call,  it's 
hardly  an  ideal  solution.  The  lesson 
for  any  company  looking  to  avoid 
b&d's  troubles:  Never  forget  that 
keeping  your  stars  motivated  is  a  f 
tougher  job  than  recruiting  them  ti- 
the first  place. 


Philadelphia  Bureau  Chief  Barm 
follows  Black  &  Decker. 
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from  $978*         Intel8  Celeron"  processor  366  mhz  /  4  slots, 
lease  $49/mo'     4  bays  /  up  to  64mb  sdram  /  up  to  8.4gb  hdd 
option:  ethernet  and  token  ring  adapters, 
option:  32  /  64  /  128mb  memory  dimms 


The  PC  300GL.  It's  relief  for  users  (no  more  slow,  old  pc's). 
It's  relief  for  IS  staff  (heavy-duty  network  management  features). 
It's  relief  for  finance  (very,  very  affordable).  Could  it  be  all  things 
to  all  people?  ibm.com/ibmpc  or  800  426  7255,  ext.  4131 


'Estimated  reseller  price  to  end  users  for  model  6287-32U  and  654102N  Actual  prices  may  vary  Certain  features  described  above  are  available  for  an  additional) 
charge.  SystemXtra  is  available  to  credit  qualified  commercial,  state  and  local  government  customers  with  valid  credit  for  a  36-month  term  'SuccessLease  is  offered  and 
administered  in  the  U  S  and  Canada  by  Fidelity  Leasing  Inc.,  an  approved  provider  of  financing  for  IBM  Global  Financing  Monthly  lease  costs  are  provided  by  Fidelity 
Leasing  and  are  for  a  24-month  term,  full-payout  lease,  lo  qualified  business  customers  only.  A  documentation  fee  and  first  month  payment  due  at  lease  signing  Any  taxes 
are  additional.  Other  terms  and  financing  structures  are  available,  mhz  denotes  microprocessor  internal  clock  speed:  other  factors  may  also  affect  application  performance 
gb=1  billion  bytes  for  Hard  Disk  Drive  capacity  PCs  referenced  in  this  ad  include  an  operating  system  IBM  product  names  are  trademarks  of  International  Business 
Machines  Corporation.  Intel  and  the  Intel  Inside  logo  are  registered  trademarks  and  Celeron  is  a  trademark  of  Intel  Corporation  ©1999  IBM  Corp.  All  rights  reserved. 


A  hunch,  a  roll  of  tape 


and  a  brand-new  car. 

Why  didn't  anyone  think  of  this  before? 

That  was  pretty  much  the  reaction  around  here  the  day 
[someone  suggested  that  if  we  could  put  a  third  door  on  a  Saturn 
Icoupe,  kind  of  like  a  pickup  truck,  it  might  be  a  bit  more  convenient. 

Well,  faster  than  you  can  say  the  words  Saturn  task  force, 
hveryone  from  engineers  to  UAW  team  members  started  looking  into 
\how  to  build  what  would  be  the  world's  first  three-door  coupe. 

No  one  was  more  intrigued  perhaps  than  John,  Phillips  and 
the  Saturn  Design  Team.  Wondering  what  such  a  car  would  look  like, 
\  they  turned  to  the  fastest,  most 
Sophisticated,  most 
[practical  tools 


whey  could  get 
vtheir  hands  on: 
whey  took  a  roll  of  masking  tape,  outlined  the  proposed 
hegular  coupe  and  then,  with  a  saw,  cut  it  out.  When  the  dust  had 
hettled,  no  one  could  quite  believe  how  much  space  we'd  been  hiding 
un  the  back  seat.  Needless  to  say,  we  couldn't  wait  to  get  started. 

Thus  was  the  Saturn  three-door  coupe  born.  And  everyone 
Jhere  sure  is  happy  with  it.  Including  those  hard-to-impress  safety 
wngineers,  who  developed  a  unique  new  side-impact  system,  as  a 
[result  of  that  smaller  third  door. 

All  that  remains  now  is  to  see  what  you  think,  although 
mve're  pretty  sure  you'll  be  happy  with  the  performi 
mhe  convenience.  Call  it  a  hunch.  We  seem  to  be  good  at  those. 

A  Different  Kind  0f  Company.  A   Different   Kind  of  Car. 

tThe  1999  Saturn  SC2  comes  with  an  M.S.R.P.  of  $15,445,  including  AC,  retailer  prep  and  transportation.  Of  course,  options,  tax  and  license  are  extra.  J\ f^Ki 
?We'd  be  happy  to  provide  more  information  at  1-800-522-5000,  or  visit  us  on  the  Internet  at  www.saturn.com.  ©1998  Saturn  Corporation.  SATLRN 
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I  Design  I  Awards 


NEW   TECHNOLOGIES,    NEW  MATEII 


ttt  j%  The  Best  Produc 

Winners 


CrossPad  XP 

\u  electronic  slate foi 
the  Information  [ge 


The  advent  of  the  Informa- 
tion Age  and  the  advance 
of  new  technologies  is  mak- 
ing this  a  golden  time  to 
be  a  product  designer.  Not 
since  the  gloiy  days  of  Raymond  Loewy, 
whose  streamlined  products  in  the  '40s 
made  him  an  icon  of  design,  have 
designers  come  to  play  such  a  pro- 
tean role  in  the  economy  and  soci- 
ety of  the  U.  S. 

A  dazzling  number  of 
new  products  are  trans- 
forming the  marketplace, 
drawing  from  such  new 
technologies  as  lower-cost 
flat-panel  displays  and  the 
Internet.  Some  design- 
ers are  reinventing  the 
familiar — witness  electron- 
ic books  and  digital  writing 
tablets.  Others  are  taking  re- 
cent innovations  to  another 
level  with  wireless  communi- 
cators, notebook  computers, 
and  personal  organizers. 

The  1999  Industrial  Design  Excellence 
Awards  zero  in  on  the  best  products 
from  around  the  world.  Entrees  are 
judged  by  the  Industrial  Designers  So- 


IBM  ThinkPad600 

Dorks  transform  u 

thill  lil/)li)/>  into  (I 

desktop  dynamo 


ciety  of  America,  and  \MA 
the  awards  are  spon- 
sored  by  business  week.  ^ 
This  year's   winners  are 
proof  that  much  of  the  best 
design  can  be  found  in  new-gen- 
eration products:  those  that  com 

municate,  not  just  compute; 
those  that  can  be  used  at 
home  or  on  the  road,  not  just 
the  office;  those  that  do  one  or 
two  specific  tasks,  not  everything; 
and  those  that  have  the  colorful 
look  of  everyday  consumer  proc 
ucts  rather  than  the  heavy,  gray 
feel  of  bureaucracy. 

What    are    the  break 
through  products  of  1999? 
Perhaps  the  most  impres- 
sive are  the  first-generation 
electronic  books  that  try  to 
provide  portable  informa 
tion  anywhere,  anytime. 
Award  winners  Soft- 
Book,   designed  by 
IDEO,  and  the  Rock- 
et eBook,  designed  by  Palo 
Alto  Products  International, 
combine  new  flat-panel  tech- 
nology and  great  ergonomics 


I  flip-up  flat  screen  that 
also  functions  as  a  digiti 
writing  surface 
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CHALLENGES.    IT   ADDS   UP   TO   A   NEW   GOLDEN   AGE   OF  DESIGN 


lesigns  of  the  Year 


ith  modern  communications  (page  88). 
im's  winning  design  exploration  shows 
hat  a  digital  newspaper  might  look 
<e,  with  "electronic  ink"  that  reconflg- 
•es  itself  into  new  words  and  graphics 
hen  plugged  into  the  Web. 
IRDWEAR.  The  information  appliances 
nong  idea  winners  show  the  frontier 
'  product  innovation  is  now  the  inte- 
•ation  of  hardware  and  software  de- 
jn.  "Designers  need  to  know  Net  pro- 
col  as  well  as  injection  molding,"  says 
EA  juror  Sam  Lucente.  Lucente  was 
•ogram  manager  for  strategic  design  at 
M,  primarily  responsible  for  the 
linkPad.  He  moved  to  Netscape  and 
ft  to  set  up  Lucente  Design  in  Palo 


Motorola  i  1 000 


imbardier/NV 


<r  the  golf  course  01 
opping,  it  \  elect rit 
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Alto,  Calif.,  to  work  on  ultraportable, 
wearable  computer  products. 

A  profound  transformation  of  the 
look  and  functionality  of  products  is 
under  way.  The  Clio  notebook  com- 
puter, designed  by  frogdesign,  uses  a 
flat  panel  that  swings  out  and  doubles 
as  both  screen  and  writing  tablet.  IBM's 
elegant  flat-panel  screen  transforms  a 
bulky  box  into  a  slim,  almost  two-dimensional 
objet  d'art.  The  CrossPad  xp,  an  electronic  writ- 
ing tablet  designed  by  Fitch  Inc.,  allows  people 
to  download  their  scribbling  into  a  computer. 
And  the  striking  Benwin  Executive  Multimedia 
Speaker  uses  new  flat-panel  speaker  technology 
for  a  totally  new  look. 

The  use  of  color  made  winning  products  much 
more  expressive  and  emotional  this  year.  Just 
think  of  Apple  Computer  Inc.'s  wonderful  iMac, 
with  its  playful  palette  of  bright  colors  (page  95). 
Philips  Electronics'  humorous  PC  videocamera, 


HP  LaserJet  100 

I  modular  printer  that 
upgrades  to  a  copier 
iiiid  scunner 


SnoWalkers 

Low-cost  snow  shoes 
/or  the  family 


IBM  Flat  Panel 

of  (I 

dmost 
looks  liro- 

(IllllCIISIOIItll 


I  mere  irisf 
screen  thai 


I 


0K 


1 


used  for  videoconferencing,  shows  how  design! 
can  combine  color  and  shape  to  bring  enejj 
and  playfulness  to  what  otherwise  might  • 
scary  products  (page  90).  The  master  of  hunfc 
of  course,  is  the  postmodern  architect  Micli 
Graves,  who  not  only  designs  buildings  for  Yt 
Disney  Co.  topped  by  50-foot  turquoise  swl 
but  whimsical  toasters  for  Target  (page  98).| 
The  globalization  of  design  was  a  clear  trend 

Winners  for  1999... 

Here  are  many  of  the  design  firms  and  corporations  tha 
had  products  winning  Industrial  Design  Excellence  Awarj 


DESIGN  FIRMS 


AWARDS 

GOLD 

SILVER  BRONZE 

T01. 

IDEO 

1 

4 

6 

ZIBA  DESIGN 

0 

3 

3 

BRIDGE  DESIGN 

0 

1 

1 

EIGHT 

1 

1 

0 

ELEVEN 

0 

1 

1 

ERGONOMIC 
SYSTEM  DESIGN 

2 

0 

0 

FITCH 

0 

0 

2 

FROGDESIGN 

0 

2 

0 

HOLBROOK 
DESIGN 

0 

0 

2 

INSIGHT 
PRODUCT  DEV. 

1 

0 

1 

LUNAR  DESIGN 

1 

1 

0 

PENTAGRAM 

0 

2 

0 

PHARMADESIGN 

0 

2 

0 

SMART  DESIGN 

1 

1 

0 

TEAGUE 

0 

2 

0 

CORPORATIONS 

HEWLETT- 
PACKARD 

0 

4 

1 

APPLE 

1 

3 

0 

IBM 

1 

2 

1 

CROWN 
EQUIPMENT 

3 

1 

0 

SAMSUNG 
ELECTRONICS 

0 

2 

2 

ACCO 

0 

1 

2 

NIKE 

1 

2 

0 

PHILIPS 
ELECTRONICS 

1 

1 

1 

COMPAQ 

1 

1 

0 

FISHER-PRICE 

0 

2 

0 

MICROSOFT 

0 

1 

1 

OXO 

INTERNATIONAL 

1 

1 

0 

PATAGONIA 

1 

0 

1 

STANLEY  WORKS 

0 

2 

0 

STEELCASE 

0 

0 

2 

THOMSON 

CONSUMER 

ELECTRONICS 

0 

1 

i 
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is  year's  idea  contest.  Europe,  in  particular, 
ltdid  itself.  There  were  winning  designs  from 
srmany,  Italy,  France,  England,  Denmark,  Swe- 
ll, and  the  Netherlands  as  well  as  South  Korea, 
2W  Zealand,  Canada,  and  Japan.  The  trend  to- 
ird  consumer-oriented  digital  products  is  clear- 
enhancing  the  success  of  such  Continental  com- 
nies  as  Philips  and  Thomson.  Germany's  bmw 
in  for  an  exquisite  motorcycle.  Canada  had 

...And  Over  the  Past  5  Years 

It  takes  something  special  to  win  year  after  year. 


Here  are  many 

of  the  best: 

Iesign  firms 

AWARDS 

1995-1998 

1999 

TOTAL 

>E0 

32 

11 

43 

IBA  DESIGN 

20 

6 

26 

ITCH 

18 

2 

20 

ROGDESIGN 

12 

2 

14 

ENTAGRAM 

10 

2 

12 

E3IGN 
DNTINUUM 

10 

11 

JNAR  DESIGN 

9 

11 

LTITUDE 

7 

8 

I  ERBST 
EAR  BELL 

7 

8 

AUSER 

6 

7 

M.PH  APPLEBAUM 
5SOCIATES 

6 

7 

ESIGN  EDGE 

5 

6 

WART  DESIGN 

4 

2 

6 

IN  DESIGN 

5 

0 

5 

1'KPORATIONS 

1  'PLE 

9 

4 

13 

JVCK  &  DECKER 

13 

0 

13 

|  )MPAQ 

9 

2 

11 

UI/ISUNG 
.ECTRONICS 

7 

4 

11 

EWLETT-PACKARD 

5 

5 

10 

-j  :r 

9 

1 

10 

i 

5 

4 

9 

1  ICROSOFT 

7 

2 

9 

IILIPS  ELECTRONICS 

6 

3 

9 

(OMSON 
i  JNSUMER 
-\  ECTRONICS 

7 

2 

9 

EELCASE 

6 

2 

8 

IRYSLER 

7 

0 

7 

\  IOWN  EQUIPMENT 

3 

4 

7 

MBOL 

CHNOLOGIES 

7 

0 

7 

5HER-PRICE 

3 

2 

5 

L/HARMAN 

5 

0 

5 

)TOROLA 

4 

1 

5 

KE 

2 

3 

5 

IBBERMAID 

5 

0 

5 

DATA:  INDUSTRIAL  DESIGNERS  SOCIETY 

opShots 


kingle-use  camera 
"or  the  younger  generation 


several  winners.  Korea  and  Japan  won  big,  too. 

The  corporate  design  operations  of  large  com- 
panies did  exceptionally  well  in  1999.  Hewlett- 
Packard  led  the  corporate  pack,  followed  by  Ap- 
ple, IBM,  and  Crown  Equipment.  Many  used 
European  designers  to  enhance  their  products. 
Sofia  Gailbraith  of  Better.Design  Solutions  in 
Stuttgart,  Germany,  helped  ibm  design  its  Elec- 
tronic Newspaper  concept.  Jean  Louis  Berthet  of 
Berthet-Pochy  in  Paris  designed  Haworth's  gold- 
winning  Escale  office-furniture  system  (page  104). 

The  1999  idea  contest  also  shows  that  cre- 
ativity spans  the  entire  global  product  design  in- 
dustry. The  biggest  design  houses,  such  as  ideo 
(which  won  an  amazing  11  awards),  Fitch,  frogde- 
sign,  and  ziba  continue  to  be  at  the  forefront  of 
integrating  hardware  and  software  in  the  Net -d li- 
ven, digital  era.  Medium-size  design  shops,  such 
as  Palo  Alto  Product  International,  Smart  Design, 
and  Insight  Product  Development,  did  excellent 
work.  Many  new  smaller  design  houses,  such  as 
Eleven,  and  Bridge  Design,  did  well,  too. 
DIGITAL  DIVAS.  Who  will  emerge  as  the  great 
designers  of  the  Information  Age?  No  one 
knows  for  sure,  but  the  laurels  already  are  pil- 
ing up  for  a  few.  One  is  David  Kelley,  co-founder 
of  ideo,  which  designed  the  digital  SoftBook. 
Another  is  Harmut  Esslinger  of  frogdesign, 
which  did  the  Clio.  There's  Malcolm  Smith  of 
Palo  Alto  Products  International,  which  de- 
signed the  original  PalmPilot  and  the  Rocket 
eBook.  And  there  is  Jonathan  Ive  of  Apple, 
which  designed  the  amazing  iMac. 

Fifteen  judges  examined  1,131  idea  entries 
for  1999,  of  which  164  won  awards,  compared 
with  126  last  year.  There  were  entrees  from  22 
countries.  Judges  handed  out  36  golds,  60  sil- 
vers, and  68  bronzes.  In  the  following  pages, 
business  week  takes  an  in-depth  look  at  some 
of  the  best  in  an  exceptional  year  for  design. 

By  Bruce  Nussbaum  in  New  York 

(Visit  www.idsa.org  for  a  full  description  of  all  winners.) 
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ELECTRONIC  BOOKS 


Downloaded  Any 
Good  Books  Lately? 


>  Rocket  eBook 

Designer: 
Palo  Alto 
Products  Intl.  & 
NuvoMedia  Inc. 

BRONZE 

Plug  a  ml  Play  for 
the  post-Gutenberg 
( rala.vY 


Few  thing's  in  life  match  the  pleasure  of  cracking  open 
a  book  you've  been  dying  to  read.  On  a  train,  at  the 
beach,  or  hunkered  down  by  the  fire,  the  trick  is 
get  comfortable  and  leave  the  world  behind. 

No  wonder  that  a  compelling  design  quest  is  capturing 
the  simplicity  and  portability  of  a  book,  magazine,  or 
newspaper  in  digital  form.  This  year,  three  different  digi- 
tal readers  won  ideas.  Two  are  on  the  market,  offered  by 
Silicon  Valley  startups  SoftBook  Press  and  NuvoMedia  Inc. 
A  third  is  a  study  for  an  "electronic  newspaper"  by  IBM. 

Each  design  attempts  to  integrate  hardware  and  soft- 
ware in  physical  forms  that  are  familiar,  yet  better  suited 
to  the  complex  nature  of  digital  media.  The  $499  Rocket  eBook  was  de- 
signed by  Palo  Alto  Products  Intl.  It's  a  compact  paperback-size  device 
that  tucks  into  a  desktop  cradle  and  attaches  to  a  PC  to  download 
books  and  other  material. 

At  ibm,  however,  Program  Manager  for  Strategic  Design  Robert 
Steinbugler  challenged  his  team  to  pay  attention  to  what  people  actu- 
ally do  with  their  newspapers,  from  how  they  read  them  to  how  they 
fold  them.  Then  the  team  used  some  not-ready-for-primetime  technology 
called  "electronic  ink."  Theoretically,  the  ink,  which  is 
trapped  inside  flexible  plastic  pages,  responds  to  elec- 
tronic charges  and  reconfigures  into  new  words  and 
graphics.  People  would  simply  plug  their  reader  into 
the  Web  each  morning  to  update  it. 
LUXE  LEATHER.  Jurors  reserved  the  Gold  Award 
for  computers  for  SoftBook  Press's  leather-fold- 
er E-book,  SoftBook.  At  $600,  SoftBook  is 
targeted  at  professionals  who  read  reams  of 
information.  Its  cover  holds  magnetic 
tabs  that  work  as  on/off  switches  when 
the  cover  is  opened  or  shut.  And  a 
novel  bar  switch  "turns"  the  pages, 
like  a  book. 

SoftBook  Press  ceo  James 
Sachs,  himself  an  industrial 
designer,  turned  to  Lunar 
Design  and  his  former  col- 
leagues at  I  DEO  for  help  with 
everything  from  mechanical  engineer- 
ing to  studies  of  how  people  use  books. 
Integrating  hardware  and  software  was  a 
challenge  in  each  case,  notes  juror  Sam  Lucente, 
principal  of  Lucente  Design  in  Palo  Alto,  Calif.  "It's  not 
conventional  industrial  design  anymore." 

By  Joan  O'C.  Hamilton  in  San  Mateo,  Calif. 


>  IBM  Electroni 
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Designer: 
Better.Design 
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GOLD 
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A  Camera 

That's  Easy  to  Smile  At 


>  Desktop  Video 
Camera 

Designer: 

Philips 

Electronics 

GOLD 

Thank  Mr.  Potato 
I  lead  lor  lis 
irlnmsical  curves 


The  Philips  Electronics  team  of  designers  in  the  Dutch  town  of  Eind- 
hoven was  having  difficulty  coming  up  with  a  concept  for  a  computer 
video  camera.  So  one  night  two  years  ago  they  decided  to  relax  by 
seeing  Toy  Story.  The  next  day,  recalls  Tom  Delaey,  a  senior  product  de- 
signer, team  members  toyed  with  the  idea  of  a  camera  in  the  image  of  a 
character,  Mr.  Potato  Head.  It  was  a  joke,  but . . .  they  liked  it. 

When  the  team  traveled  to  the  U.  S.  to  unveil  the  concept  for  their 
American  colleagues,  Potato  Head  met  with  a  frosty  reception.  The 
Americans  told  the  Dutch  designers  that  the  character  was  too  goofy  for 
a  $192  computer  accessory.  But  the  Dutch  team  reclined  the  figure  a  bit 
and  reduced  its  cartoonish  appearance  while  retaining  a  certain  play- 
fulness. This  was  important,  they  thought,  to  battle  the  menacing  Big 
Brother  image  of  a  PC-video  camera  staling  from  atop  the  monitor.  The 
laid-back  Potato  Head  got  a  thumbs-up  from  the  Americans. 

The  result  is  the  USB  Desktop  Video  Camera.  Introduced  last  year,  it 
has  become  a  hit  for  the  $34  billion  consumer-electronics  giant.  The  cam- 
era films  people  at  their  computers  and  sends  the  clips  as  E-mail. 
Customers  buy  two  Potato  Head  cameras  for  videoconferencing,  says 
Joop  Rijsterborgh,  Philips'  business  manager  for  PC  cameras. 

Philips  picked  up  four  IDEA  awards  in  1999,  including  a  bronze  for  its 
$300  Nino  300  personal  digital  assistant. 

By  Stephen  Baker  in  Paris 


>  Nino  300 

Designer: 

Philips 

Electronics 

BRONZE 
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II  indows  ( 'E- 
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Visionary. 

The  knowledge  to  lead.  The  foresight  to  prosper. 

Your  business  environment  is  changing  rapidly.  That's  why  at  BMC  Software,  we 
focus  on  your  business  —  and  on  solutions  that  optimize  the  value  or  your  current 
and  future  technologv  investments. 

Our  number  one  priority  is  ensuring  that  the  business  applications  you  and  your 
customers  depend  on  will  be  there  when  you  need  them. 

For  more  than  18  years,  the  worlds  leading  companies  have  relied  on  BMC  Software 
to  help  them  maintain  their  competitive  edge.  In  fact,  nearly  all  of  the  Fortune  500 
companies  already  use  our  software  solutions.  They  know  that  to  truly  get  the  most 
out  of  technology,  you  should  never  lose  sight  of  the  future.  And  that's  what  being 
visionary  is  all  about. 


800  408-4810  www.bmc.com/info 


<bmc 


Assuring  Business  Availability " 


IT'S  POSSIBLE  TO  GROW  YOUR  BUSINESS 
USING  ARTIFICIAL  INTELLIGENCE. 


BUT  ONLY  AFTER  YOU  CONSULT  THE  REAL  THING. 


fn  an  age  defined  by  computers 
and  technology,  it's  never  been  more 
important  to  rely  on  the  human 
mind.  Enter  the  insight  of  your 
CPA.  Whether  you're  considering 
int  eg  rating  your  co  mp  a  ny  -wid  e 
systems  or  need  answers  to  the 
latest  Internet  security  issues,  your 
versatile  CPA  can  be  trusted  lo 
help  you  make  the  smart  decision. 
After  all,  they  know  your  business 
better  than  anyone  else.  So  when 
you're  searching  (or  customized 
solutions  to  guide  your  company  into 
lie  juture,  your  first  move  should 


be  to  call  your 


CPA.  Chances  are 


you'll  get  a  person,  not  a  machine. 


THE   CPA.    NEVER    UNDERESTIMATE   THE  VALUE1 


> I i c  Accountants 
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COMPUTERS 


Power 

Macintosh  G3 

Designer: 
Apple 

Computer  Inc. 

SILVER 

Who  says  a  P< ' 
has  la  look  borins. 


The  Sweetest  Apples 
In  Ages 


For  all  its  shimmery,  translucent  dazzle;  for  its 
impish  at-your-service  upturned  face;  for  pack- 
ing an  Internet  on-ramp,  a  great  computer, 
and  a  game-playing  buddy  into  one  peppy  steamer 
trunk  for  the  new  millennium;  for  giving  industrial 
designers  the  confidence  to  look  then-  clients  right  in  the  eye  and  say, 
"See!  See  what  design  can  do!";  for  tucking  all  those  blasted  cables  out 
of  sight;  for  turning  its  form  into  something  you  want  to  touch  instead 
of  something  you  ought  to  dust;  for  reminding  a  beige,  90-degree-angled 
computer  world  that  colors  and  soft  edges  can  be  irresistible;  for  giving 
people  afraid  to  buy  computers  the  hope  that  it  just  might  be  fun  after 
all;  for  affordability;  for  revitalizing  an  American  icon,  Apple;  for 
"thinking  out  of  the  physical  and  metaphorical  box,"  according  to  one 
idea  juror;  and  for  being  cute:  a  Gold  Award  to  Apple's  iMac.  And  bra- 
vo to  Jonathan  Ive  and  the  Apple  design  crew  for  creating  what's 
likely  to  become  one  of  the  century's  lasting  images.  Price:  $1,199. 

Apple  won  four  idea  awards  this  year,  including  one  each  for  its 
brawny  PowerBook  G3  ($2,799)  and  stylish  Power  Macintosh  G3  ($1,400). 

By  Joan  O'C.  Hamilton  in  San  Mateo,  Calif. 


>  PowerBook  G3 

Designer: 
Apple 

Computer  Inc. 

SILVER 

Plenty  of  power — 
and  supersleek  to 
boot 


>  iMac 

Designer: 
Apple 

Computer  Inc. 

GOLD 

Beneath  its 
translucent 
cilcrioi,  loads  of 
iise/al  features 
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TRANSPORTATION 


On  Beyond 

'Born  to  Raise  Hell' 


This  machine  is  no 
hog:  It  has  a  Boxer 
engine  and  real 
leather  seals 


BMW  missed  the  cruiser  boom  of  the  early  '90s,  when  Harley  hogs 
came  back  with  a  vengeance.  But  the  R  1200  C  cruiser,  which  sells 
for  $14,500,  is  a  heck  of  a  laggard.  The  silhouette  speaks  of  slow 
riding  under  an  open  sky,  head  back  and  handles  high.  Yet  the  exposed 
styling  reveals  state-of-the-art  technology,  including  the  best  suspension 
and  brakes  that  German  engineering  has  to  offer. 

No  one  would  mistake  this  machine  for  a  Harley- 
Davidson.  It  has  a  classic  Boxer  engine  (l,200cc)  with 
opposing  cylinders  that  BMW  has  used  for  75  years.  Its 
unique  telelever  front  suspension  maintains  a  smooth 
ride.  And  of  course,  there  was  no  skimping  on  details, 
down  to  the  real  leather  seats.  The  line  of  the  seat 
slides  smoothly  into  the  frame.  "We  wanted  fluid 
lines,  not  a  chopper  with  interchangeable  pieces," 
says  Edgar  Heinrich,  one  of  the  chief  designers. 

The  cruiser  is  now  bmw's  best-selling  model.  But  it 
wras  a  tougher  sell  in-house,  where  people  at  all  levels 
saw  building  a  cruiser  as  "selling  our  soul," 
says  David  Robb,  chief  of  motorcycle  de- 
sign. The  team  cruised  American  highways 
and  hung  out  in  biker  joints.  "We  had  to 
figure  out  what  this  cruising  thing  was  all 
about,"  says  Robb.  The  lesson?  "It  has  sex 
appeal,  nostalgia,  and  romance."  And  with 
the  R  1200  C,  it's  almost  a  work  of  art. 
By  Karen  Lowry  Miller  in  Frankfurt 


>R  1200  C 

Designer: 
BMW 

GOLD 

BMW  took  the  co 
cept  of  an  Amer 
crui'sins  machii 
and  refined  il  u 
German  engine  In 
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Not  Just  Another 
Pretty  Watch 


I  stro  Products  Inc.  is  many  miles 
1  and  a  big  visual  leap  from  Beaver- 
Iton,  Ore.,  and  the  gleaming,  ultra- 
iern  temple  of  sports  that  is  head- 
irters  to  $9.5  billion  Nike  Inc. 
iteboard  stickers  are  plastered  all 
r  the  walls  and  the  Army  surplus- 
,e  desks  inside  the  five-year-old  com- 
i/s  storefront  studio  in  Palo  Alto, 
if.  Toned  athletic  bodies  may  or  may 
live  inside  the  designers'  baggy 
hes.  Piercings  outnumber  employ- 
by  at  least  a  factor  of  two. 
.let  this  Gen  X  studio  has  helped 
e  create  a  category  blaster:  Nike's 
ix  line  of  sports  watches.  The  Triax 
lade  specifically  for  runners,  but  like 
jreat  designs,  it's  finding  a  bigger  au- 
ice  among  consumers  who  respond 
ts  tight,  elegant,  functional  package, 
watch's  unique  elements  include  a 
plastic  curved  band  and  case  that 
s  the  wrist  bone  for  ready  view- 
an  oversized  display,  and  well- 
ed buttons  for  a  light,  a  stop- 
ch,  alarms,  lap  counters,  and 
Jr  features  that  are  de- 
ed so  you  don't  need  a 
chart  to  use  them, 
he  Triax  watches, 
it  $135,  have  sold  2 
ion  units  since  their 
'ember,  1997,  intro- 
ion.  By  blending  the 
ro  team's  fresh  ap- 
ich  and  relying  on 
i's  performance  im- 
latur,  Nike  has  made 
oduct  that  stands  out  in 
of  the  most  cluttered  prod- 
categories  of  all. 

imepieces  have  always  been  a  fer- 
field  for  good  design.  But  most 
:h  innovations  tend  to  be  trendy 
ilties.  "Everybody  can  design  a  pref- 
etch," notes  juror  Aaron  Betsky, 


>  Triax  Running  Watches 

Designer:  Astro  Products 
Inc.  &  Nike  Inc. 


GOLD 

Magnified  numbers  and  easy- 
to-use  buttons  make  these 
watches  great  for  runners — 
and  bifocal-read)  boomers 


curator  of  arcliitecture,  design,  and  dig- 
ital projects  for  the  San  Francisco  Mu- 
seum of  Modern  Ait.  But  Betsky  was 
most  impressed  with  how  the  Triax 
watches  mold  to  the  body. 

There  were  several  innovations,  start- 
ing with  the  curved  form.  "We  had  to 
work  with  Seiko  to  make  a  watch  er- 
gonomic,  and  they'd  never  done  that  be- 
fore," says  Ray  Riley,  director  of  re- 
search, design,  and  development  for 
Nike's  Equipment  Div.  The  softer,  mold- 
ed feel  results  from  the  curved  crys- 
,.tal — not  plastic — dome  on  the  watch.  It 
%ev  magnifies  the  already  oversized 
numbers,  which  runners  and  bifo- 
B^ready  baby  boomers  alike 
e. 

Htyhen  Nike  launched  its  vi- 
sionjgnd  timing  group  in  1995, 
Riley,  wlm  was  formerly  at 
Apple  ( 'nin|iutrr  Inc.,  turned 

to  Astm  fur  help  because  he 
had  used   designers  K<>h 

Bruce  and  Brett  Lovelady 

on  Apple  projects.  Astro 
dipped  into  Nike's  rich  pool 
of  on-staff  runners  and  on-call 
athletes  to  explore  the  draw- 
backs of  existing  watches'  design. 
They  typically  named  small  buttons, 
difficult-to-read  displays,  and  overly 
complex  functions,  as  well  as  wrist 
chafing.  Astro  designer  Rob  Bmce  ob- 
served that  the  simple  act  of  tiying  to 
read  the  small,  dim  displays  while 
running  created  a  tripping  hazard. 

The  large  display  allows  the  Tri- 
ax to  be  read  from  the  hip  area. 
And  a  "grip  zone"  approach  to  button 
design  allows  people  to  activate  alarms 
almost  by  feel  alone.  Nike  is  now  push- 
ing new  watch  designs  into  other  sports, 
such  as  surfing. 

By  Joan  O'C.  Hamilton 
in  Beaverton,  Ore. 
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>  0X0  Good  Grips 
Salad  Spinner 

Designer: 
Human  Factors 
Industrial 
Design  Inc. 

SILVER 

Press  a  knob — ii 
spins.  Press  u 
button — ii  ships 


>  Tropicool 
Personal  Fan 

Designer: 
Insight  Product 
Development 
LLC  &  Holmes 
Products  Corp. 

GOLD 

I  cheap,  colorful 
wa  \ '  la  beat  the 
summer  heat 


The  Wonderful  World 
of  Color 


Color  and  cad-cam  design  technology  combined  to  generate  a  series 
of  expressive  and  affordable  idea  winners  in  1999,  especially  in 
consumer  products.  The  black-and-white  Braiin/Kmps  aesthetic  had 
competition  this  year,  with  yellows,  reds,  and  blues  in  flowing  shapes. 

Take  the  Target  Toaster,  designed  by  Michael  Graves.  Target  Stores 
asked  Graves  to  create  over  200  household  products  to  lift  its  profile  in 
the  marketplace.  The  Toaster,  called  Pop  Art,  has  the  rounded  look  of 
'40s  kitchen  appliances  plus  a  big,  yellow,  egg-shaped  dial.  Price:  $39.99. 

The  oxo  Good  Grips  Salad  Spinner  replaces  hard-to-crank  spinners 
with  an  easy,  single-handed  machine.  Press  a  soft  knob,  and  it  spins  like 
a  top.  Press  a  brake  button,  it  stops.  Designed  by  Human  Factors  In- 
dustrial Design,  the  spinner  ($24.95)  is  the  latest  in  the  ergonomic  oxo 
Good  Grips  line.  It  won  a  silver  idea.  A  second,  the  oxo  Good  Grips 
Soap  Pump  Palm  Brush  ($4.99),  designed  by  Smart 
Design,  won  the  gold. 

The  Gather  &  Go  Rake,  designed  by  Innovations  A 
&  Development  for  True  Temper  Hardware,  §~~'"yrw 
makes  picking  up  leaves  a  lot  easier.  Its  second, 
detachable  head  can  fomi  a  clam  shell  with 
the  rake  to  pick  up  leaves.  Simple,  color-  * 
ful,  and  cheap:  $11.99. 

Finally,  Holmes  Products'  Tropicool  Per- 
sonal Fan,  designed  by  Lee  Remen  of  Insight      *  £'  g 
Product  Development,  is  a  translucent,  triangular  table- 
top  fan  (or  clip-on  that  attaches  to  chair  aims  or  window 
sills).  "It's  a  happy,  summery,  good  design  that  is  affordable," 
says  idea  juror  Ayse  Birsel,  principal  of  Olive  Design  in 
New  York.  Price:  $12.99  for  the  tabletop. 

By  Brace  Nussbaum  hi  New  York 


>  Gather  &  Go 
Rake 

Designer: 
Innovations 
Development 
Inc.  & 

True  Temper 
Hardware 


SILVER 


Picking  up 
leaves  was 


Designer: 
Michael  Grave 
&  Associates  I 

SILVER 

I  touch  of  whims 
to  go  with  your 
mornins  /nasi 
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Nissan  Comes  Up  with  a 
SUT  for  Sore  Eyes 


W~hat  do  you  get  when  you  cross  a 
sport-ute  and  a  pickup  truck? 
Gerald  Hirshberg,  who  heads 
Nissan  Design  International  Inc.  in  San 
Diego,  decided  to  find  out.  The  result  is 
an  innovative  hybrid  Nissan  implement- 
ed as  a  design  concept  and  promptly 
dubbed  sut — for  spoil-utility  track.  "It's 
an  interesting  next  step  for  the  SUV... 
and  the  first  suv-type  vehicle  for  Gen 
X,"  says  J.  Mays,  idea  judge  and  vice- 
president  for  design  at  Ford  Motor  Co. 
"It  evokes  memories  of  the  '50s  pickups." 

Nissan  designed  the  sut  for  people 
who  need  the  passenger  space  of  an  suv 
but  also  occasionally  need  extra  cargo 
space.  The  shortened  truck  bed  grafted 
onto  the  rear  provides  a  "dirty"  zone 
ideal  for  surfboards,  kayaks,  tools,  or 
plants  that  is  distinct  from  the  "clean" 
passenger  interior.  But  Nissan  designers 


>  Nissan  Sport  Utility  Truck 

Designer:  Nissan  Design 
International  Inc. 

GOLD 

The  rear  hatch  flips  up  and 
the  seats  fold  down  to  form  a 
fullsize pickup-truck  bed 


provided  a  link  betwi 
the  two:  a  flip-up  hi 
and  folding  half-gi 
Open  those  and  B 
down  the  rear  passer* 
seats,  and  the  sut  ]fo 
HHHH  vides  a  cargo  area  eq» 
alent  to  a  full  pickup  truck  bed  thatft 
cany,  for  example,  4-by-8-foot  sheetp 
plywood  or  drywall. 

Focus  groups  liked  the  sut  contlt 
so  much  that  the  company  gave  ffe 
thumbs-up  for  production.  It  was « 
signed  to  use  the  same  chassis  as  ]1- 
san's  Frontier  pickup  truck,  so  its  Snl- 
na  (Term.)  factory  should  have  no  troift 
adapting  to  it.  Nissan  isn't  saying,  butle 
buzz  is  that  the  sut  will  be  in  dea» 
showrooms  as  early  as  January,  2001. ft 
buzz  on  the  price. 

By  Larry  Armstrong  in  Los  Angles 
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Adobe  Acrobat 

\dobe  Wouldn't  your  business  be  more  profitable  if  they  got  what  you  sent?  Don't  worry.  With 

\crobcit4.0  Acrobat'9  4.0  software  from  Adobe^  all  the  documents  you  send  electronically  will  arrive  exactly  as  you 

BMk^gi       intended.  It  doesn't  matter  whether  you  use  Microsoft  *  Office  or  some  other  application  to  create  your 
^       documents.  It  doesn't  matter  which  platform  you  use.  With  Acrobat,  they  get  what  you  send.  Everything 
you  send.  The  first  time  you  send  it.  So  you  don't  need  to  worry  about  your  customers  "getting  it." 
For  more  information  contact  a  software  reseller  or  visit  our  web  site  at  www.adobe.com/acrobat99 


Adobe 
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The  Future 

According  to  Samsung 


>  Digital  Music 
Performance 
Concept 

Designer: 
Samsung 
Electronics  Co. 

BRONZE 

I  way  in  listen  in 
music  anywhere 
mi  I  I  line 


Korea  has  put  great  effort  and  money  behind  a  national  product-de- 
sign campaign,  and  it  shows.  Over  the  past  five  years,  Samsung 
Electronics  alone  has  won  11  idea  accolades,  placing  it  third 
among  all  global  corporate  winners  during  that  time.  In  1999,  Samsung 
won  four  ideas.  To  date,  nearly  all  the  Samsung  winners  have  been  con- 
cepts, often  suggesting  intriguing  design 
solutions  to  digital  consumer  technology. 

Take  the  Voice-Egg,  a  digital  voice 
recorder  for  kids.  It  has  a  friendly  yellow 
egg  shape  that  children  find  appealing  and 
easy  to  use.  The  Voice-Egg  tapes  short 
messages  on  removable  memory  cards, 
which  Mends  can  exchange  or  trade.  At 
least,  that's  the  idea. 
Then  there's  Digital  Music  Performance,  a  series  of  concept  designs 
that  allow  people  to  listen  to  music  anywhere,  anytime.  The  goal  is  to 
download  specific  pieces  of  music  from  the  Web  without  a  p<  ',  store  them 
in  various  devices,  and  even  wear  one  as  a  watch. 

A  third  award-winning  concept  was  not  digital  but,  by  now,  tradi- 
tional: the  microwave.  Samsung  came  up  with  an  idea  for  a  mobile  mi- 
crowave oven  that  can  work  in  suvs,  boats,  and  minivans.  Small,  hand- 
carried,  and  portable. 

The  next  stage  for  Samsung,  of  course,  is  to  translate  all  these 

great  design  concepts  into  real 
products. 

By  Bruce  Nussbaum 
in  New  York 


AC/DC  Portab) 
Microwave  0\ 
Concept 

Designer: 
Samsung 
Electronics  C| 

SILVER 

Wouldn't  it  be  In 
on  your  boat  or  i 
vour  minivan? 


>  VOICE-EGG 
Concept 

Designer: 
Samsung 
Electronics  C 

BRONZE 


I  kids '  tape 
i  t 'ei in ler  thai  If! 
like  1111  ol 
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C  E  RT  I  F  1  E  D    P  RE  -  OWN  ED  LEXUS 

— cssao — 

3  YEARS/100,000  MILES. 
OBVIOUSLY,  WE'RE  NOT  AFRAID  OF  COMMITMENT. 


This  could  be  the  beginning  of  a  long  and  beautiful  relationship.  Lexus  is  proudly  offering  a  very  committal 
3-year -/WO, 000-total-vehicle-mile  limited  warranty  on  every  Certified  Pre-Owned  Lexus.  Not  only  that, 
but  a  rigorous  128-point  inspection  and  our  generous  Customer  Care  Package'''  that  includes  amenities 
like  24-hour  Roadside  Assistance,  new-car  financing  rates'  and  a  free  loaner  car  with  qualified  repairs. 
The  ultimate  marriage  of  convenience?  Definitely.  Take  the  plunge  and      |  _Ji 

Tt.-  -  f> rp-rte itt 


test-drive  a  Certified  Pre-Owned  Lexus  today.  Only  at  your  Lexus  dealer.      only  at  your  lexus  dealer 


lexuscpo.com 

©1999  Lexus,  a  Division  of  Toyota  Motor  Sales,  U.S.A.,  Inc.  Lexus  reminds  you  to  wear  seatbelts.  secure  children  in  rear  seat,  obey  all  speed  Ian  s  and  drive  responsibly. 
'See  your  participating  Lexus  dealer  for  details  on  the  Lexus  Certified  Pre-Owned  Customer  Care  Package  including  the  limited  warranty  and  Roadside  \ssistance. 

' Financing  available  to  qualified  customers  through  Lexus  Financial  Services. 
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RNITURE 


A  Shape-Shifter 
in  the  Office 


Virtual  offices,  hoteling,  teaming — 
the  world  of  work  is  changing. 
Speed,  mobility,  and  communica- 
tion now  define  how  people  perform 
their  tasks,  and  furniture  makers  are 
rushing  to  provide  them  with  tools  for 
the  Information  Age.  Haworth  turned 
to  France  for  the  design  of  its 
gold-award  winning  E scale 


>  Escale  Desk  System 

Designer:  Haworth  Inc., 
France  and  U.S. 

GOLD 

Escale:  Modular  to  the  mux. 
with  every  component  either 
adjustable  or  mobile 


BUSINESS  &  INDUSTRIAL  EQUIPMENT 


GOLD 

Hot-Plug  Hard  Drive  Tray,  Compaq  Computers  Corp. 
ilOOO  Multi  Service  Wireless  Communicator,  Mo- 
torola Inc. 

SmartGlas™  Flat-panel  Display  System,  Product  In- 
sight. Inc.  and  Pixel  Vision  Inc. 
SoftBook,  I  DEO,  Lunar  Design,  and  SoftBook  Press 
V-mail  Camera,  Philips  Electronics,  The  Netherlands 
WAVE  Work  Assist  Vehicle,  David  Smith.  John  F. 
MeClusky,  Ergonomic  Systems  Design  Inc.,  and 
Crown  Equipment  Corp. 

SILVER 

200  Series  Skid  Steers,  Walter  Dorwin  Teague  As- 
soc.  for  .lohn  Deere  Commercial  Worksite  Products 
Clio,  frogdesign  and  Vadem 
Cosmo  Camera,  ELEVEN"  and  PictureTel  Corp. 
Crown  RR5000  &  RR5000S,  Crown  Equipment 
( 'orp. 

Disney  Kiosk,  frogdesign  for  Walt  Disney  Imagi- 
neering 

Galaxy  Mail  System,  Pitney  Howes  Inc. 

IBM  Flat  Panel  Monitor,  Richard  Sapper.  Italy,  and 

IBM  Corp. 

KSM32  Microphone,  Cesaroni  Design  and  Shure 

Brothel's  Inc..  Britain  and  U.S. 

Labtec  ClearVoice  Collar  Mic,  ZIBA  Design  for  Lahtec 

Power  Macintosh  G3,  Apple  Computer  Inc. 

PowerBook  G3,  Apple  Computer  Inc. 

Silicon  Graphics  Work  Station,  Pentagram  Design 

Ltd.  and  Silicon  Graphics  Inc. 

ThinkPad  600,  IBM  Japan  Ltd. 

VisionMaker,  The  Amott  Group/Input  Technologies 

Inc..  Canada 


IDEA  WINNERS 


BRONZE 

Axia,  DCA  Ltd.  for  American  Allsafe  Co. 
CrossPad  XP,  Fitch  Inc.  and  A.T.  Cross-Pen  Com- 
puting Group 

Cyberform,  Nectar  Design  and  David  Potter  for  Liz 
Claiborne  Inc. 

Delta  Flo  Solder  Reflow  Ovens,  Metaphorm  Design 
and  Research  International  Inc. 
DV  Steadicam,  Sand  Lake  Design  Inc.  for  Cinema 
Products  Corp. 

EFI  Fiery  LX,  ZIBA  Design  and  Electronics  for 
Imaging 

Intellimouse  Pro,  Microsoft  Corp. 
Lexmark  3200  Color  Jetprinter,  Lexmark  Intel-na- 
tional Inc. 

Netfinity  Server  Series,  IBM  Corp. 

Nino  300,  Philips  Electronics,  The  Netherlands 

Orbit  Barcode  Scanner,  Bresslergroup  Inc.  and 

Metrologic  Instruments  Inc. 

Passport  P-150  Portable  Sound  System,  Fender 

USA  Corp.  and  Cambridge  Design  Ltd..  Britain 

Thermador  DualFuel  Professional  Ranges,  Holbrook 

Design  LLC  for  Thermador  Corp. 

Wacom  Intuos  Line,  ZIBA  Design  for  Wacom 

Technology 


CONSUMER  PRODUCTS 


GOLD 

Benwin  "Executive"  Multimedia  Speakers,  RKS  De- 
sign Inc.  for  KQuest/Benwin 
Craftsman  Low  Profile  Detachable  Vacuum,  Emer- 
son Tool  Co.  for  Sears,  Roebuck  &  Co. 
DishDrawer  (DD602),  Fisher  &  Paykel  Ltd..  New- 
Zealand 

EKCO  Clip'n  Stay  Clothespin,  Ancona  2  Inc.  for 


collection.  Designers  Jean-L 
Berthet  and  Denis  Vasset  createc 
innovative  cone-topped  leg  that  car 
commodate  a  vast  array  of  desl 
permutations. 

All  the  components  of  the  office 
niture  system  are  either  adjustabl 
mobile.  Shelves  and  lecterns  and  o 
pieces  of  furniture  can  be  attac 
Slide-out  shelves  hold  briefcases,  pu 
or  bags.  And  a  privacy  screen  that 
arates  people  can  be  quickly  attach 
or  removed. 

Beyond  the  functionality  of  the  E: 
system  is  its  beauty.  It  looks  mode: 
with  bright  colors — and  those  met 
legs  are  great.  Haworth  was  smai 
turn  to  Europe  for  this  design. 
By  Bruce  Nussbaum  in  New 


EKCO  Housewares  Inc. 
Flexible  Footwear,  Flexible  Footwear  Technoloj 
Ltd.  and  Design  Central 
iMac,  Apple  Computer  Inc. 
OXO  Good  Grips  Soap  Pump  Palm  Brush,  Sm; 
Design  for  OXO  International 
Tonka  Joe  Workshop  PC  Piayset,  Klitsner  Indu 
Design  Inc.  for  Hasbro  Interactive 
Triax  Running  Watches,  Astro  Products  Inc.  ai 
Nike  Inc. 

Tropicool  Personal  Fan,  Insight  Product  Devel 
ment  LLC  and  Holmes  Products  Corp. 

SILVER 

100'  Open  Reel  Long  Tape,  The  Stanley  Worl 
and  Staubitz  Design  Associates 
GALAXY,  Kompan  Inc.  and  Kompan  A/S.  Denr 
Gather  &  Go  Rake,  Innovations  &  Developmei 
Inc.  and  True  Temper  Hardware 
High  Tension  Hacksaw,  The  Stanley  Works,  Fi 
and  U.S. 

Hobie  Mirage  Kayak,  Hobie  Cat  Co. 
HP  LaserJet  1100,  ZIBA  Design.  Hewlett-Pa. 
Infant  Toddler  Rocker,  Fisher-Price  Inc.  and  K 
Associates  Inc. 

Nike  Airelon  Eyewear,  Nike  Inc. 

Nike  Typhoon  Surf  Watch,  Pentagram  Design 

and  Nike  Inc. 

OXO  Good  Grips  Salad  Spinner,  Human  Facto 
dustrial  Design  Inc.  for  OXO  International 
Philishave  Cool  Skin  HQ  5620,  Philips  Electa 
The  Netherlands 

Pop  Shots,  IDEO  and  Polaroid  Corp. 
RAYBOWLS,  Chilewich  LLC,  Julio  Garciafigue 
ter  Mann,  and  Jennifer  LaRusso 

continued  on  [m 


1  n/l    CUCIMETCC    .A/CCLC    /    IIIMP    7      1  QOQ 


Annual  I  Design  I  Awards 


1999    IDEA  WINNERS 


ScooterBug  Stroller,  Manta  Product  Development 
Inc.  and  ScooterBug  Inc. 

Swingline  2-60  Personal  Heavy-Duty  Stapler,  ACCO 

Brands  Inc.  and  Beyond  Design  Inc. 

Target  Toaster,  Michael  Graves  &  Associates  for 

Target 

View-Master  Discovery  Viewer,  Fisher-Price  Inc. 
BRONZE 

Alcatel  2840,  Biuno  Chiocchi,  France,  and  Alcatel 

Business  Systems,  France 

ANT-500  Digital  Antenna,  Thomson  Consumer 

Electronics 

BabyBjorn®  Toilet  Trainer,  Ergonomi  Design  Grup- 
pen,  Sweden,  for  BabyBjorn®,  Sweden 
Brita  Cascade,  Altitude  Inc.  and  The  Brita  Prod- 
ucts Co. 

CanoScan  FB620P,  Canon  Inc.,  Japan 
CapRack,  ELEVEN  and  Perfect  Curve  Inc. 
Classroom  Compass,  Fiskars  Inc. 
Genesis,  Samsonite  Corp. 

Gigaset  2420,  Siemens  ICP  CD  and  Design  Edge 
Infurno  System,  Patagonia 

Lionel  Phantom  Train  Engine,  Fitch  Inc.  and  Lionel 
LLC 

Loewe  Planus,  Design  Studio  for  Sensory  Science 
Corp. 

Logitech  Wingman  Formula  Force,  Logitech  Inc. 
and  I  DEO 

Pollenex,  3  in  1  Personal  Spa,  Insight  Product  De- 
velopment, LLC  anil  Rival  Co. 
Rocket  eBook,  Palo  Alto  Products  Intl.  and  Nuvo- 
Media  Inc. 

SnoWalkers,  Bleck  Design  Group  for  OUT- 
TABOUNDZ  SPORTS 

Sonigistix  Monsoon  MM-1000,  ZIBA  Design  for 
Sonigistix,  Canada 

SurgeArrest  Notebook  Pro  Surge  Protector, 

ELEVEN  and  American  Power  Conversion 
Swingline  Staple  Removers,  ACCO  Brands  Inc. 
Thermador  C  Series  Ovens,  Holbrook  Design  LLC 
for  Thermador  Corp. 

VCR  Co-Pilot,  Metaform  Product  Development  for 
Joseph  Enterprises  Inc. 
X-IT  Emergency  Escape  Ladder,  X-IT  Products 
LLC  and  Ezio  DiBelardino 


DESIGN  EXPLORATION 


GOLD 

E-TRANS™  "The  Mouse,"  GVO,  Powderjet  Corp., 
and  ALZA  Corp. 

IBM  Electronic  Newspaper,  Better. Design  Solutions, 
Germany,  and  IBM  Corp. 

Next  Generation  Reach  Truck  Design  Research,  Er- 

gonumic  Systems  Design  Inc.  and  frown  Equip- 
ment Corp. 

Nissan  Sport  Utility  Truck,  Nissan  Design  Interna- 
tional Inc. 

Trail  Tag,  Carr  &  Lamb  Design  for  Patagonia 
SILVER 

AC/DC  Portable  Microwave  Oven  Concept,  Samsung 
Electronics  Co.  Ltd.,  Korea 

City  Access  Taxi  Concept,  Design  Club  Internation- 


apan 


E2C2,  Compaq  Computer  Corp.  and  exo  Design 
Eqwip  Softball  Glove  Concept,  Priority  Designs  Inc. 
HP  CapShare  910  Information  Appliance  Research, 

Smart  Design  Inc.  and  Hewlett-Packard  Co. 
IDEO  Shopping  Cart  Concept,  I  DEO 
LifeStick  Concept,  Datascope  Corp.,  MACHINE- 
ART  Inc.,  and  IDEO 

Picasso  Internet  Radi<  Concept,  Thomson  Con- 
sumer Electronics 
reMemory  Concept,  Microsoft  Corp. 

BRONZE 

Apollo  Color  Inkjet  Printer  Concept,  Hauser  Inc.  for 
Hewlett-Packard  Co. 

Cadillac  Evoq  Luxury  Roadster  Concept,  GM  Design 
Center 


Digital  Music  Performance  Concept,  Samsung  Elec- 
tronics Co.  Ltd.,  Korea 

Inroad  Concepts,  Stratos  Product  Development 
Group  for  Inroad 

'KILT  Kitchen  Telephone  Concept,  Thomson  Con- 
sumer Electronics 

Steelcase  Globe  User  Interface  Concept,  Steelcase 
North  America  and  IDEO 
VOICE-EGG  Concept,  Samsung  Electronics  Co. 
Ltd.,  Korea 


ENVIRONMENTAL  DESIGNS 


GOLD 

Micaela,  Eight  Inc.  for  Micaela 

Sony  Electronics  Comdex  98  Exhibit,  Mauk  Design 

for  Sony  Electronics  Inc. 

Tommy  Boy  Music  Offices,  Turett  Collaborative  Ar- 
chitects for  Tommy  Boy  Music 

SILVER 

Apple  MacWorld  Trade  Show,  Eight  Inc., 
USWeb/CKS,  Delphi  Productions  Inc.,  and 
Lightswitch  for  Apple  Computer  Inc. 
Garden  of  Samsung,  The  Burdick  Group  and  Cheil 
Communications  for  Samsung  Electronics,  Korea 
In-N-Out  Burger,  Kanner  Architects  for  In-N-Out 
Vietnam  Era  Educational  Center,  Ralph  Appelbaum 
Associates  for  Vietnam  Era  Educational  Center 

BRONZE 

Steelcase  Worklife  Chicago,  Steelcase  North  Ameri- 
ca and  IDEO 

Titanic  Exhibition,  Rutchik  Group  and  George  P. 
Johnson  Co.  for  Event  Management  Int'l:  A  Div.  of 
World  Trade  Boston 

Under  the  Sun:  An  Outdoor  Exhibition  of  Light, 

FTL  Happold  Architecture  &  Engineering  and 
Cooper  Hewitt  National  Design  Museum 


FURNITURE 


GOLD 

Escale,  Haworth  Inc.,  France  and  U.S. 
Kart,  5D  Studio  for  VECTA 

SILVER 

Maya  Lin  Collection-Chaise  Lounge,  Maya  Lin,  Shea 
+  Latone,  and  Knoll  Inc. 

Oh  Chair,  Karim  Rashid  Inc.  for  Umbra,  Canada 
BRONZE 

Bellini  Chair,  Studio  Bellini,  Italy,  for  Heller  Inc. 
Gallery  Stool,  Fredericia  Furniture  A/S,  Denmark 
LinearEssence,  Fiberstars  Inc. 


MEDICAL  ft  SCIENTIFIC  PRODUCTS 


GOLD 

Hi  &  Dri,  Microplas  Inc.  for  DriDent 

PharmASSIST,  Steiner  Design  Associates  and  R&D 

Design  for  Innovation  Associates 

Sovereign  Medical  System,  Designworks/USA  for 

Allergan 

SILVER 

ComforTemp  Thermometer,  Product  Insight  Inc.  and 
The  First  Years 

CryoGyn,  Bridge  Design  Inc.  and  Cryogen  Inc. 
DenOptix  Digital  Imaging  System,  Lunar  Design 
and  Alara  Inc. 

Ethicon  TruScan,  ZIBA  Design  for  Ethieon 

HP  Infinium  Oscilloscope,  Herbst  LaZar  Bell  Inc. 

for  Hewlett-Packard  Co. 

Metered  Dose  Inhaler  Assist,  PharmaDesign  Inc.  for 
Boehringer  Ingelheim  Pharmaceuticals 
Persist™,  Strategix  ID  and  DesChutes  Medical 
Products  Inc. 

United  States  Surgical  Axial  Blood  Pump,  Walter 

Dorwin  Teague  Associates  and  SeaMED  Corp.  for 

United  States  Surgical  Corp. 

Zomig  Attack  Pack,  PharmaDesign  Inc.  for  Zeneca 

Pharmaceuticals 


BRONZE 

A-2000  BIS  Monitor,  Design  Continuum,  Tecl 
sign.  Aspect  Medical  Sys.,  and  William  J.  Wh 
Clarion  Speech  Processor,  Stuart  Karten  Desi 
Inc.  for  Advanced  Bionics 
EPIC  Laser  Head,  Bridge  Design  Inc.  and  Co 
Medical 

Midwest  Dental  AirTouch,  Midwest  Dental  an 
IDEO 

Quickie  XTR,  Sunrise  Medical  Inc. 
Trilobite  Disposable  Biopsy  Forceps  Handle,  B| 

Design  Inc.  for  Esco  Medical  Instruments  Inc 


PACKAGING  ft  GRAPHICS 


GOLD 

New  Leaf  Gravity  VITA  BIN,  New  Leaf  Desig 
and  Worrell  Design  Inc. 
WAVE  Operator  Manual,  XXL  Design,  A&M  ( 
ics,  and  Crown  Equipment  Corp. 

SILVER 

HP  OmniBooks  Packaging,  Hewlett-Packard  ( 
NCR  Three  Goldfish  and  a  Computer,  IDEO  '. 

rope  and  NCR  Knowledge  Lab  NCR  Financ 
lutions  Group  Ltd.,  Britain 

BRONZE 

ACS:  Centaur  Packaging,  Chiron  Diagnostics, 
Corp.,  and  Peretz  Design 
CDI  System  500  GUI,  IDEO  and  3M  Health 
Cardiovascular  Systems 
Fuse98.com,  Meta  Design 
Leatherman  Tools  Packaging,  Homall  Anders 
sign  Works  Inc.  for  Leatherman  Tool  Group 
Map  of  the  Market,  SmartMoney 
New  Product  Process  Tool,  ACCO  Brands  Ini 
Hartford  Design,  and  Henderson  Co. 


STUDENT  DESIGN 


GOLD 

10th  Mountain  Patrol  Pack,  University  of  Cm 
nati 

KIDCOM,  Ait  Center  CoDege  of  Design  for  M 
Mobile  Phone 

Nimbus  Meteorological  Park,  Art  Center  CoDb 
Design 

"Vivace"  Conference  Chair,  Art  Center  CollegH 
Design 

SILVER 

Quote,  A  Stock  Watching  &  Trading  Device,  J 

Center  College  of  Design  for  Acer  Inc. 
Safe  Place,  Pratt  Institute 


• 


BRONZE 

Cyrano  Landmine  Eradicator,  Ait  Center  CoUp 
Design 

Gastrointestinal  Videoscope,  Wentworth  Instij 
Technology 

Pivot,  University  of  Illinois 
R.I.S.K.,  Art  Center  CoDege  of  Design 


TRANSPORTATION 


GOLD 

R  1200  C  Motorcycle.  BMW  AG,  Germany 
SILVER 

Inflatable  Balloon  Basket,  Festo  AG  &  Co.,  (fe- 
many 

BRONZE 

Caterpillar  Command  Control  Steering,  Caterfei 
Inc.  and  IDEO 

NV  Class-E,  Bombardier  Recreational  Produl 
Canada 

Signature  600  Engine,  Emilio  Ambasz  &  As^ri- 
ates  Inc.  for  Cummins  Engine  Co. 

For  photos  mid  descriptions  of  all  urinnf, 
I'ixit  the  IDEA!)!)  (hilh-ni  at  www.idsa.c. 


click,  click,  click, 
click,  click,  click, 
click,  click,  click" 


Are  more  customers  hitting  your  buy  button, 
or  is  that  your  teeth  chattering? 

Confidence  versus  uncertainty.  High  transaction  volume  and  increased  demands  on  your 
eCommerce  site  are  great  for  business,  but  they  also  increase  the  probability  of  lost  orders. 
Or  meltdowns.  That's  why  you  need  transaction  services  from  CyberSource? 

As  soon  as  your  customer  clicks  on  the  buy  button,  CyberSource's  suite  of  services 
provides  you  with  a  complete,  real-time  solution  for  all  of  your  eCommerce  transaction  needs 
like  payment,  tax,  fraud,  fulfillment  management  and  notification,  and  more.  So  as  your 
business  grows,  our  scalable,  reliable  services  help  you  ensure  high  customer  satisfaction 
at  any  order  volume — and  you  stay  in  total  control  of  your  business. 

That's  what  makes  CyberSource  The  Power  Behind  the  Buy  Button;''  and  it's  why  high- 
volume  companies  like  BEYOND.COM  and  BUY.COM  rely  on  CyberSource  to  handle  their 
eCommerce  transactions.  So  visit  www.cybersource.com/click  or  call  1-888-330-2300  today. 
We'll  give  you  a  free  Buy  Button  Power  Kit  you  can  really  sink  your  teeth  into. 


CyberSource 

©1999  CyberSource  Corporation  All  rights  reserved  CyberSource  is  a  U  S  registered  trademark  of  CyberSource  Corporation  "The  Power  ,1  ,       «.       ,  , 

Behind  the  Buy  Button"  is  a  service  mark  of  CyberSource  Corporation  All  third  party  trademarks  are  the  property  of  their  respective  holders  111©  pOWCT  D£ninG  LllG  Dl 


The  Power  Behind 
the  Buy  Button  " 

The  instant  your  customer 
clicks  on  the  buy  button,  you 
harness  the  power  of  CyberSource's 

scalable,  secure  back  office 
eCommerce  transaction  sen-ices, 
ensuring  you  and  your  customers 
the  most  reliable  eCommerce 
transat  tions  possible. 
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Don't  settle  for  anything  less  than  the  best  design...because  your  customers  won't.  Increase  your  sales  by  hooking  up  with  the 
in  the  business,  the  world  over.  For  more  information  on  these  firms,  log  on  to  the  Internet  (www.businessweek.com/BizLir 
www.idsa.org),  mail  in  the  reader  service  card  or  call  1-800-848-6708.  Look  under  the  June  7, 1999  issue.  See  the  last  page  ol 
directory  for  details. 


www.rksdesign.com 
1999  IDEA  Gold 


Los  Anseles  •  805.370.1200 


rks  design,  inc. 


Awards  make  great 
wall  hangings. 

Patents  make 
great  walls. 

60+  awards.  60+  patents 

BRESSLERgrOUp 

215.561.5100 

www  bresslergroup  com 


AndersonDesign 

www.andersondesign.com 


OF 

MARKET 
DRIVEN 
INNOVATION 

f:\f-  | 


312  644  5677 


Associates 

Product  Design 
Graphic  Design 
M  u  l  t  i  Media 
Human  Factors 
Identity 

1  800  957  8662  fax  973  91  &  0642 

www.hda.nel 


[ brand  1 

*, 

^product  |  ^^^^ 

I— |  development  | 

VOLAN 

1  ^ 

Volan  Design  LLC 
Boulder,  Colorado 
tel  303  530.2828  V 

DESIGN 

V 

iww.volan.com 

SMART  DESIGN 


NYC  800-807-8150 
www.smartnyc.com 


iPfcClfll     MUVtKIISINU  OtUllUN 


.Worlds 
Largest 

Playground 

Equipment 

1999  IDEA  SILVER  AWARD  WINNER 

100-426-9788 

://WWW.K0MPAN.C0M 


Serving  the  unique  need  of 
manufacturers  of: 

f  Fitness  Equipment    Outdoor  Products 

I  Consumer  Electronics  Speakers 

I  Appliances  Communications  Products 


priority  desi  gns 


i  r  oduct  development 


^614.  337.  9979 
06H.337.9499 


Palo  Alto  Products 

m 


Product 

Development 

for  a  World 

978  3683200 

that  Ms 

ideaulminoplds  com 

r 

TQQg  IDEH 

Gold  Award  Winner 

MICROPLAS 

soma 

INTEGRATED  PRODUCT  DEVELOPMENT 


strategy 

design 

engineering 


PORTLAND  503-241-1900 


y  4 

A  www 

insightpd  J  com 

y  t 
v  i 

■4— 

3  ; 
*«■ 

8 

773  907  9500« 
9  78   J71  7  1S1* 

SUNDBERG 

PRODUCT  DEVELOPMENT 


.  mm 


rlrtnt-  ninn/tilp 


877.847  5ISO 


BH@E 


www.ideo.com 


•  Consumer  Products 

1 

•  Ventures 

•  Technology  Systems 

#            •  Media  Productions 

lunAr 

•  650.326.7788  • 

•  inFo@lunar.com 

RITASUE 
SIEGEL 
RESOURCES 

Search  &  Design 
Firm  Selection 


\  Top  established  and  emerging  national  and  inter 
i  national  companies  trust  us  to  lind  them  the  best 
;  design  monogerc,  creative  directors,  designers  and 
[  design  firms  In  oil  areas  of  industrial  design, 
I  graphics,  interiors  and  retail  design,  architecture, 
I  identity,  packaging,  user  interface,  multimedia, 
\  strategic  design  planning,  etc.  we  match  the 
i  best  opportunities  with  the  best  people  Call 
i  212  682  2100,  fax  682  2946,  20  Eost  46  Street, 
|  New  York,  NY  10017-2417,  RitaSueS@ool.com, 
:  www  RitoSueSieqelResources.com 


Resign  ; 

■  Directory 


S  P  e  c  i  a  i.   Advertising  Section 


Designworks/USA  j 

iggg  inri  GOLD  AWARD 

i 

HHP 

Automotive 

i 

r 

Transportation 

Product 

Engineering 

Graphics         .  ■ 

Advanced  Communication 

805.499.9590 

www.designworksusa.com 

Intelligent  products  for  the 
modern  workspace. 


)  Brands,  a  Fortune  Brands  Company 


Corporate  HQ: 
Seattle,  WA 
425  883  8684 

iwww.teague.com 


•  Product  Design 

•  Transportation  Design 

•  Systems  Engineering 

•  Technical  Services 


Fast,  flexible,  creative  service  has  kept  TeagueJ 
in  the  leadership  of  Industrial  Design  sincel 
1926.  Our  ability  to  anticipate  and  meet  clients 
needs  enables  us  to  complement  their  strengths^ 
and  exceed  expectations. 


Design 

I  Engineered  0 

for  Global  Success 


Market  Analysis  •  Product  Desigr 
Engineering  •  Prototyping 


Canada  USA  Taiwan 


1.888.735.9570 

www.gadshaanandesign.com 


dun 
CESARONI 
DESIGN 


I999  Design  Distinction 
ID  Magazine 

1998  Good  Design  Award 

1998  Medical  Design 
Excellence  Finalist 


CHICAGO  MILWAUKEE 
LOS  ANGELES 

847  724-8840 
www.cesaroni.com 


esignedge 


innovation  services 
512.477.5491 

www.designedge.com 


z  i  ba 


PORTLAND  SAN  JOSE 
TAIPEI  TOKYO 
503.223.9606 


Designing  user  experiences: 

Web/New  Media 
Editorial 

Corporate  Identity/Branding 

Exhibit/Retail 

Transport/Logistics 


San  Francisco 

(415)  627  0790 


www.metadesign.com 
clancy@metadesign.com 


♦  London 

+44  (171)  520  1000 


Berlin 

+49  (30)  69  57  92-00 


of  the 

Decade: 

Best  in  Business 
1990-1999 
Awards  Competition 


For  more  information  on  advertising  in 
the  design  directory  in  this  issue  call 
1-800-424-3090 

Issue  Date:  November  29,1 999 
Closing  Date:  October  4, 1 999 


Training  Ground  (or 
The  Real  World 

Industrial  Design 


A 


The  Academy  of  Art  College 
79  New  Montgomerv  St. 
San  Francisco,  CA  94105 

1 »800- 544-ARTS 
www.academyart.edu 


Helping 
clients 
grow 
with  innovative 
product  design 
&  development. 


www.arthurdlittle.com 

email:  innov8@adlittle  com 
voice:  617/498-6556 


Bodycom 

Wireless 
Internet  Phones 

Design  Services 
Patent  Pending 

Licensing  Opportunities 
Available 

Contact  Bodycom™ 

1-704-965-6113 

www.bodycom.com 


Hand 


3  1 4-72 1 -0700 
www.metaphase.com 


Design  Research 
Ergonomfcs 
Product  Visualization 


IDEA  1999 

Silver  Winner 


Festo  AG  &  Co. 

Corporate  Design 
Heugasse 1 
D-73728  Esslingen 
Phone    +49/711/3  47-38  50 
Fax        .49/7  11/347-3899 
E-mail  tem@festo.com 
www.festo.com/pneumatic_structures 


Special   Advertising  Section 


1999 


esign 


CO  M  P  A  NY      I  N  F  0  R  M  A  T  I  0  N 

For  more  information  on  the  companies  in  this  directory,  you  can  select  from  the  three  easy  options  listed  below  through  BizLink 

Companies  will  be  found  in  the  June  7, 1999  issue. 


•  •  •  . 

BizLink 

www.businessweelc.com/BizLink 

Telephone  Call  1-800-848-6708  to  get  information  24  hours  a  day,  7  days  a  week 

Internet    You  can  request  information  and/or  link  directly  to  company  websites  through  our 
electronic  reader  service  program@www.businessweek.com/BizLink 

Mail        Fill  out  the  attached  postage-paid  reader  service  card  and  simply  drop  in  the  mail 


1.  Academy  of  Art  College 

17 

Festo  AG  &  Co. 

33.  Microplas 

2.  ACCO  Brands,  Inc. 

18 

Gad  Shaanan  Design  Inc. 

34.  Nectar  Design 

3.  Ancona  2,  Inc. 

19 

Gingko  Design  Inc. 

35.  Palo  Alto  Products,  International 

4.  Anderson  Design,  Inc. 

20 

Henry  Dreyfuss  Associates 

36.  Priority  Designs 

5.  Arthur  D.  Little 

21 

I.N.  Incorporated 

37.  Product  Insight,  Inc. 

6.  Astro  Design 

22 

Identico  Inc. 

38.  RitaSue  Siegel  Resources 

7.  Bleck  Design  Group 

23 

IDEO  Product  Development 

39.RKS  Design,  Inc. 

8.  Bodycom,  Inc. 

24 

Innovations  &  Development  Inc. 

40.  Roz  Goldfarb  Associates 

9.  Botzen  Design 

25. 

Insight  Product  Development 

41.  Smart  Design 

10.  Bresslergroup,  Inc. 

26 

Joss  Design 

42.  SoMA,  Inc. 

11.  Bridge  Design 

27 

Kompan,  Inc. 

43.  Sundberg-Ferar  Product  Development 

12.  Brooks  Stevens  Design 

28 

Louis  Nelson  Associates,  Inc. 

44.  Talesfore  Design 

13.  Cesaroni  Design 

29 

Lunar  Design 

45.TEAGUE 

14.  Design  Edge 

30 

Manta  Product  Development,  Inc. 

46.  Volan  Design  LLC 

15.  Designworks/USA 

31 

MetaDesign 

47.ZIBA  Design 

16.  EDGE  Industrial  Design 

32 

Metaphase  Design  Group  Inc. 

48.  Zoe  Design  Associates 

1DSA 

www.idsa.org 

This  site  lists  a  brief  description  of  the  companies  in  the  directory,  along  with  contact  numbers  and  company  hotlinks. 
It  also  features  a  Gallery  of  the  1999  IDEA  winners,  current  industrial  design  news  and  resources,  hotlinks  to  related  sites  and  a 

calendar  of  design  events. 

To  reserve  space  in  the  Fall  1999  Directory,  call  1-800-424-3090 


brmation  Technology 


)MMERCE 


LOSED, 

ONE  TO  THE  NET 

r  three  businesses  went  cyber-lock,  stock,  and  barrel 


he  poster-boy  companies  of  the 
Web — Dell,  Cisco,  and  Charles 
Schwab — are  combining  the  best 
of  cyberspace  and  the  physical 
in  their  rush  to  take  full  advan- 
of  dot.com.  But  in  an  Internet 
my  that's  racing  forward  at  light 
R  moving  partway  onto  the  Web 
!ast  enough  for  some  companies, 
the  past  year,  a  growing  number 
lerable  companies — from  110-year- 
rovident  American  Life  &  Health 
ance  Co.  in  the  U.  S.  to  103-year- 
oneda  Silk  Parasol  in  Japan — have 
shedding  their  brick-and-mortar 
tions  and  remaking  themselves  as 
-only  businesses.  About  5%  of  the 
inies  now  scrambling  onto  the  Web 
aking  this  radical  leap,  and  more 
xpected  to  follow  as  E-commerce 
ides,  says  William  Seibel,  ceo  of 
m-based  Zefer  Consulting, 
ly  ditch  the  bricks  for  bits?  Sur- 
fer starters.  Struggling  compa- 
nay  see  the  Net  as  a  way  to  start 
or  a  chance  to  one-up  rivals.  Rein- 
rig  oneself  as  a  Web  startup  also 
ielp  raise  fast  capital  and  defer 
long  enough  to  test  out  a  new 
ess  plan.  And  companies  that  opt 
>tal  Net  makeovers  can  focus  lim- 
•esourees:  Out  go  costly  overhead 
iranch  offices,  in  come  a  tech-sawy 
force  and  an  entrepreneurial  cul- 
"We  call  it  the  Silicon  Valley  im- 
I  says  Chris  Lockhed,  a  strategist 
feb  consulting  firm  Scient  Corp. 
LEMAN'S  HEAVEN.  The  strategy, 
ver,  can  be  ultra-risky.  Cybershop- 
are  just  a  fraction  of  total  con- 
rs,  and  only  10%  of  online  house- 
have  made  a  Net  purchase.  "If 
e  going  totally  online,  you're  cut- 
)ff  90%-plus  of  the  potential  market 
here,"  says  analyst  James  Nail  of 
aster  Research  Inc.  Instead,  the 
successful  E-commerce  companies 
eeping  one  foot  rooted  in  the  real 
1  using  their  Net  operations  to 
■  customer  traffic  in  their  physical 
s  or  give  tired  brands  a  shot  of 
'•cachet.  Sears,  Roebuck  &  Co.,  for 


example,  has  found  that  folks  who  buy 
tools  through  its  Web  site  end  up  spend- 
ing 27%  more  in  its  retail  stores. 

What  kinds  of  companies  are  making 
the  leap  with  both  feet?  Those  most 
vulnerable  to  being  squeezed  out  by  the 


ican:  "If  you  have  competitive  pressures 
and  limited  resources,  there's  no  choice 
between  offline  and  online.  For  us,  it 
came  down  to  choosing  between  the 
past  and  the  future."  Here's  a  sampling 
of  those  betting  on  a  digital  future: 


4 


Net — traditional  middlemen  such  as 
travel  and  insurance  agencies,  which 
can  broker  information  more  widely, 
quickly,  and  cheaply  over  the  Net.  Oth- 
er candidates  sell  discount  surplus  or 
seasonal  goods  and  can  use  the  Web  to 
do  away  with  costly  and  inefficient 
earthly  stores.  And  specialty  shops  with 
rare  or  hard-to-find  goods  discover  that 
they  can  suddenly  reach  millions  on  the 
cheap.  Says  Michael  Ashker,  ceo  of 
HealthAxis.com,  an  online  insurance 
agency  once  known  as  Provident  Amer- 


ckey  and  Chairman  Larry  Latham  will  launch 
i  auctioning  off  hundreds  of  homes  in  Arizona 


homebid.com 

£or  most  of  his  20-year  career,  Larry 
■  Latham  would  rent  out  hotel  ball- 
rooms across  the  country  for  days  at  a 
time  to  help  the  U.  S.  government  auc- 
tion off  everything  from  repossessed 
single-family  homes  to  radio  frequen- 
cies for  the  Federal  Communications 
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Commission.  But  last  summer,  Latham, 
chief  executive  of  Scottsdale  (Ariz.)- 
based  Larry  Latham  Auctioneers  Inc., 
saw  the  writing  on  the  wall  with  the 
emergence  of  online  auctioneer  eBay 
Inc.  and  house-listing  sites  such  as 
realtor.com. 

So  in  December,  Latham  shuttered 
his  company's  14  branch 
offices,  hired  a  staff  of 
22  techies,  hammered 
out  a  new  business 
plan,  and  renamed  the 
company  homebid.com. 
His  goal:  to  transform 
his  company  into  the 
Net's  first  full-service 
home  auction,  purchase, 
and  relocation-services 
site.  On  June  14,  home- 
bid. com  will  begin  auc- 
tioning off  homes  over 
the  Web.  Its  first  auc- 
tion will  put  several 
hundred  Araona  homes 
on  the  block.  By  fall, 
Latham  plans  to  add 
properties  in  13  other 
states  and  eventually 
hold  multiple  auctions 
across  the  country  each 
week. 

ICE  STORM.  Latham,  46, 
is  no  stranger  to  risk. 
In  the  early  1980s,  he 
was  the  first  auctioneer 
to  bring  regional-property  buyers  and 
mortgage  lenders  together  in  a  single 
place.  In  the  early  1990s,  he  was  the 
first  to  use  satellite  linkups  to  expand 
the  reach  of  those  auctions.  And  last 
January,  despite  his  booming  offline 
business,  with  1998  sales  of  more  than 
$600  million,  Latham  decided  to  chuck 
the  ballrooms  and  go  totally  into  cyber- 
space. His  reasoning:  Web  auctions  were 
taking  hold — Forrester  Research  figures 
that  online  auctioneers  will  sell  $19  bil- 
lion worth  of  goods  by  2003,  up  from 
$3.3  billion  this  year.  For  Latham,  "it 
wasn't  a  question  of  whether  to  go  dig- 
ital, but  how  fast.  For  us,  the  Net  was  a 
natural  extension  of  the  husiness." 

Latham  has  reason  to  be  optimistic 
about  his  decision.  In  a  test  of  the  site 
in  Connecticut  last  January,  he  sold  136 
of  147  homes  over  the  Web  at  prices 
that  averaged  97%  of  list.  Some  400 
brokers  participated — four  times  the 
number  Latham  had  expected.  And  it 
all  happened  during  a  freak  weekend 
ice  storm  that  would  have  chilled  any 
offline  auction.  The  best  part:  That  auc- 
tion cost  about  30%  less  to  conduct — no 
hotel  rental  bills  or  pay  for  extra 
staffers.  Says  Tobey  Corey,  ceo  of  us- 


Web/CKS,  a  San  Jose  (Calif.)  Web  con- 
sulting firm:  "In  some  cases,  the  oppor- 
tunity is  so  extraordinary  online  that 
keeping  one  foot  off  the  Web  makes  no 
sense  any  longer,  even  if  your  physical 
business  was  making  a  profit."  It's  a 
bricks-and-mortar  business  that,  thanks 
to  the  Net,  is  going,  going,  gone. 


NOT  JUST  GOLF  SHIRTS:  Bluefly.com's  Seiff  (left),  with  top  executives 
Patrick  Barry  and  Jonathan  Morris,  now  sell  a  range  of  apparel 


Bluefly.com 

I  n  1991,  when  former  management  con- 
I  sultant  Kenneth  Seiff  opened  his  golf 
apparel  business  in  an  old  warehouse 
in  the  heart  of  midtown  Manhattan,  he 
was  sure  he  could  make  a  thriving  busi- 
ness out  of  selling  specialty  golf  wear  to 
department  stores  such  as  Macy's.  He 
was  light — for  a  while.  But  by  1997, 
Seiff  found  he  was  being  elbowed  out  of 
the  way  by  better-capitalized  brands 
such  as  Tommy  Hilfiger  and  Polo  Ralph 
Lauren.  "We  couldn't  compete  with  their 
massive  marketing  budgets  and  just 
kept  getting  shoved  to  the  back  of  the 
big  stores,"  Seiff  says. 

Last  summer,  Seiff,  34,  set  out  to 
end-run  the  sales  and  distribution  hier- 
archy. He  sold  off  the  inventory  and  as- 
sets of  his  old  company,  Pivot  Rules, 
and  reopened  as  Bluefly.com  in  Septem- 
ber— the  Net's  first  off-price  designer 
outlet.  Now,  Seiff  hawks  first-run,  end- 
of-season,  and  excess  designer  clothing 
from  such  elite  design  houses  as  Donna 


Karan  and  bcbg  at  discounts  up  to 
How?  With  Bluefly,  Seiff  can  us< 
Net  to  reach  a  broader  audience 
out  costly  retail  outlets.  And  ht 
lure  shoppers  in  fresh  ways:  He 
dispenses  fashion  tips  and  offers 
sonalized  "shopping  carts"  that  dis 
suggestions  based  on  a  buyer's  siz( 
or,  and  designer 
erences.  Seiff  pla 
add  gifts  and  horn 
cessories  to  Blueflj 
ray  of  overstocks, 
real  plus,  he  saj 
that  the  Web  lets 
measure  supply  an 
mand  right  up  t( 
minute.  That 
him  to  move  mer 
|  dise  faster,  price 
IppjM  more  flexibly,  anc 
H|c.H  get  promotions. 
«H '  For  a  while, 

.        I  planned  to  keej 
s'^  V       golf-apparel  bus 
while  dabbling  o 
I  But  he  soon  disco 
Ml  Hb         (  that  going  digital 
WHtfHf  [  more  time,  capita 

£    B     HI  brainpower  thar 
V  I  could  give  to  bot 

™      mm  forts  simultane< 
I  "So  we  chose  dig 
Seiff  says.  "In  c 
space,  we  saw  a 
in-a-lifetime  chan 
become  a  dominant  player." 

So  far,  so  good.  The  market  va 
his  business  has  zoomed  from  a: 
$5  million  the  day  before  the  conH 
announced  it  was  moving  to  the  V\B' 
$52  million  today.  First-quarter  oafi 
were  $457,000,  up  43%  over  th<fl 
quarter  of  1998.  In  April  alone,  dp 
amounted  to  $325,000.  And  trafii 
the  site  is  up  90%  over  the  fourth  pa 
ter.  Now,  designers  are  startiw  ■ 
knock — no,  click — on  Bluefly's  door- 


HealthAxis.coi 


B 


ack  in  the  1970s,  Provident  Am: 
Chief  Executive  Al  Clemens  pfc 


medical  insurer  on  the  map.  By  isii 
popular  television  celebrities  sn  I 
Michael  Landon  and  Burl  Ives  top 
policies  directly  to  consumers,  I?  b 
passed  insurance  agents — a  revolpi 
ary  idea  at  the  time.  Some  two  di;t 
later,  Clemens,  61,  is  at  it  agai  I 
trigued  by  the  promise  of  E-comien 
he  helped  force  the  Hartford  corba; 
last  spring  to  set  up  a  small,  epe 
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See  ti 


Microsoft  went  looking  for  a 
partner  to  help  launch  their 
e-commerce  initiative. 


They  found  Rare  Medium  Inc. 

Now  that  millions  of  people  are  shopping  on  the  Web,  it's  time  to 
get  down  to  business.  The  business  of  selling  your  company's 
products  online.  When  Microsoft  created  their  Web  storefront,  they 
partnered  with  Rare  Medium  Inc.  to  create  a  custom  shopping 
environment  that  allows  shoppers  to  buy  directly  from  Microsoft  or 
to  link  seamlessly  to  a  Microsoft  channel  partner  for  purchase.  To 
find  out  how  Rare  Medium  can  provide  your  company  with  creative 
Internet  solutions  that  get  results,  give  us  a  call. 


1-888-RMEDIUM 

NEW  YORK  DALLAS  TORONTO 
LOS  ANGELES  ATLANTA 
SAN  FRANCISCO  PHOENIX 


www.raremedium.com 


11  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and  other  countries  ©1999  Rare  Medium  Inc  All  Rights  Reserved 


mental  online  subsidiary  called  Hf 
Axis.com. 

The  move  paid  off.  Just  months 
HealthAxis.com  Chief  Executive  A 
reported  back  to  Clemens  with  a 
business  plan  that  would  transforr 
company  from  a  one-product  ui 
writer  into  the  Web's  first  full-s 
online  insurance  agency.  Ashker 
an  exclusive,  three-year  online  dist 
tion  deal  with  America  Online 
enough  to  convince  Clemens  an< 
Provident  board  that  it  was  tir 
move  the  rest  of  the  company  int 
berspace.  On  Dec.  31,  1998,  after 
bing  additional  marketing  deals 
Lycos  Inc.  and  other  Internet  po 
Provident  American  sold  off  its 
tional  underwriting  business  and 
ered  its  relationships  with  some 
agents.  Reborn  as  HealthAxis.cc 
Norristown,  Pa.,  the  new  comp; 
with  Clemens  as  its  chairman — wi 
policies  issued  by  a  variety  of 
carriers,  plus  information  about 
ance  and  rate  comparisons  acros 
industry. 

"MUDDLING  ALONG."  Like  many 
companies  who  give  up  convention 
tail  operations  to  venture  into 
space,  HealthAxis.com  was  a  case 
ther  jumping  online  or  getting  s 
aside.  "Provident  had  been  muc 
along  as  a  marginal  player,  over 
owed  by  such  major  players  as 
and  Prudential,"  Ashker  says.  " 
ing  one  foot  on  the  ground  was 
an  option.  We  had  the  right  produc 
formation.  And  unlike  books 
records,  we  didn't  have  packagin 
shipping  costs.  Instead,  we  had 
middlemen  in  an  industry  where  M 
bution  is  inefficient." 

Cutting  out  the  middleman,  Ast 
says,  will  allow  the  company  to  nft 
insurance  at  prices  15%  lower  till 
had  been  selling  offline.  And  beirjlt 
first  online  insurance  agency  Sv 
HealthAxis.com  a  shot  at  domhiti 
its  industry,  at  least  in  cyber;!* 
"There  was  no  first-mover  advaBB 
in  1999  in  writing  insurance,  but  tin 
one  in  distributing  it  over  the  pe 
Ashker  says. 

Wall  Street  is  optimistic.  As  n 
dent  American,  the  company's  stod  1 
an  all-time  high  of  $14  per  shall 
HealtliAxis.com,  it  now  trades  at  sou 
$27.  Not  bad  for  a  small-fry  insurett! 
has  found  its  own  best  policy  is  a  }ti 
strictly  on  the  Web. 

By  Marcia  Stepanek  in  NenY 

For  a  look  at  Yoneda  Silk  Budnel 
Parasol,  go  to 
ebiz.businessweek.com. 
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e've  Completely  Rethought 


r  e  i  g  h  t  T 


SPORTATIO 


It's  amazing  what  can 


H 


e  You 


happen  when  you  open 


the  door  to  new  possibilities.  You  view  sourcing,  manufacturing  and  distribution  as  a  continuum.  And  you 
treat  transportation  expenditures  as  an  investment  which  pays  dividends  in  customer  satisfaction  and  mar- 
ket share.  That's  the  kind  of  thinking 
that  has  shaped  CNF  Transportation: 
a  $5  billion  group  of  market-leading 
companies,  united  by  a  shared  commit- 
ment to  quality  service  and  innovative 
solutions.  With  33,000  people,  25,000 
pieces  of  equipment,  nearly  100  jet 
freighters  and  worldwide  coverage,  we 
certainly  have  the  resources  to  meet 
your  needs.  More  to  the  point,  though, 
we  have  ideas  to  help  strengthen  your 
supply  chain.  And  in  today's  world,  it's 
ideas  that  really  carry  weight. 


C/IF 

TRANSPORTATION 


Where  ideas  carry  weight 


mery  Worldwide    ♦    Con-Way  Transportation  Services    ♦    Menlo  Logistics  http://www.cni.coi 
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CORPORATE  PLANNING 


EXPLOITING 
UNCERTAINTY 


The  "real-options" 
revolution  in 
decision-making 

This  June,  Enron  Corp.  will 
open  three  gas-fired  power 
plants  in  northern  Mississippi 
and  western  Tennessee  that 
are  inefficient — deliberately  so. 
They  will  generate  electricity 
at  an  incremental  cost  50%  to  70%  high- 
er than  the  industiy's  best.  Most  of  the 
time,  the  production  costs  of  these 
spanking  new  plants  will  be  simply  too 
high  for  them  to  compete. 

Enron  hasn't  gone  crazy.  By  build- 
ing less  efficient  plants,  it  saved  a  bun- 
dle on  construction.  It  can  let  the  plants 
sit  idle,  then  fire  them  up  when  prices 
rise.  Last  June  25,  the  price  of  a 
megawatt-hour  of  electricity  in  parts  of 
the  Midwest  soared — briefly — from  $40 
to  an  unprecedented  $7,000.  With  such 
volatility,  Enron  executives  figure  they 
can  make  money  from  their  so-called 
peaking  plants  even  if  they  operate  only 
a  week  or  so  per  year. 

What  led  Enron  executives  to  this 
counterintuitive  notion?  A  revolution- 
ary concept  in  corporate  finance  called 
"real  options  theory."  In  a  nutshell,  it 
says  that  when  the  future  is  highly  un- 
certain, it  pays  to  have  a  broad  range 
of  options  open.  Enron's  new  plants  are, 
in  effect,  options:  They  give  it  the  op- 
portunity but  not  the  obligation  to  pro- 
duce electricity.  Making  money  off  high- 
cost  power  is  no  easy  trick.  But  by 
using  real-options  theory,  Enron's  finan- 
cial wizards  figure  that  they  can  mine 
profits  by  calculating  just  the  right  time 
to  run  the  plants,  considering  prevailing 
power  prices  and  the  costs  of  stalling 
up  and  shutting  down. 


Real-options  analysis  rewards  flexi- 
bility— and  that's  what  makes  it  better 
than  today's  standard  decision-making 
tool,  "net  present  value."  npv  calculates 
the  value  of  a  project  by  predicting  its 
payouts,  adjusting  them  for  risk,  and 
subtracting  the  investment  outlay.  But 
by  boiling  down  all  the  possibilities  for 
the  future  into  a  single  scenario,  npv 
doesn't  account  for  the  ability  of  execu- 
tives to  react  to  new  circumstances — for 
instance,  spend  a  little  up  front,  see 
how  things  develop,  then  either  cancel 
or  go  full  speed  ahead. 
"AGILITY."  The  New  Economy,  which  is 
marked  by  rapid  change  and  lots  of  un- 
certainty, cries  out  for  a  tool  like  real 
options.  These  days,  says  Hewlett- 
Packard  Co.  ceo  Lewis  E.  Piatt,  "any- 
one who  tells  you  they  have  a  5-  or  10- 
year  plan  is  probably  crazy.  This  is  the 
age  of  scenario  planning.  You  need  not 
only  speed  but  agility."  Real-options 
analysis  persuades  companies  to  create 
lots  of  possibilities  for  themselves — for 
instance,  by  doing  spade  work  on  sev- 
eral projects  at  once.  As  events  unfold, 
many  options  won't  be  worth  pursuing. 
But  a  few  could  be  blockbusters.  With 
an  options  approach,  "uncertainty  has 
the  potential  to  be  your  friend,  not  your 
enemy,"  says  Paul  E.  Greenberg,  a  con- 
sultant at  Analysis  Group/Economics  in 
Cambridge,  Mass. 

Although  conceived  more  than  20 
years  ago,  real-options  analysis  is  just 
now  coming  into  wide  use.  Rapid  change 
has  exposed  the  weaknesses  of  less  flex- 
ible valuation  tools.  Experts  have  de- 
veloped rules  of  thumb  that  simplify 
the  formidable  math  behind  options  val- 
uation, while  making  real  options  ap- 
plicable in  a  broader  range  of  situations. 
And  consulting  Arms  have  latched  on 
to  the  technique  as  the  Next  Big  Thing 
to  sell  to  clients.  "Real-options  valua- 
tion has  the  potential  to  be  a  major 


When  the  future  is  highly  unpredictable,  this  theory  say& 


THE  NEW  MATH  IN  ACTION 


Real-options  analysis  simply  says  that 
companies  benefit  by  keeping  their  options 
open.  Let's  say  a  company  is  deciding 
whether  to  fund  a  large  Internet  project 
that  could  either  make  or  lose  lots  of  mon- 
ey— most  likely  lose  it.  A  traditional  calcu- 
lation of  net  presen  t  value,  which  discounts 
projected  costs  and  revenues  into  today's 
dollars,  examines  the  project  as  a  whole 
and  concludes  it's  a  no-go.  But  a  real- 
options  analysis  breaks  it  into  stages  and 
concludes  it  makes  sense  to  fund  at  least  the 
first  stage.  Here's  how  it  works: 


EVALUATE  EACH 
STAGE  OF  THE  PROJECT 
SEPARATELY 


Say  the  first  stage,  setting  up  a 
Web  site,  has  a  net  present  value 
of  negative  $50  million.  The  second  stage,  an 
E-commerce  venture  to  be  launched  in  one  year, 
is  tough  to  value.  But  let's  say  the  best  guess  of 
its  net  present  value  is  negative  $300  million. 


/ 1 


B  to  have  lots  of  options  open 


UNDERSTAND  YOUR 
OPTIONS 

Setting  up  the  Web  site  gives 
you  the  opportunity — but  not  the 
obligation — later  to  launch  the 
E-commerce  venture.  In  a  year, 
you  will  know  better  whether  that 
E-commerce  opportunity  is  worth  pursuing.  If  it's 
not,  all  you've  lost  is  the  investment  in  the  Web 
site.  However,  the  second  stage  could  be 
immensely  valuable. 

REEVALUATE  THE 
PROJECT  USING  AN 
OPTIONS  MIND-SET 

In  the  stock  market,  formulas 
such  as  Black-Scholes  calculate 
how  much  you  should  pay  for  an 
option  to  buy,  say,  IBM  at  $260  a  share  by  June 
30  if  its  current  price  is  $230.  Think  of  the  first 
stage  of  your  Internet  project  as  buying  such  an 
option — risky  and  out-of-the-money,  but  cheap. 

GO  FIGURE 

Taking  into  account  the  limited 
downside  of  building  a  Web  site 
and  the  huge — albeit  iffy — oppor- 
tunities it  creates,  real-options 
analysis  could  give  the  overall 
project  a  present  value  of,  say,  $70  million.  So 
the  no-go  changes  to  a  go. 
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business  breakthrough,"  says  Adam 
Borison  of  Applied  Decision  Analysis 
Inc.,  a  real-options  expert  whose  Menlo 
Park  (Calif.)  firm  was  snapped  up  last 
year  by  PricewaterhouseCoopers. 

Enron  President  and  Chief  Operat- 
ing Officer  Jeffrey  K.  Skilling  credits 
real-options  thinking  with  helping  Enron 
transform  itself  from  a  U.  S.  natural- 
gas  pipeline  company  into  a  global 
wheeler-dealer  that  trades  commodities 
including  gas,  electricity,  water,  and, 
most  recently,  telecom  bandwidth. 
"LOT  OF  SEEDS."  Of  course,  not  all  of 
Enron's  bets  pay  off.  When  it  hit  unex- 
pected regulatory  snags  last  year,  it 
abandoned,  for  the  time  being  at  least, 
its  effort  to  sell  electricity  to  residential 
customers  in  California  and  Pennsylva- 
nia. But  Enron  executives  calmly 
viewed  the  expensive  push  as  an  op- 
tion that,  in  the  end,  just  wasn't  worth 
exercising.  "It's  like  planting  seeds," 
says  Skilling.  "There  are  a  lot  of  seeds 
you  know  are  not  going  to  grow  up  into 
anything.  Our  objective  is  to  have  a  lot 
of  seeds  planted." 

With  the  help  of  faculty  from  Stan- 
ford University,  Hewlett-Packard  has 


experimented  with  real  options  since 
the  beginning  of  the  1990s.  Example: 
In  the  '80s,  hp  customized  inkjet  print- 
ers for  foreign  markets  at  the  factoiy, 
then  shipped  them  in  finished  form  to 
warehouses.  Customizing  at  the  factory 
is  cheaper  than  customizing  in  the  field. 
But  HP  kept  guessing  wrong  on  demand 
and  ending  up  with,  say,  too  many  pi-int- 
ers configured  for  French  customers  but 
not  enough  for  Germans. 

Executives  realized  that  it  would  be 
smarter  to  ship  partially  assembled 
printers  and  then  customize  them  at 
the  warehouse,  once  it  had  firm  orders. 
True,  local  customization  costs  more. 
But  even  though  production  costs  rose, 
hp  saved  $3  million  a  month  by  more  ef- 
fectively matching  supply  to  demand, 
says  Corey  A.  Billington,  a  foimer  Stan- 
ford professor  who  directs  hp's  Strategic 
Planning  &  Modeling  group. 

Common  sense?  Sure.  But  you  can 
also  view  it  as  a  neat  solution  of  a  real- 
options  problem.  Increasing  the  cost  of 
production — anathema  to  your  average 
engineer — was  in  effect  the  price  hp 
paid  for  the  option  to  delay  configuration 
choices  until  the  optimal  time. 


WHO  HAS  OPTED  FOR  REAL  OPTIOHS-AHD  WHY 


Since  then,  more  units  of  hp 
gotten  the  real-options  treatment, 
now,  the  corporation  is  calculatin 
value  of  having  inkjet  mechanisms 
work  in  products  from  different 
sions.  Building  in  such  flexibility 
extra — and,  with  prices  of  basic  pr 
plunging  toward  $100,  division  man 
aren't  sure  it's  worth  it.  "They're  s; 
'We  can't  afford  to  build  in  this 
stuff,' "  says  Jason  F.  Amaral, 
works  for  Billington.  hp's  answer:  1 
tify  the  value  of  the  flexibility  to  H 
whole,  then  create  incentives  for  t 
vision  managers  to  do  what's  in  th< 
interests  of  the  company. 
PRICE  IS  RIGHT.  The  seeds  of  re 
tions  theory  were  sown  in  the 
1970s.  That's  when  Myron  Sc 
Robert  Merton,  and  the  late  F 
Black  made  a  Nobel  prize-wi 
breakthrough  in  how  to  price  fin 
options  correctly.  They  realized  th 
otal  factor  was  volatility.  Consid 
option  to  buy  a  share  of  IBM  at 
share  by  June  30  when  the  ci 
price  is,  say,  $230.  If  volatility  i 
there's  only  a  small  chance  the  m 
will  ever  hit  $260,  so  the  option  t 


This  breakthrough  technique 
is  gaining  followers  fast 


HEWLETT-PACKARD  ENRON 


HP  wants  to  keep  its 
component  costs  as 
low  as  possible.  But 
it  also  wants  its  com- 
ponents to  be  versa- 
tile, to  give  it  the 
option  of  using  them 
in  different  products. 
That  raises  their  cost. 
Real  options  help 
weigh  the  trade-off 
between  low  cost  and 
flexibility. 


The  Houston 
company  noticed 
that  natural  gas  was, 
in  effect,  an  "option" 
on  electricity  because 
it  could  be  used  to 
generate  power.  It's 
building  power  plants 
near  gas  pipelines  to 
produce  electricity 
when  prices  spike, 
taking  advantage  of 
increased  volatility. 


CADENCE  DESIGN 
SYSTEMS 

This  Silicon  Valley 
outfit  uses  real- 
options  valuation 
methods  to  break 
logjams  in  negotia- 
tions over  computer- 
chip  design  licenses. 
Contracts  are  easier 
to  hammer  out  when 
buyers  and  sellers 
speak  the  same  real- 
options  language. 


AIRBUS  INDUSTRIE 

Airbus  and  its  rival 
Boeing  both  offer 
generous  options  to 
airline  customers  to 
cancel  or  change 
orders.  But  airlines 
don't  know  how 
much  those  options 
are  worth — compared 
with,  say,  a  price  cut. 
Airbus  explains  their 
value  using  real- 
options  analysis. 


ANADARK0 
PETROLEUM 

Real  options  gave; 
Anadarko  the  corji- 
dence  to  bid  higrft 
a  lease  in  the  Gu:  ( 
Mexico,  where  th 
potential  was  vas 
but  uncertain.  It  jo 
100%  of  the  Tanai 
ite  lease  and  last 
July  announced  i 
"major  oil  and  gc 
discovery"  there. 
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When  you  buy  a  Dell  OptiPlex*  Desktop,  you're 
buying  power  and  quality.  So  why  settle  for 
anything  less  when  it  comes  to  your  monitor?  Your 
decision  to  buy  Dell  will  be  brighter  and  better 
when  you  include  a  ViewSonic  monitor.  By 
specifying  ViewSonic,  you'll  ensure  that  your 
Visual  Computing'"  experience  is  excellent. 

The  new  VP  150,  15"  viewable  LCD  ViewPanel"  is  a 
case  in  point.  It  features  a  140°  viewing  angle,  a 
spectacular  true  resolution  of  1,024  x  768,  a  rock 
solid  image  and  amazing  screen  performance.  Put 
the  ViewSonic  VP150  on  top  of  your  priority  list 
and  enjoy  the  best  in  Display  Technology"'.' 

At  ViewSonic,  we  offer  the  #1  best  selling 
monitors  and  flat  panel  displays  in  the  U.S.A.* 

Buy  with  confidence  from  the  company  that's  won 
over  500  industry  awards.  TCO  '95  certification. 
The  VP1 50's  warranty  covers  3-years  on  parts  and 
labor  and  one  year  on  the  back  light.  An  Express 
Exchange*  service  option  is  also  available. 

For  more  information  on  the  company  that's 
won  over  500  industry  awards  call  ViewSonic 
at  (800)  888-8583,  or  visit  our  website  at: 
www.  ViewSonic.com/busweek 


(PC  Sold  Separately) 


-8593  •  Specifications  subject  to  change  without  notice.  •  Copyright  ©  1999,  ViewSonic  Corporation  •  All  rights  reserved.  •  Corporate 
d  trademarks  are  property  of  their  respective  companies.  •  Dell  and  OptiPlex  are  registered  trademarks  of  Dell  Computer  Corporation. 
Resources  Quarteriy  Monitrak  report  04  '98  and  Display  Search  Quarterly  Supply  vs.  Demand  study:  LCD  Monitors  01  '99. 
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>  why  you 

should  take  our 

SAT" . 

bourse. 


SEP?* 


Personal  attention 

Small  classes  (8-1 2  students) 
tik  mean  plenty  of  personal  attention. 
Would  you  rather  work  one-on- 
one?  No  one  tutors  more  students 
for  the  SAT  than  we  do. 

Better  research 

®We  spend  millions  of  dollars  each 
year  researching  tests  and  revising 
our  techniques  and  materials. 

Better  scores 
Princeton  Review  SAT  course 
^%  students  improve  an  average  of 
140  points.  25%  of  our  students 
improve  190  points  or  more. 

Better  colleges 
More  than  9  out  of  1 0  Princeton 
Review  students  get  into  one  of 
their  top-choice  colleges. 

Guaranteed  results 
£J|  If  you  don't  improve  your  scores 
at  least  1 00  points,  we'll  work 
with  you  until  you  do. 


The 

Princeton 
Review 

Cajll«800*2-REVIEW 

or  visit  us  at  www.review.com 

the  ftmeton  Review  B  not  affiliated  with  Ptmceton  Utmenitv  at  AS 


Finance 


them  at  that  price  isn't  worth  much. 
But  if  volatility  is  high,  there's  a  good 
chance  they  will  go  above  $260.  That 
makes  the  option  to  buy  them  at  $260 
highly  valuable.  True,  volatile  shares 
can  also  plummet.  But  that  doesn't  mat- 
ter because  the  outcome  is  the  same  at 
any  price  below  $260 — the  option  is  sim- 
ply allowed  to  expire. 

The  Black-Scholes  formula  trans- 
formed financial-options  trading  in  the 
Chicago  pits  and  helped  to  create  a 
global  derivatives  business  with  con- 
tracts whose  face  value  today  is  in  the 
trillions  of  dollars.  Some  experts  think 
that  real  options  will  become  even  more 
important  because  they  deal  with  real 
investments.  Says  Gordon  A.  Sick,  a  fi- 
nance professor  at  the  University  of 
Calgary:  "I  would  expect  firms  to  ex- 
pend much  greater 
resources  analyzing 
their  real  options 
than  they  do  their 
financial  options." 

The  term  "real 
options"  was  coined 
in  1977  by  Stewart 
C.  Myers  of  Massa- 
chusetts Institute  of 
Technology.  Its  ear- 
liest applications 
were  in  oil,  gas, 
copper,  and  gold, 
and  companies  in 
those  commodity 
businesses  remain 
some  of  the  biggest 
users.  Chevron 
Corp.  used  real  options  in  forming  its 
(unsuccessful)  1997  bid  for  Elk  Hills 
Naval  Petroleum  Reserve,  a  federal 
property  in  California.  Anadarko  Petro- 
leum Corp.  of  Houston  says  real-options 
analysis  gave  it  the  confidence  to  outbid 
others  for  a  tract  in  the  Gulf  of  Mexico 
called  Tanzanite  that  has  proved  rich 
in  oil  and  gas.  Anadarko  paid  more  be- 
cause Tanzanite's  range  of  possible  re- 
serves was  so  broad.  Says  Michael  D. 
Cochran,  vice-president  for  worldwide 
exploration:  "Most  people  looked  at  it 
and  just  saw  the  minimum  case." 
BETTER  ANSWERS.  What's  hot  now  is 
the  extension  of  real  options  beyond 
commodities — into  biotechnology,  phar- 
maceuticals, software,  computer  chips, 
and  similar  fields.  This  requires  some 
innovation.  The  underlying  asset  of  the 
option  is  no  longer  a  traded  product 
such  as  oil,  whose  going  price  can  be 
plugged  easily  into  a  formula.  Now,  the 
asset  that  you  get  with  the  call  option  is 
something  that's  not  traded — for  exam- 
ple, a  factory  that  hasn't  even  been  con- 
structed yet.  Its  present  value  must  be 


ENRON'S  SHILLING:  "Our  objective 
is  to  have  a  lot  of  seeds  planted  " 


estimated  from  projections  of  its  ful 
cash  flows. 

That's  not  a  simple  calculation,  t| 
sure,  but  it  gives  better  answers 
the  methods  that  most  companies 
today  to  make  major  investment 
sions.  Strictly  speaking,  net  present 
ue  theory  says  that  companies  si 
fund  every  project  whose  expecte< 
turn  exceeds  the  corporate  cost  of 
tal.  But  Treasury  Secretary-deshj 
Lawrence  H.  Summers,  in  his  pas 
as  a  Harvard  University  economist, 
ed  that  companies  set  hurdle  rate 
proposals  that  are  far  higher  than 
cost  of  capital.  That's  a  vote  of  no 
dence  in  npv. 
"FAIL  FAST."  Real-options  analysis 
decide  when  to  kill  projects  that 
woi'king — following  the  Silicon  1 
tradition  of 
fast."  Equally 
portant,  it  help 
cide  when  to 
projects  alive 
cording  to  M 
sey  &  Co.,  a 
npv  analysis 
have  had 
Computer  Inc, 
the  personal- 
puter  busines 
1995-96  becau 
wasn't  earnin 
cost  of  capital 
real-options  an 
says  that  a  p 
of  losses  can 
worthwhile  pi 
pay  for  keeping  alive  an  enterprise 
might  earn  big  bucks  in  the  futur 
deed,  today  Apple  is  making  mone; 
its  market  share  is  on  the  rise. 

One  reason  Silicon  Valley  is  en 
ing  real  options  is  that  the  method 
collaboration  between  companies, 
nology  has  become  so  complex  th 
company  can  supply  everything  it 
internally.  A  company  creating  an 
tronic  product  may  need  to  acqui 
to  15  intellectual-property  licenses, 
can  be  enormously  time-consu 
notes  Adriana  G.  Chiocchi,  division 
sel  for  worldwide  services  at  Ca 
Design  Systems  Inc.  in  San  Jose, 
"If  one  deal  takes  months  and  you 
15  deals  to  do — hello?  You're  not 
to  be  getting  a  lot  of  products  ou 
So  Chiocchi's  team  has  design 
options-based  method  for  valuii 
censes.  It  gave  its  model  away  tms 
tomers  Intel  Corp.  and  Toshiba  |or 
for  use  in  their  negotiations,  hopiif  f 
it  to  catch  on  as  a  standard.  Says  fie 
chi:  "The  feedback  was  fantastic.'! 
To  be  sure,  real-options  analyst  h 
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\\  It's  my  job  to  be  an  excellent  judge  of 
character... to  determine  when  someone 
is  telling  the  truth  and  when  they're 
committing  insurance  fraud.  Of  course, 
most  people  are  honest,  but  the  ones 
that  aren't  cost  businesses  and  workers 
$25  billion  a  year.  That's  why  I'm  available 
at  a  moment's  notice  to  throw  my  gear 
in  the  trunk  and  discover  the  truth. 
I  talk  to  witnesses,  follow  tire  tracks 
down  muddy  roads  ...whatever  it  takes 
to  make  sure  the  good  guys,  and  the  bad 
ones,  get  exactly  what  they  deserve.  // 


Consider  forming  on  in-house 
safety  team  in  order  to  evaluate  and  record  accidents  as  they  LIBERTY 
happen.  Also,  report  accidents  immediately  to  insure  accuracy. 


MUTUAL 
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its  detractors.  It's  too  complex  to  be 
worthwhile  for  minor  decisions.  And  it's 
not  useful  for  projects  that  require  a 
full  commitment  right  away,  since  the 
value  of  an  option  lies  in  the  ability  to 
spend  a  little  now  and  decide  later 
whether  to  forge  ahead. 

That  said,  more  and  more  companies 
are  embracing  real  options.  The  Ten- 
nessee Valley  Authority  used  them  in  a 
1994  decision  to  contract  out  for  2,000 
megawatts  of  power  instead  of  build- 
ing its  own  plants.  In  some  cases,  the 
tva  paid  for  options  to  buy  power  but 
never  exercised  them.  That  seems  like  a 
waste.  On  the  other  hand,  power-pur- 
chase options  are  a  more  efficient  buffer 
against  unexpected  demand  than,  say, 
building  a  nuclear  power  plant  that 
might  not  be  needed,  says  Larry  Taylor, 
vice-president  for  bulk  power  trading. 
"It  has  been  phenomenally  successful 
at  saving  money  and  keeping  the  rates 
down,"  he  says. 

Airbus  Industrie  uses  the  theory  to 
calculate  the  value  of  the  options  that  it 
gives  to  airlines  to  change  or  cancel  or- 


ders at  the  last  minute.  Today,  airlines 
don't  know  how  much  such  options  are 
worth  compared  with,  say,  a  lower  price 
per  plane.  So  they  can't  weigh  the 
trade-offs  or  easily  compare  deals  of- 
fered by  Airbus  and  archrival  Boeing 
Co.  Working  with  Alexis  Triantis,  a 
business  professor  at  the  University  of 
Maryland,  the  Airbus  director  for  North 
American  airline  marketing,  John  E. 
Stonier,  has  been  quantifying  the  value 
of  change  and  cancellation  options.  Says 
Stonier:  "Doing  this  analysis  has  given 
us  quite  a  lot  of  intuition  that  we  didn't 
have." 

TWEAKING.  Real-options  theory  has  even 
found  believers  at  Stern  Stewart  &  Co., 
the  consulting  firm  that  has  a  trade- 
mark on  a  valuation  method  called  "eco- 
nomic value  added."  eva  is  a  version  of 
net  present  value  analysis  that  uses  a 
more  accurate  cost  of  capital  to  judge 
investment  opportunities.  But  like  stan- 
dard npv,  eva  undervalues  a  company 
such  as  Amazon.com  Inc.  that's  losing 
money  now  because  it's  spending  tons  of 
money  creating  options  for  the  future. 


Therefore,  Stern  Stewart  is  twesl 
its  eva  measures  in  order  to  incorpl 
forward-looking  measures  such  a:| 
tions.  Stem  Stewart  Vice-President  I 
L.  McCormack  says  that  the  const! 
cy's  generic  eva  rankings,  which  1 
been  published  by  Fortune  magail 
are  "relatively  simplistic"  because! 
ignore  the  value  of  companies'  opt! 

A  new  generation  of  business! 
lysts  is  starting  to  be  schooled  in 
tions  thinking.  "In  5  or  10  years,  m 
mba  coming  out  of  a  credible  bus! 
school  will  know  real  options,"  says! 
ry  G.  Chorn,  a  visiting  professor  1 
nance  at  Thunderbird,  the  Amei 
Graduate  School  of  International  p 
agement  in  Glendale,  Ariz.  Already 
major  consulting  firms  are  recril 
students  versed  in  the  field. 

Competing  in  the  New  Economy!! 
inflexible  management  tools  is  like! 
ing  basketball  in  ski  boots.  Real  oi 
analysis  lets  you  kick  off  those  clul 
and  spiint  down  the  floor. 

By  Peter  Cf 
New 


OPTIONS,  OPTIONS,  EVERYWHERE 


Real-options  expert  Robert 
S.  Pindyck  of  Massachu- 
setts Institute  of  Technolo- 
gy tells  people  he  has  a  terrible 
disease:  "I  see  options  every- 
where." Companies  have  all 
kinds  of  options:  to  raise  produc- 
tion, to  buy  rivals,  to  move  into 
related  fields.  Studying  a  compa- 
ny's portfolio  of  options  provides 
insight  into  its  growth  prospects 
and  thus  its  market  value. 
That's  why  many  on  Wall  Street 
are  trying  to  contract  Pindyck's 
options-spotting  disease.  "It's  an 
important  way  of  thinking  about 
businesses  and  their  potential," 
says  Michael  J.  Mauboussin,  a  strate- 
gist at  Credit  Suisse  First  Boston 
(csfb).  "The  thought  process  itself  is 
very  valuable." 

ZEROING  IN.  Real-options  analysis  is  a 
big  step  beyond  static  valuation  mea- 
sures such  as  price-earnings  and 
price-to-book  ratios.  Comparing  two 
companies  on  the  basis  of  their  p-e  ra- 
tios is  valid  only  if  they  have  the 
same  expected  earnings  growth.  They 
hardly  ever  do.  Real-options  analysis 
zeroes  in  on  what  really  matters:  the 
earnings  growth  itself.  It  values  com- 
panies by  studying  the  opportunities 


AMRAM:  They're  well  suited  to  the  Net  economy 


they  have  for  growth  and  whether 
they  can  cash  in  on  them.  Manage- 
ment's skill  becomes  a  major  focus. 

Take  America  Online  Inc.,  whose 
p-e  is  stratospheric,  aol  stock  would 
be  only  about  4%  of  what  it  is  today 
if  the  market  expected  it  to  maintain 
profits  at  the  current  level  forever. 
Real-options  analysis  gets  a  grip  on 
whether  the  other  96%  of  aol's  mar- 
ket value  is  justified,  says  Martha 
Amram  of  Glaze  Creek  Partners,  a 
consultancy  in  Palo  Alto,  Calif.  (She 
hasn't  tried  to  do  the  calculations.)  easy? 

csfb  cable-TV  analyst  Laura  Martin 


recently  used  real-options  anal 
sis  to  conclude  that  cable  stocl 
are  undervalued.  Real-options 
analysis  can  also  conclude  that 
companies  are  overvalued.  Foi 
instance,  Ami-am  argues  that 
croprocessor-design  outfits  Ad 
vanced  RISC  Machines  Ltd.  an 
mips  Technologies  Inc.  are  ov« 
priced  because  they  don't  hav 
good  growth  options.  For  one 
thing,  she  says,  it's  hard  to 
branch  out  from  microprocess< 
to  designing  other  kinds  of  ch 
"Don't  look  to  options  thinkinj 
to  explain  the  market  cap  of 
these  companies,"  says  Amrai 
co-author  with  Nalin  Kulatilaka  of 
Boston  University  of  a  new  book, 
Real  Options:  Managing  Strategic 
vestment  in  an  Uncertain  World. 

Coming  up  with  a  target  price  ft 
company  by  evaluating  its  real  optf 
is  harder  than  lining  up  companies 
then-  p-e's  or  five-year  sales  growtl 
It  means  understanding  the  compa 
nies,  their  industries,  and  manager: 
ability  to  take  advantage  of  the  op 
tions  open  to  them.  Then  again,  wl 
said  stock  picking  was  supposed  to 


By  Peter  Coy  in  New  IB 


"WE  NEEDED  TO  ADD  MORE 

INTERNET  CAPACITY 
\ST  WITHOUT  PUTTING  OUR 
BUSINESS  ON  THE  SKIDS." 


S^fe:    Some  time  ago,  an  ISP  "backbone"  provider  faced  a  major  dilemma:  They  needed  more  capacity, 
Jtb    and  they  needed  it  yesterday.  But  they  didn't  want  to  overextend  themselves  in  the  process.  That's 
when  they  called  in  GTE  WHOLESALE  MARKETS. 

Instead  of  the  traditional  method  of  using  ISDN  lines,  we  introduced  them  to  a  new  networking  idea  called 
CyberPOP!  It's  a  unique  system  that  employs  a  trunkside  connection  using  physical  equipment  located 
inside  existing  GTE  switching  centers,  which,  in  turn,  allows  capacity  to  be  added  much  more  rapidly.  Over 
the  next  two  years,  we  helped  this  provider  go  from  1,000  ports  a  month  to  more  than  twelve  times  that. 
Does  a  communications  problem  have  you  on  thin  ice?  GTE  can  deliver  innovative  telecommunications 
solutions  that  provide  more  capacity,  more  technology,  more  of  what  you  need  to  be  successful.  And  we 
can  do  it  in  a  hurry.  Call  GTE  Wholesale  Markets  at  1-888-483-9594,  or  visit  us  on  the  Internet  at 
www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And,  best  of  all,  we'll  get  you  back  on  track 
and  moving  toward  your  goals  at  record  speed. 


G3Z§ 


PEOPLE 
MOVING 
IDEAS 


NETWORK 
SERVICES 


Cover  Story 


IS  THIS 
MARRIAGE 
WORKING? 

The  Citigroup  merger  is  going 
reasonably  well.  But  there  are  signs  of 
tension  between  Weill  and  Reed 

Ask  John  S.  Reed  about  being  co-CEO  of  Citigroup  with  Sanford  I. 
Weill,  and  he  volunteers  a  revealing  story.  It  concerns  a  Spanish 
bank  created  by  a  merger  that,  like  Citigroup,  was  headed  by  co- 
ceos.  At  first,  the  Spanish  bankers  were  "good  buddies,"  but  they 
soon  got  into  a  power  struggle.  One  ceo  died,  but  another  man  re- 
placed him  and  the  fighting  continued.  Finally,  the  board  settled  on 
one  boss  and  the  bank  thrived. 

The  lesson  for  Citigroup,  the  Spanish  ceo  told  Reed,  was  simple.  Have  the  board 
flip  a  coin  in  public  and  let  the  winner  be  ceo.  That  way  there's  no  winner  and  no 
loser,  just  blind  luck.  Reed  made  a  point  of  telling  Weill  this  stoiy.  Says  Reed,  with 
his  characteristic  candor:  "Sandy  didn't  like  it." 

Reed  is  not  suggesting  a  coin  flip.  But  just  in  case  anyone  missed  the  message 
of  the  story,  Reed  leaves  no  doubt  that  sharing  the  top  job  is  tough.  "I  don't  think 
Sandy  and  I  have  yet  created  much  of  a  problem,"  Reed  says.  "But  co-(  eo's  are 
hard." 

One  year  after  the  integration  of  Citicorp  and  Travelers  began  in  earnest, 
there's  evidence  that  the  relationship  is  fraying.  Saudi  Prince  Alwaleed  bin  Talal, 
whose  4.8%  of  Citigroup  stock  makes  him  the  largest  single  shareholder,  says  he 
learned  three  weeks  ago  that  coordination  between  Weill  and  Reed  has  not  been  as 
close  as  it  was  when  the  merger  was  announced.  Says  the  Prince:  "I  will  try  to  see 
them  both  in  July  dming  my  trip  to  the  U.  S.,  but  I  hope  it  will  be  resolved  by  then  _ 
one  way  or  the  other."  Citigroup's  next  board  meeting  is  the  third  week  in  July,  g 

A  rift  at  the  top  between  Weill  and  Reed  could  hamper  what  is  already  a  vast  < 
and  audacious  project.  The  two  men  are  attempting  several  revolutions  at  once.  | 
First,  they  are  trying  to  offer  consumers  around  the  world  everything  from  CDs  and  £ 


BUSINESS  WEEK  /  JUNE  7,  1999  127 


LI  I  don't  think  Sandy  and  I  have  yet  created  much  of  a 

problem  We  do  have  differences  of  temperament,  but 

they  work  out  pretty  easily  J  J 


JOHN  REED 


credit  cards  to  mutual  funds  and  insurance.  At  the  same 
time,  they  are  attempting  to  combine  the  Salomon  Smith 
Barney  investment  bank  with  the  Citibank  corporate  bank. 
And  they  are  doing  all  this  at  a  time  when  the  Internet  is 
rewriting  the  mles  of  financial  services. 

The  unwieldy  co-head  structure  complicates  the  issue  of 
whether  management  can  pull  off  this  staggeringly  complex 
task.  Reed  and  Weill  are  making  the  best  of  the  situation.  But 
they  both  are  surely  aware  of  the  limits  of  this  marriage  of 
convenience.  In  an  ideal  world,  each  would  be  far  happier  run- 
ning the  company  alone. 

Just  how  sustainable  is  this  marriage?  Talk  to  Reed  and 
Weill,  and  they  say  they  get  along.  "I  have  no  problem  being 
a  partner  with  John,"  says  Weill.  Says  Reed:  "We  do  have  dif- 
ferences of  temperament,  but  they  work  out  pretty  easily." 

Indeed,  on  one  level,  Reed  and  Weill  complement  each 
other.  But  can  two  such  strong  but  very  different  people 
really  share  the  top  job  for  any  length  of  time?  Weill  is  a  cost 
cutter  who  lives  for  his  next  acquisition.  Short-term  profits 
and  the  stock  price  are  paramount.  He  manages  through 
personal  relationships:  Weill  expects  and  receives  blood  loyalty 


from  his  managers.  Reed's  forte  is  long-term  vision  ar| 
will  spend  the  money  to  realize  it,  such  as  the  first  ATM 
work.  Reed,  an  intellectual  who  relies  on  memos  andj 
reaucracy  or  "processes"  to  manage,  has  few  long-| 
lieutenants. 

report  card.  Both  men,  though,  are  anxious  to 
progress.  And  in  many  ways,  the  deal  is  going  reaso 
well.  After  two  lackluster  quarters,  Citigroup  racked  up  ; 
billion  profit  in  this  year's  first  quarter,  the  largest  of  any 
coiporation.  Reed,  though,  says  his  internal  measures 
the  deal  has  yet  to  prove  itself.  So  far,  Citigroup  hasn't 
ten  much  of  a  boost  in  the  stock  market,  based  on  a 
parison  with  Reed's  "synthetic"  Citigroup  model.  That  r 
compares  Citi's  stock  with  an  index  of  the  bank's  top 
petitors.  Citi's  stock  has  performed  only  slightly  better 
the  index  (chart,  page  129). 

Reed  is  also  carrying  around  a  progress  checklist  o 
orities  for  key  areas  such  as  the  consumer  bank,  the  corp 
bank,  and  asset  management.  So  far,  as  Reed  sees  it,  on 
set  management  has  made  the  grade. 

Reed  says  if  there  isn't  sufficient  progress  by  Decei 


HOW  REED  THINKS  CITIGROUP  IS  DOING 


THE  CHECK  LIST 

Reed  is  closely  monitoring  the  progress  of  Citigroup's  key  businesses  and  management  processes.  He  thin 
management  is  doing  well.  But  he's  not  satisfied  with  other  areas. 
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ASSET  MANAGEMENT  It's  full  speed 
ahead  at  the  smallest  of  Citigroup's  three 
main  business  lines.  "I'm  quite  comfortable 
that  we  have  a  decent  vision,"  Reed  says. 
"I'm  not  spending  any  time  worrying  about 
that." 

CORPORATE  BANK  Reed  is  asking  his 
executives  questions:  Who  are  your  cus- 
tomers? What  are  you  doing  for  them? 
What  kind  of  capital  does  it  require? 
What  kind  of  earnings  volatility  are  you 
going  to  experience?  "This  is  a  business- 
building  activity,"  Reed  says.  "I  would 
say  we  are  in  the  very  early  stages." 

CONSUMER  BANK  Reed  and  Weill  dis- 
cussed strategy  before  doing  the  deal. 
And  integration  is  further  along  than  on 
the  corporate  side.  "But  still,  it's  got  to 
take  on  real  form,"  Reed  says. 

RISK  MANAGEMENT  The  most  impor- 
tant process  at  the  company,  Reed  says.  To 
combine  "very  disparate  risk  systems,"  Citi 
has  brought  in  an  outsider,  Petros  K. 
Sabatacakis,  most  recently  of  American 
International  Group. 
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HUMAN  RESOURCES  Develop 
won't  have  much  impact  on  the  i 
short-term  success.  But  it  will  in 
three  years,  says  Reed.  "I  don't  t 
want  to  rely  on  just  going  out  in  t 
market  and  hiring  people. ...  I  pi 
dous  value — more  than  most  peo 
the  HR  function." 

TECHNOLOGY  "The  Internet  is 
shape  our  business,"  says  Reed, 
we  need  a  technology  overlay,  to 
at  the  whole  company  from  some 
architectural  and  technology  look 
looking  to  create  a  process  that  a 
company  to  be  moving  purposefu 
an  appropriate  technology  archite 
capability,  and  capacity." 


TO  DO/ 
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FINANCE  Reed  says  it's  not  en< 
seize  opportunity  in  the  100  cou 
where  Citigroup  does  business.  Y 
have  to  be  able  to  gauge  your  net 
ital,  monitor  exposures,  and  devi 
strategies.  "Risk,  HR,  technology 
finance — we  don't  have  them  ful 
ed  yet." 
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^Obviously  it  takes  slightly  more  time  to  say  yes  twice 
than  it  does  to  say  yes  once.  But  [not]  that  much  more 
time.  I  think  we've  accomplished  a  lot  J  J 


il  arc!  should  start  asking  questions  about  whether  the 
1  try  can  be  properly  managed  by  its  co-heads.  "I  said  to 
&  ard:  'Look,  if  18  months  in  we  are  not  effectively  run- 
I  le  company,  well  then,  if  I  were  an  outside  director  I 
E  say,  hey  guys,  what's  going  on?' "  says  Reed,  who 
I  ;he  start  of  the  integration  from  June,  1998.  "I  will  be 
I  isappointed  if  at  the  end  of  1999  we  can't  look  back  and 
i  fundamental  structural  steps  have  been  taken  and  the 
ses  are  in  place."  Weill  is  not  as  specific  but  does  say 
i  wants  Citigroup  to  be  "Y2K  management  compliant," 
lg  that  he  expects  the  groundwork  for  the  deal  to  be 
;te  by  yearend. 

MR.  Even  if  Reed's  specific  goals  are  met,  there's  the 
;en  issue  of  succession.  When  the  deal  was  inked,  Reed 
t  he  was  getting  a  likely  heir  apparent  in  Jamie  Dimon, 
resident  of  Travelers  Group  Inc.  But  when  Dimon 
isted  last  November,  the  company  was  left  without  any- 

succeed  Weill,  66,  and  Reed,  60. 

d  and  Weill  may  view  the  succession  differently  and 

ive  different  timetables.  Reed  says  the  two  haven't  dis- 

this  sensitive  topic  since  the  early  days  of  the  deal. 


re  by  far  the  biggest,  how  do  you  compare 
ce?  You  could  invent  a  phantom  menace . . . 


THE  SYNTHETIC  CITIGROUP 

Iso  gauging  Citi's  progress  by  matching  the 
against  a  "synthetic"  competitor,  a  weighted 
5  of  the  stock  prices  of  seven  other  financial- 
companies.  The  index  was  designed  to  approxi- 
same  business  mix  as  Citigroup.  "And  the 
m  in  my  mind  is:  Do  we  do  better?. . .  We're  a 
r  than  the  synthetic  right  now,  but  not  meaning- 
the  other  hand,  we're  not  worse, "  Reed  says. 
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SANDY  WEILL 


But  Reed  has  talked  about  retiring  and  is  open  to  the  idea  of 
bringing  in  an  outsider  as  a  successor.  Weill,  though,  seems  to 
relish  the  lengthy  process  of  grooming  a  successor  and  is  in 
no  hurry  to  leave.  "We  will  have  done  a  good  job  if  four  or 
five  years  from  now  it  becomes  obvious  that  people  have 
grown  up  in  this  company  that  can  take  over  from  what  we 
do,  and  take  it  to  the  next  level,"  says  Weill. 

A  more  political  analysis  of  the  two  would  be  that  Weill 
and  Reed  could  be  headed  for  a  showdown.  Prince  Alwaleed's 
comments  aren't  the  only  sign  of  strain.  There  are  rumors 
among  insiders  and 
ex-Citigroupers  of  dis- 
cord between  the  two 
men.  Scuttlebutt  is 
that  Weill  is  winning  the  battle  by  putting  his  lieutenants  on 
the  ground.  They  say  Reed,  something  of  a  loner,  has  few  in- 
ternal allies.  But  Reed  could  find  support  from  the  board, 
which  is  half  Travelers  directors  and  half  Citicorp  directors. 
"John  and  Sandy  say  the  rumors  simply  are  not  true.  Come 
back  in  two  years  and  see  what  they  built,"  says  Michael 
Schlein,  Citigroup's  director  of  corporate  affairs. 

Getting  beyond  the  two  personalities,  there  is  no  denying 
the  promise  of  the  deal.  Citigroup  could  very  well  be  on  the 
way  to  success.  And  the  friction  and  frustrations  now  being 
felt  may  just  be  the  growing  pains  of  any  big  merger.  Indeed, 
it  should  be  said  that  Weill  and  Reed  have  put  themselves  on 
the  line,  taking  the  plunge  at  a  time  when  competitors,  such 
as  J.  P.  Morgan,  Chase  Manhattan,  and  Merrill  Lynch,  have 
yet  to  move  toward  more  consolidation. 

Reed  and  Weill  have  assembled  a  dazzling  collection  of 
businesses,  and  Citigroup  has  been  making  financial  progress. 
Return  on  equity  was  24%  in  the  first  quarter,  well  above  its 
goal  of  20%.  Like  other  financial  companies,  Citi's  stock  also 
has  rebounded  from  the  lows  of  last  fall,  rising  from  32'A  on 
Oct.  8,  the  day  the  deal  was  closed,  to  64  currently. 

Citi's  bureaucratic  culture  has  been  energized  by  Weill's 
fast-moving  managers.  Costs  have  been  cut,  stock  options 
have  been  distributed  more  broadly,  and  a  culture  of  sales- 
manship has  been  promoted.  Travelers'  domestically  oriented 
managers  now  have  entree  to  a  wealth  of  opportunities  over- 
seas, thanks  to  Citibank's  on-the-ground  presence  in  100 
countries.  "I  think  the  concept  of  what  we  did  is  fantastic," 
says  Weill.  "The  opportunity  for  us  to  accelerate  growth, 
rather  than  to  be  a  casualty,  is  enormous." 

But  although  these  are  early  days,  Citi  has  yet  to  prove 
that  combining  all  these  businesses  under  one  management 
will  prove  more  profitable  over  time.  "I  would  he  to  you  if  I 
said  we  have  booked  tremendous  incremental  customer  rev- 
enue by  exploiting  the  various  channels,"  says  Reed.  "It's  pre- 
mature. I  would  guess  that  would  take  two  to  three  years." 

Reed's  "synthetic"  Citigroup  model  shows  the  market  is 
viewing  the  deal  warily.  Reed  and  Citigroup  Vice  Chairman 
Paul  J.  Collins  created  a  weighted  composite  of  the  stocks  of 
Citi's  top  competitors  to  see  how  Citi  stock  would  stack  up. 
Together,  they  form  a  company  comparable  to  Citigroup. 
"The  proposition  in  my  mind  is,  do  we  do  better?"  says 
Reed.  "Otherwise  putting  us  together  doesn't  make  sense."  So 
far,  the  market's  verdict  isn't  quite  in.  "We're  a  tad  better 
than  the  synthetic  right  now,  but  not  meaningfully,"  says 
Reed.  "On  the  other  hand,  we're  not  worse." 

Reed's  checklist  is  another  benchmark.  "You  won't  be  sur- 
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prised,"  Reed  says,  poking  fun  at  his  reputation  as  a  scientific 
manager.  The  list  consists  of  a  half-dozen  or  so  goals  that  he 
feels  must  be  met  as  part  of  the  basic  integration  of  Citicorp 
and  Travelers  (page  128).  Reed  is  concerned  that  Citi  define 
its  vision  for  its  consumer  and  corporate  business.  And  he 
wants  it  to  establish  processes  for  measuring  risk,  nurturing 
talent,  allocating  capital,  and  developing  the  technology  to 

compete  in  the  Inter- 
net era. 

"Putting  two  com- 
panies together,  par- 
ticularly as  big  as  these,  you  have  to  start  with  a  business 
purpose,"  Reed  says.  "You  have  to  know  what  the  hell  you 
are  trying  to  do.  It  can't  be  just  making  money." 

Weill's  goals  are  more  tangible.  Not  surprisingly,  the  two 
men  have  run  into  disagreements.  For  example,  they  had  to 
decide  on  a  common  pension  plan 
for  nearly  170,000  Citigroup  em- 
ployees. The  gap  between  the  two 
ceos  was  considerable.  Travelers  is 
known  for  its  chintzy  benefits, 
while  Citicorp's  benefits  were  more 
generous.  In  fact,  the  first  move  in 
a  typical  Weill  acquisition  is  to  cut 
costs  by  paring  benefits  and  pen- 
sion plans  and  replacing  them  with 
stock  options.  As  a  bank,  Citi  tra- 
ditionally paid  fairly  low  salaries 


CARPENTER  AND  MENEZES 

The  two  were  put  in 
charge  of  the  corporate  bank 
when  it  became  clear  that 
Weill  and  Dimon  weren't 
getting  along 


WEILL'S  MANAGEMENT  RULES 

►  Increase  shareholder  value — doubling 
earnings  every  five  years 

►  Constantly  acquire  companies  to  take 
advantage  of  strategic  opportunities  and  to 
boost  earnings 

►  Motivate  employees  to  think  and  act 
like  owners — spread  stock  ownership  from 


says  that  putting 
system  together  t 
lot  of  work  on  hisj 
Reed  says  he  fj 
moral  obligation  1 
amine  even  the 
minute  details  d 
plan.  "I  spent 
months,  putting  zj 
of  hours  into  this,"  Reed  says. 

In  addition  to  disagreements,  having  co-heads  has] 
time  consuming.  For  example,  Reed  recently  initiated  aj 
egy  session  on  Japan.  "I  said,  'Hey,  Sandy,  we  have  al 
money  invested  in  Japan,  but  we  don't  have  an  intejj 
business  plan,'"  Reed  says.  "It  may  have  been  the  best 
ing  Sandy  and  I  have  done  together.  We  really  Mu 
Jeffed  it  very  well."  But  the  m 
stretched  over  three  days 
CACHET  CLOUT.  Citigroup  bega 
glimmer  in  Weill's  eye  back  in 
ary,  1998.  Weill  courted  Reed  and 
him  on  a  merger  of  equals.  For 
was  a  no-brainer.  Travelers,  whi 
almost  entirely  a  domestic  co 
lacked  Citi's  cachet,  clout,  and  d 
experience  everywhere  from  Br 
Bombay.  Citicorp,  with  $23  billion 
adjusted  revenues,  had  the  bigges 


but  rewarded  longtime  workers    the  boa_rdro_omA°Ahe  ™ajLr??™   it-card  business  in  the  world  and 


with  good  benefits. 

Weill  wanted  to  implement  new 
benefits  by  Jan.  1,  1999,  says  one 
Citigroup  manager.  However,  the 


►  Build  a  management  team  that  works 
together  and  feels  like  a  family,  with  a 
common  vision  and  values 


and  corporate  banking  operations 
The  megamerger  appealed  to  R 
well.  First,  Travelers,  with  $37 
in  revenues,  offered  Citicorp  new 


two  couldn't  reach  an  agreement 

►  Cut  bureaucracy  bution  channels  through  Travelers'! 

until  April,  and  the  new  benefit    ^.  Reduce  costs  by  reducing  head  count  Salomon  Smith  Barney  brokers,  ft 

plan  won't  go  into  effect  until  Jan.    Primerica  Financial  Seivices  repl 


1,  2000.  The  resulting  plan  scaled 
back  Citicorp's  benefits  and  relies 
more  on  stock  options,  while  cut- 
ting costs  in  the  short  term.  Reed 


►  Save  money  on  benefits  by  awarding 
stock  options 

DATA  BUSINESS  WEEK 


11, son  Travelers  Life  &  Annuity 
Further,  Reed,  Citi's  ceo  since  19*1 
failed  to  build  a  management  teaF 
could  cut  through  Citi's  entrench! 
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acy.  Travelers  had 
managers — or  as 
put  it,  good  DNA. 
1  been  frustrated 
ing  to  get  greater 
tional  disciplines 
he  old  Citibank," 
Reed.  "I  felt  the 

•  ;r  would  help  me 
at  quest,  and  it 

r  START.  The  huge 
would  be  both 
central  legacy,  but 
was  especially  eu- 
.  The  dynamic  be- 
one  of  banking's 
respected  names 
le  more  mundane 
lers  was  best 
ed  up  at  the  Apr. 
•98,  Travelers  an- 
meeting  at 
gie  Hall.  A  share- 

*  took  the  micro- 
and   said  that 

must  feel  as  if  he 
ust  asked  super- 

Elle  MacPherson 
i  a  date.  And  in- 

of  turning  Weill 

MacPherson  asked 
if  he  wanted  to 

the  weekend  with 
Weill  responded 
i  grin. 
i  major  catch  to 

sal:  Weill  and  Reed  had  to  share  the  top  job,  since  nei- 
wanted  to  step  down.  And  unlike  every  one  of  the 
3  of  acquisitions  that  Weill  had  done,  this  was  a  merger 
lals — a  very  different  animal. 

5  deal  got  off  to  a  rocky  start.  From  April  until  Oct.  8, 
the  Federal  Reserve  officially  approved  it,  Travelers 
'iticorp  were  forced  to  proceed  slowly.  Another  blow 
on  Nov.  1,  when  Weill  and  Reed  abruptly  asked  for  Di- 
resignation.  The  two  co-ceos  were  forced  to  choose  new 
rs  for  the  corporate  bank:  Victor  J.  Menezes,  who  was 
.nk  president,  and  Michael  A.  Caipenter,  who  had  head- 
Fravelers  insurance  business. 

non's  departure  changed  the  whole  ball  game.  Going 
he  deal,  Reed  assumed  that  Dimon  was  a  viable  sue- 


ROBERT  LIPP 

A  loyal  Weill  lieutenant, 
Lipp  edged  out  Reed's 
manager  and  is  now  running 
the  company's  vast  consumer 
banking  empire 


cessor.  Once  it  became 
clear  that  Weill  and  Di- 
mon's  relationship  was 
troubled,  Reed  and  Weill 
were  left  with  no  suc- 
cessor in  sight. 

Weill  and  Reed  have 
little  in  common.  Weill  is 
a  Wall  Street  legend. 
From  a  middle-class 
background  in  the  Ben- 
sonhurst  section  of 
Brooklyn,  he  has  become 
the  third  highest-paid 
CEO  in  America,  making 
$167  million  in  1998.  He 
is  a  street-smart,  per- 
sonable, outgoing  man 
who  loves  nothing  more 
than  talking  about  his 
latest  victory.  Wall 
Street  loves  Weill  for  his 
relentless  focus  on  the 
bottom  line  and  the 
stock  price.  Weill  has  re- 
lied on  a  group  of  man- 
agers who  are  personally 
very  loyal  to  him. 
Reed  is  probably  the 
most  visionary  banker  of  his  generation.  He  was  born  in 
Chicago  but  grew  up  mainly  in  Juan  Peron's  Argentina,  the 
son  of  an  American  corporate  executive.  Much  of  his  time  is 
spent  alone,  reading  and  thinking.  Call  his  office  early  in 
the  morning,  and  chances  are  Reed  will  pick  up  the  phone  be- 
cause he's  the  first  to  work,  says  one  former  associate.  It's 
typical  of  Reed  that  he  just  about  revolutionized  retail  bank- 
ing while  on  vacation,  dashing  off  what  is  still  referred  to  as 
"The  Memo  from  the  Beach." 

So  just  what  happens  when  a  die-hard  moneymaker  is 
lashed  to  a  more  theoretical  executive?  And  which  one  is 
running  the  show?  It  certainly  looks  as  if  Weill  has  the 
upper  hand.  His  lieutenants  control  most  of  the  operating 
businesses.  Look  at  who's  heading  Citigroup's  vast  con- 
sumer business,  credit-card,  mortgage,  and  retail  banking 
empire:  Robert  I.  Lipp,  the  former  Chemical  banker  whom 
Weill  hired.  Lipp  edged  out  his  co-head,  Citibanker  William 
I.  Campbell,  who  retired  in  April.  Reed  had  brought  Camp- 
bell in  from  Philip  Morris  Cos.  Or  consider  that  while 
Travelers  manager  Thomas  W.  Jones  and  Citicorp  manager 
Peter  Carman  are  co-heads  of  ssb  Citigroup  Asset  Man- 
agement, it  is  Jones,  a  Weill  hire,  who  is  on  the  management 
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INCOME  IS 
DIVERSIFIED. 


...BUT  IT  HAS 
BEEN  ERRATIC. 


...AND  THE  STOCK 
IS  OFF  ITS  HIGH 


1998  CORE  BUSINESS  INCOME* 
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CONSUMER 
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WEILL:  1  HAVE  NO  PROBLEM  BEING  A  PARTNER  WITH  JOHN' 


Q:  Hoiv  do  you  feel  about  co- 
heads? 

A:  I  don't  think  that  we  have 
to  have  two  by  twos  by  twos 
like  Canadian  geese.  We  should 
have  whatever  works.  That 
could  be  co-heads,  tri-heads.  It 
could  be  one  head.  It  should  be 
something  that  makes  sense.  I 
have  no  problem  being  a  part- 
ner with  John. 

Q:  Dont  you  find  it  unwieldy? 
A:  It  doesn't  make  things  take 
inordinately  longer.  Obviously  it 
takes  slightly  more  time  to  say 
yes  twice  than  it  does  to  say 
yes  once.  But  I  don't  think  it 
takes  that  much  more  time.  I 
think  we've  accomplished  a  lot 
in  a  short  period  of  time. 


Q:  Is  there  any  friction  between  Citi 
people  and  Travelers  people? 
A:  When  you  put  companies  together, 
it  is  a  disruptive  thing.  It  becomes 
something  that  begins  to  work  if  and 
when  people  understand  [that]  what 
you're  doing  makes  sense.  The  ques- 
tion isn't  whether  the  Travelers  peo- 
ple are  taking  over  or  the  Citi  people 
are  taking  over.  It's  not  who  won,  but 
rather  the  company  won. 

Q:  Are  you  trying  to  have  a  roughly 
equal  amount  of  Travelers  and  Citi 
people  in  various  functions? 
A:  I  don't  think  that's  the  way  to 
look  at  it.  We  should  pick  whoever  is 
the  best  person.  And  if  100%  come 
from  one  place,  that's  the  way  it 
should  be. 

Q:  Is  your  plan  to  get  Vie  merger 

working  and  pick  a  successor? 

Ai  Mavbe  it  will  be  three  and  a  half, 


I  IThe  most  important 
thing  is  to  get  to  the 
point  where  this  thing 
is  one  family  7  J 


four,  or  five  years.  People  will  rise  in 
this  organization  after  spending 
three-four-five  years  as  part  of  Citi- 
group and  then  they  will  be  able  to 
manage  Citigroup.  That  will  be  dif- 
ferent from  managing  Travelers  or 
Citicorp.  If  we  do  a  good  job,  that 
person  should  be  working  for  us  now, 
and  will  take  it  to  the  next  level. 
That  would  make  me  the  most  hap- 
py. And  I  don't  think  we're  close  to 
making  that  decision  today. 

Q:  Do  you  have  any  plans  to 


fill  the  president's  job? 
A:  Haven't  even  had  a  secon< 
conversation  about  it.  I  think 
the  one  thing  that  we  don't 
need  is  a  filter  between  the 
business  and  John  and  mysel 
That  would  make  it  difficult. 

Q:  Wliat  about  cultural  issue. 
A:  We  are  different.  I  think 
that  Travelers  is  more  decisio 
oriented,  Citi  is  more  studied, 
More  controls.  I  think  we've 
made  great  progress  in  bring 
the  cultures  together. 

Q:  Are  the  incentive  plans  be 
ing  chatiged? 

A:  The  top  70  managers  are 
committed  to  holding  75%  of 
their  Citigroup  stock.  And  w 
9H  are  making  everyone  owners 
with  option  grants.  These  incentiv 
go  much  deeper  than  it  ever  went 
at  Citi. 

Q:  Can  you  really  create  a  family 
feeling  at  a  company  as  big  as  Cit 
A:  I  think  so.  When  you  first  get 
married  and  you  find  what  each  ot 
er  is  about,  it's  like  a  work  in 
progress  all  the  time. 

Q:  Are  you  ready  to  do  another 
acquisition? 

A:  We're  closer  than  we  were  six 
months  ago.  But  for  us  to  do  a  bi: 
thing  soon,  that  would  be  folly.  Tl 
most  important  thing  is  to  get  to 
the  point  where  this  thing  is  one 
family. 

I  think  we're  making  good 
progress.  I  hope  that  we  can  be,  t 
the  end  of  the  year,  in  a  place  wh< 
the  company  is  the  winner  and  th< 
shareholder  is  the  winner. 


committee.  And  finally,  Weill's  son.  Marc,  who  heads  Citi- 
group Investments,  is  on  the  management  committee. 

Weill  is  also  transforming  the  culture  of  Citigroup.  For  ex- 
ample, Joseph  J.  Plumeii  II,  who  headed  Primerica  Financial 
Services,  a  consumer  finance  company  with  part-time  sales- 
people selling  term  insurance  to  lower-income  families,  is 

now  in  charge  of 
Citibank's  more  than 
1,100  branches.  And 
Plumeii  is  getting  re- 
sults: Citibank's  earnings  w^ere  $75  million  in  the  first  quarter 
of  1999,  up  from  $25  million  a  year  ago.  "When  you  put 
companies  together,  it  is  a  disruptive  kind  of  thing,"  says 
Weill.  "It  becomes  something  that  begins  to  work  if  and 
when  people  understand  what  you're  doing  and  if,  in  their 
eves,  it  makes  sense." 
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Weill  has  also  brought  in  the  religion  of  stock  on 
This  year,  33,000  Citigroup  employees  were  awrarded  foul 
stock  options,  increasing  the  number  of  Citi  employee! 
own  stock.  Further,  the  top  70  managers  at  CitigrouJ 
agreed  that  they  won't  sell  75%  of  their  Citigroup  sto« 
til  they  retire. 

But  at  the  board  level,  Reed  may  have  the  edge.  F« ! 
all,  he  is  the  younger  man  by  six  years.  Second,  Weill 
longer  playing  with  his  Travelers  board,  with  its  inlj 
and  loyalists.  The  board  is  nowT  dominated  by  blue-chiji 
from  AT&T's  C.  Michael  Armstrong  to  Monsanto's  Roblj 
Shapiro  to  Chevron's  Kenneth  T.  Den-.  "The  board  nowlj 
a  Sandy  Weill  board.  Citi  directors  are  much  tougher,"  ■ 
former  Citigroup  manager. 

A  senior  Federal  Reserve  official  said  that  the  IT 
aware  of  talk  that  Reed  might  leave  the  bank  but  is  n 
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Truth  be  known,  Tom  gets  a  lot  of  help  from  his  team  and  a  Lotus 
Notes-based  application  called  SIMON™  (Supplier  Inventory  Management  Order 
Network,  developed  by  Shell  Services  International).  With  SIMON,  Shell 
Chemical  reduced  their  supply  chain  costs  and  realized  an  extra 

contribution  of  $20,000,000.  SIMON  improved  customer  service,  too-  I 
preventing  stock  outs,  reducing  inventories  by  60°/o  and  significantly 

|  decreasing  transaction  costs.  Even  better,  Tom  has  helped  differentiate  Shell 
in  an  otherwise  commodity  industry.  To  learn  about  R5,  the  newest  release  1 
1  of  Lotus  Notes,  visit  www.lotus.com/superhumansoftware 

SUPER. HUMAN. SOFTWARE 


Lotus, 


An  IBM  Company 


REED:  THE  CULTURE  WILL  TAKE  CARE  OF  ITSELF* 


Q:  Have  there  been  amy  sur- 
prises in  the  merger? 
A:  The  business  promise  is 
greater  than  we  expected.  It 
really  turns  out  to  be  an  amaz- 
ingly attractive  business  system 
and  our  customers  are  saying 
that,  too....  I  think  the  human 
part  of  making  it  happen  has 
been  more  difficult  than  I  might 
have  imagined. 

Q:  Looking  back,  were  there 
good  reasons  not  to  merge? 
A:  You  could  have  said,  gee, 
instead  of  merging  with  Trav- 
elers, why  didn't  you  go  out 
and  buy  or  merge  with  some- 
body else,  in  other  words  take 
a  step  toward  an  electronic  dis- 
tribution system,  which  we 
don't  have  in  the  company.  I 
thought  about  that.  That  was  a  le- 
gitimate reason  to  say  no,  not  this 
one,  but  maybe  something  else.  The 
thing  that  persuaded  me  is  I  didn't 
see  anything  about  doing  this  merg- 
er that  would  preclude  you  from 
taking  that  second  step.  And  in  fact, 
you  might  be  a  more  powerful  part- 
ner if  you  chose  to. 

Q:  Are  yon  looking  for  such  a 
deal? 

A:  What  we  are  trying  to  do  right 
now  is  make  sure  we  can  run  the 
company  effectively. 

Q:  Is  a  common  culture  really 
necessary? 

A:  I  think  it  helps.  What  is  culture? 


L  L  The  human  part 
...has  been  more 
difficult  than  I  might 
have  imagined  7  J 


Culture  is  unwritten  rules  and  val- 
ues. And  the  benefit  of  them  is  you 
don't  need  to  be  explicit.  It's  auto- 
matic. If  you  have  a  culture  that 
says  you  wear  a  tie  to  work  you 
don't  have  to  write  a  rale  saying, 
hey  guys,  wear  a  tie.  You  know  that 
people  will.  The  benefit  of  having  a 
strong  culture  is  it's  binding.  You 


probably  feel  that  with  regai 
to  your  family. 

Q:  WJiat  about  corporate  cul- 
tures specifically? 
A:  If  you  can  get  a  culture  tl 
is  a  healthy  one,  it  makes  pe< 
pie  feel  more  comfortable  be- 
cause they  are  at  ease  with  t 
environment,  they  feel  like  tl 
fit  in. 

Q:  Are  people  in  Citigroup  h 
ing  to  adjust? 
A:  If  you're  a  guy  from  Smit 
Barney  and  you  go  on  a  trip 
Europe  to  talk  to  the  Citibar 
people  about  how  to  get  in  tl 
brokerage  business  in  Europ< 
you  probably  feel  a  little 
strange. 


Q:  Did  Citicorp  and  Travelers  hai 
different  cultures? 
A:  The  companies  did  have  very  d 
ferent  cultures.  But  I  will  tell  you 
that  Travelers  wasn't  one  culture. 
And  Citi  wasn't  really  one  culture 
There  was  a  big  difference  betwet 
the  New  York  Citi  and  the  Philip- 
pines Citi. 

Q:  Do  you  worry  about  these  issu 
in  the  longer  term? 
A:  The  culture  will  take  care  of  it 
self.  People  ultimately  learn  how 
work  together.  They  may  not  like 
They  may  complain  a  lot.  But  you 
know  what?  Five  years  from  now, 
they  will  be  quite  surprised  at  ho 
they  have  learned  to  get  along. 


comfortable  with  Weill.  However,  the  official  said  the  Fed 
sees  Citigroup  as  a  regulatory  challenge  because  it's  "an  en- 
tity unlike  any  other  we've  ever  supervised."  For  example, 
the  Fed  official  said  there  was  concern  about  the  impact  of 
the  culture  of  the  insurance  business  on  banking  practices. 
And,  according  to  the  official,  "There  has  been  a  lot  more  up- 
heaval and  fractiousness  than  we  expected." 

The  bottom  line  is  that  Weill  does  not  want  to  go 

anywhere,  while  Reed 
is  giving  mixed  sig- 
nals. "I  think  John's 
view  is  to  find  a  suc- 
cessor and  move  on.  Sandy's  view  is  'carry  me  out  in  a 
box,  toes  up,' "  says  one  former  Citigrouper.  Reed  says  any 
discussion  of  the  topic  has  to  be  put  off  until  Citi  delivers  on 
his  checklist,  hopefully  by  December.  At  that  time,  Reed 
says,  he  would  be  able  to  rethink  his  role.  "You  are  at  a 
checkpoint-restart,"  meaning  it  is  time  to  decide  whether  to 
start  a  new  checklist,  says  Reed.  "Then  you  say,  what's 
good  for  the  company?" 

There's  no  question  Reed  has  interests  outside  business.  On 
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the  day  he  sat  for  an  interview  with  business  week 
had  just  given  a  speech  to  a  group  in  New  Jersey  on  tl 
ject  of  what  will  happen  in  the  next  100  years.  And 
versation,  Reed  ranges  far  and  wide,  mixing  insights  fr< 
sciences  with  snippets  of  metaphysical  poet  John  Doni 
references  to  sports.  "I  have  lots  of  other  interests,' 
says.  "I  have  lots  of  things  I  would  like  to  do — n 
which  I  am  currently  doing." 

But  Reed  also  leaves  the  impression  it  will  be  hard  f 
to  leave.  "At  some  level,  I'm  a  Calvinist,"  he  says 
worst  adjective  that  could  be  applied  to  me,  in  my  owr 
judgment,  would  be  irresponsible.  Not  meeting  your  r 
sibilities  is  a  big  sin  in  the  Reed  household."  And  Ree 
much  unfinished  business.  Expanding  on  the  Internet 
to  his  goal  of  getting  1  billion  customers. 

Which  leads  us  back  to  the  Spanish  bank  and  th 
toss.  In  which  case,  the  appropriate  question  to  ask  n 
Anyone  care  to  flip  a  quarter? 

By  Gary  Silverman  and  Leah  Nathans  Spiro  h 
York,  with  John  Rossant  in  Milan  and  Owen  Ullnu 
Washington 
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cial  Issues 


COMMENTARY 

By  Richard  S.  Dunham 


THE  FENCE  IS  GETTING  UNCOMFORTABLE  FOR  BUSH 


s  George  W.  Bush  gears  up  for 
the  2000  Presidential  election, 
I  la  key  question  is  becoming 

tr:  Is  he  compassionate — or  a 

servative? 

lush,  of  course,  says  he's  both. 
I  he  has  successfully  walked  this 
tical  tightrope  as  Texas  governor 
five  years.  He  has  won  over  mi- 
ties,  women,  and 
lerate  suburbanites 
?tressing  inclusive- 
5  and  rebuffing 
it-wing  efforts  to 
eal  affirmative  ac- 

laws.  At  the  same 
3,  his  pro-gun,  anti- 
rtion,  anti-gay- 
its  record  cheers 
al  conservatives, 
t  November,  Bush 
red  he  could  be  all 
igs  to  most  people 
>n  Lone  Star 
ers  gave  him  a 
md  term  with  a 
>rd  70%  of  the  vote. 
Jut  Bush  will  find  it  difficult  to 
licate  that  formula  on  the  national 
re.  His  strategy  is  to  run  far 
ugh  to  the  right  on  some  social 
;es  to  capture  the  gop  nomination, 

to  avoid  overheated  rhetoric  that 
ild  alienate  the  social  moderates 
)  are  key  in  the  general  election, 
ih's  rivals,  though,  want  to  pin 

down.  "At  some  point,  he  has 
to  say  which  side  he  is  on,"  says 
)ublican  pollster  Kellyanne  Fitz- 
rick,  who  is  working  on  the  Presi- 
tial  campaign  of  former  Vice- 
sident  Dan  Quayle. 
1  SON.  Bush  backers  say  critics 
take  consensus-building  for  waf- 
er. "His  instinct  is  to  unite  people 
aer  than  divide,"  says  Karen 
trties,  a  top  aide.  Indeed,  Bush 

even  won  over  some  Democrats. 
rs  Sandy  Kress,  a  former  Dallas 
mty  Democratic  chair  who  backs 
ih:  "His  own  views  are  rather 
servative,  yet  Bush  shows 
pect  to  people  with  whom  he 
1  Irs." 

t  Still,  a  kinder,  gentler  approach 
Id  cause  trouble  for  the  former 
isident's  eldest  son  in  a  primary 

i  ainated  by  the  party's  right  wing. 


Already,  Bush  has  angered  true  be- 
lievers on  both  sides  of  the  abortion 
debate.  Abortion-rights  advocates 
dismiss  Bush  as  a  100%  abortion  foe. 
But  anti-abortion  groups  groan  when 
Bush  acknowledges  that  the  U.  S.  is 
unlikely  ever  to  ban  all  abortions. 
They  give  the  governor  scant  credit 
for  the  May  22  Texas  House  passage 


the  centrist  vote — former  Trans- 
portation Secretary  Elizabeth  H. 
Dole — quickly  embraced  various  gun 
curbs.  Bush,  who  in  1997  signed  a 
bill  allowing  Texans  to  carry  con- 
cealed weapons,  responded  unsurely. 
On  Apr.  22,  he  endorsed  instant 
background  checks  at  gun  shows. 
But  Bush  hadn't  backed  a  similar  bill 
that  had  failed  in  the 
Texas  legislature  a  day 
earlier.  The  reason:  He 
favors  a  federal,  not 


MINORITY  SUPPORT: 

Bush  wants  to  keep 
affirmative  action 


A  FINE  LINE 


ABORTION  The  governor  opposes 
abortion  and  wants  parental-noti- 
fication laws.  But  he  says  Ameri- 
cans won't  ban  abortion  now. 

GUN  CONTROL  Backed  legalizing 
concealed  weapons  in  Texas. 
But  he  won't  say  whether  he 
backs  the  gun-control  bill  passed 
on  May  22  by  the  Senate. 

HATE  CRIMES  Wouldn't  support 
increasing  penalties  for  hate 
crimes  directed  at  certain  groups. 
Critics  say  he  was  catering  to 
conservatives  who  didn't  want 
to  include  gays. 

DATA:  BUSINESS  WEEK 

of  a  bfil  to  require  parental  notifica- 
tion before  teens  receive  abortions. 
Bush's  stance  is  "an  abdication  of 
leadership,"  charges  Colleen  Parro, 
director  of  the  Republican  National 
Coalition  for  Life. 

Bush  is  finding  it  even  trickier  to 
waltz  down  the  middle  on  gun  con- 
trol. After  the  Littleton  (Colo.)  high 
school  massacre,  Bush's  top  rival  for 


state,  law.  Complains 
Texas  Democratic  Par- 
ty Chair  Molly  Beth 
Malcolm:  "He  beats 
around  the  bush  on 
everything." 

Or  take  Texas  legis- 
lation on  hate  crimes. 
A  proposal  named  for  James  Byrd 
Jr.,  the  Jasper  (Tex.)  black  man  who 
was  dragged  to  his  death  by  white 
supremacists,  was  nixed  by  the  Re- 
publican-controlled state  Senate  be- 
cause it  included  protections  for  ho- 
mosexual victims.  Bush  refused  to 
speak  out  for  the  bill,  and  Byrd's 
family  blamed  him  for  its  demise. 
Democrats  accuse  Bush  of  pandering 
to  Christian  conservatives.  "Bush  is 
starting  to  show  his  far-right  spots," 
jabs  Democratic  National  Committee 
Chair  Joe  Andrew. 

Bush  will  soon  have  to  decide 
which  wing  of  the  Republican  Party 
he's  from.  He  could  follow  Ronald 
Reagan's  approach  by  taking  strong 
conservative  stands  on  issues  and 
hope  to  attract  voters  who  disagree 
but  like  his  character.  Or  he  could 
adopt  the  Bill  Clinton  formula:  Talk 
about  broad  themes  and  try  to  be  all 
things  to  all  people.  Either  approach 
is  risky.  But  he  won't  be  able  to  get 
away  much  longer  with  his  current 
approach,  which  has  been  to  sit  back 
with  his  finger  to  the  wind. 

White  House  Correspondent 
Dunliam  is  already  covering  the 
2000  election. 
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PUSHING  THE  ARTFOF 


Museum  Olympian 
Two-tone  stainless  steel 
Sapphire  (rystal  $<m 


Pete  Sampras:  A  Grand  Slam  k 
5  Wimbledons.  2  Australian 
4  US  Opens.  Number  1  ranking 
player  in  the  world,  six  years  straigh 
writing  history. 

Movado:  Maker  of  some  of  the  most  f 
timepieces  in  history.  99  patents.  Ov 
international  awards  for  design.  Wat( 
museums  on  five  continents. 


ZALES 

1-800-311-IEWEL 


MOVADO  WATCHES  ARE  EXHIBITED  IN  THE  PERMANENT  COLLECTIONS  OF  MUSEUMS  WORLD'Jfll 

MOVADO 

The  Museum  Watch. 


SWISS 


velopments  to  Watch 


)  BY  ELLEN  LICKING 


(EES  TAKE 
i  lTING  OUT  OF 
I  MINES? 

\\  EN  80  MILLION  AND  120 

I  land  mines  are  buried 
I  the  world,  especially 
I  *ola,  Cambodia,  and 
)sovo.  As  the  problem 
!  is,  the  need  for  detec- 
;  stems  becomes  more 
I  .  Now,  a  team  of  sci- 
from  the  University 
!  itana  and  Sandia  Na- 
Laboratories  in  Albu- 
|  le  is  training  honey 
ij 1  do  the  job. 
I  work  hinges  on  the 
i  of  the  bees  to  pick  up 
A  and  other  airborne 
i  als  on  their  bodies. 
!   amounts  of  TNT,  the 
I  ve  used  in  land  mines, 
|  nger  in  the  air  around 
;apons.  TNT  may  also 
sorbed  from  the  soil 
le  pollen  of  flowering 
Either  way,  traces  of 
jmical  could  be  picked 
;he  bees  as  they  forage 
d.  Monitoring  tnt  lev- 
the  beehives,  say  re- 
?rs,  might  be  a  way  to 
nearby  land  mines, 
est  then-  idea,  the  re- 
ers  intend  to  tag  50 
nth  tiny  devices  that 
he  insects'  movements, 
er  in  the  hive  will  scan 
ee's  tag  every  time  it 
or  leaves  the  hive, 
instruments  will  di- 
measure  the  air  in  the 
r  explosives.  Taken  to- 
|  the  data  might  be 
o  supply  researchers 
road  map  to  nearby 
dnes.  □ 


BUCKLE  UP: 
A  FUSION  ENGINE 
IS  IN  THE  WORKS 

LONG,  LONG  AGO,  WHEN  STAR 

Wars  was  still  a  trilogy,  sci- 
entists at  NASA  began  think- 
ing seriously  about  fusion  en- 
gines of  the  sort  that  might 
have  powered  Han  Solo's  Mil- 
lennium Falcon.  Chemical  fu- 
els are  fine  for  a  six-month 
hop  to  Mars.  But  to  journey 
to  the  outer  plan- 
ets and  back — a 
five-year  proposi- 
tion, in  the  case  of 
Pluto — engineers 
are  hoping  to  har- 
ness the  tremen- 
dous energy  re- 
leased when  two 
or  more  atoms 
fuse. 

Fantasy  is  now 
hurtling  toward 
reality.  At  NASA's 
Marshall  Space  Flight  Cen- 
ter in  Huntsville,  Ala.,  fusion 
project  leader  William  J.  Em- 
rich  Jr.  has  built  a  prototype 
of  a  magnetic  fusion  propul- 
sion system  that's  about  one- 
tenth  the  size  of  an  actual 


rocket  engine.  Before  at- 
tempting any  fusion  reactions, 
Emrich  and  his  colleagues 
must  figure  out  how  to  con- 
tain superhot  gas  called  plas- 
ma that's  used  to  trigger 
such  events.  Then-  prototype 
is  designed  to  test  the  hy- 
pothesis that  plasma  could  be 
held  stable  by  magnetic  fields 
at  100  million  degrees  centi- 
grade— the  temperature  re- 
quired for  a  full-scale  fusion 
reaction.  If  that  indeed  is  so, 


the  payoff  in  space  travel 
could  be  huge.  In  terrestrial 
terms,  Emrich  says,  "if  you 
could  put  a  fusion  engine  in  a 
car,  the  efficiency  would  be 
equivalent  to  7,000  miles  per 
gallon."  Neil  Gross 


A  ROAD  WITH  A  BUILT-IN  SCALE  

"SMART  CONCRETE,"  DEVELOPED  BY  ENGINEERS  AT  THE 

State  University  of  New  York  at  Buffalo,  could  elimi- 
nate the  need  for  truck-weighing  stations  on  highways. 
Developed  and  patented  by  Deborah  D.  L.  Chung,  a  pro- 
fessor of  mechanical  and  aerospace  engineering,  smart 
concrete  is  similar  to  the  normal  material — with  one 
exception.  It's  reinforced  with  short  carbon  fibers  whose 
electrical  resistance  changes  in  response  to  strain  and 
stress.  Because  shifts  in  resistance  are  directly  propor- 
tional to  changes  in  the  concrete's  load,  these  fibers 
allow  the  concrete  to  act  as  a  sensor.  According  to 
Chung,  the  location,  weight,  and  speed  of  any  vehicle 
can  be  monitored  as  it  travels  down  the  highway. 

Just  0.5%  carbon  per  volume  of  concrete  is  sufficient 
to  transform  the  material  into  a  highly  sensitive  detec- 
tor. Laboratory  tests  show  that  the  smart  concrete  can 
measure  loads  as  light  as  29  pounds  per  square  inch. 
Chung's  concrete  isn't  just  smarter,  it's  stronger,  too. 
She  estimates  that  her  smart  concrete  would  cost  about 
30%  more  than  the  conventional  variety.  Still,  that's  sig- 
nificantly cheaper  than  the  cost  of  embedding  free- 
standing sensors  into  roads,  a  procedure  that's  already 
in  use  on  some  highways.  □ 


CELL-SIZE 
TEST  TUBES  FOR 
BIOCHEMISTRY 

TO   BETTER  UNDERSTAND 

biological  chemistry  and  per- 
haps develop  useful,  new  cel- 
lular structures  for  drug 
delivery,  two  research  teams 
have  devised  artificial  meth- 
ods to  make  cell-size  con- 
tainers. The  first  group,  led 
by  chemistry  professor 
Richard  N.  Zare  of  Stanford 
University,  has  created  cel- 
lular "test  tubes"  for  micro- 
chemistry  experiments. 
That's  important  because  liv- 
ing things  don't  do  chemistry 
in  big,  heated  vats.  Reactions 
inside  cells  are  triggered  by 
proximity.  In  such  confined 
spaces,  it's  inevitable  that 
two  reactive  molecules  will 
soon  bump  into  each  other. 

Stanford's  miniature  ves- 
sels are  made  by  floating  a 
thin  membrane  on  a  liquid, 
then  evaporating  the  liquid 
rapidly  by  reducing  the  air 
pressure.  As  the  liquid 
"boils,"  molecules  get  trapped 
inside  pockets  smaller  than 
the  stump  of  a  hair.  When 
these  so-called  vesicles  are 
submerged  in  another  chemi- 
cal and  jolted  with  a  mild 
electrical  shock,  pores  open 
and  admit  a  few  molecules 
for  a  specific  test. 

Meanwhile,  a  team  of  sci- 
entists from  the  University 
of  Pennsylvania  and  the  Uni- 
versity of  Minnesota  is  de- 
veloping cell-size  capsules  for 
delivering  drugs  or  engi- 
neered genes  to  specific  sites 
in  the  body.  The  team  dips 
wires  into  a  liquid  polymer, 
allows  it  to  dry,  then  zaps 
the  wires  with  electricity. 
The  polymer  lifts  off  the 
wires  and  forms  microcap- 
sules, dubbed  polymersomes. 
Daniel  A.  Hammer,  a  Penn- 
sylvania chemical  engineer, 
believes  the  polymersomes 
might  also  be  put  to  use  as 
artificial  blood  cells,  since 
they  could  contain  the  oxy- 
gen-carrying molecules  found 
in  the  body.  Otis  Port 
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Silicon  Graphics  is  now 


www.sgi.cq 


That's  short  for  ervers,  supercomputers 
and  graphics  workstations  that  enable  breakthrough  insights. 

The  new  name  is  shorter,  but  behind  it  is  a  big  idea.  We're  building  computing  solutions  that  enable  \ 
to  expand  the  realm  of  innovation  and  creativity.  Solutions  that  enable  you  to  achieve  critical  insights  into  y 
most  difficult  challenges  -  before  your  competition  does. 

With  our  servers  and  supercomputers,  you  have  phenomenal  power  to  compute  the  absolute  toughe 
problems.  Our  graphics  workstations  allow  you  to  see,  manipulate  and  use  data  in  more  meaningful  ways.  Ar 
when  combined  with  our  broad  range  of  global  services,  we  make  it  possible  to  build  exactly  the  solution  yoi 
need  to  explore  the  ideas  you  dream  of,  no  matter  how  big  they  are.  From  safer  cars,  to  better  drugs,  to  new 
discoveries,  we  can  help  you  make  anything  possible. 

Have  a  new  look  at  SGI.  See  for  yourself  how  our  servers,  supercomputers  and 
graphics  workstations  can  solve  your  most  complex  problems.  You'll  discover  that,  for  ^  * 

every  challenge  you  have,  the  solution  is  in  sight." 


£,■1999  Silicon  Graphics.  Inc  All  rights  reserved  Silicon  Graphics  is  a  roistered  Trademark,  and  SGI  the  SGI  logo. 

The  solution  is  in  sight.  Origin,  Silicon  Graphics  520  and  Silicon  Graphics  I600SW  are  trademarks,  of  Silicon  Graphics,  Inc 


The  solution  is  in  sight. 


The  Jukebox 
On  the  Net 


For  a  song,  you  can  download  music  from  the  Web 


BY  EDWARD  C.  BAIG 

You're  in  the  mood  for  cutting-edge  rock  or 
classic  blues,  but  you  don't  have  time  to 
hit  the  mall  and  rummage  through  CDs. 
Does  that  mean  you're  destined  to  go 
tuneless  tonight?  Not  at  all.  Just  point 
your  PC's  browser  toward  one  of  the 
growing  number  of  sites  of- 
fering high-quality  music  down- 
loads. Once  you  capture  your  se- 
lections, you  can  play  them  on  your 
PC,  make  custom  cds  for  your  home  or  car,  or 
copy  them  onto  a  Walkman-style  digital  recording 
device  that  holds  a  couple  of  hours  of  music. 

The  Internet  is  reshaping  the  music  biz.  Al- 
ready, artists  and  small  independent  labels  are 


Online  Music 


distributing  thousands  of  songs  directly  to  the 
public  via  online  channels  (table,  page  140).  Rock 
stars  are  offering  teasers  from  concerts,  in  ad- 
vance of  album  sales,  while  some  mainstream 
performers  have  been  on  the  Net  for  years.  And 
slowly,  big-time  record  companies  are  moving 
downloadable  material  onto  the  Web.  In  May, 
Sony  Music  said  it  plans  to  start 
selling  singles  over  the  Net  at 
about  $3.50  a  pop.  Universal  Music 
expects  to  make  digital  downloads 
available  this  year. 

The  major  record  companies  have  two  goals:  to 
jump  into  electronic  commerce  and  thwart  music 
piracy.  Consider  the  popular  downloading  format 
called  MP3.  It's  a  method  for  compressing,  storing, 
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Online  Music 


Top 
Freebies  at 
MP3.COM 


CLASSICAL 


Chopin,  Prelude  #13 
(Richard  Morris) 

Mozart,  Fantasy  in  D 
Minor  for  Piano 
(Robert  Ian  Winstin) 

Beethoven,  Moonlight 
Sonata,  Op.  14 
(Richard  Morris) 

Mozart  Piano  Concerto 
(Planet  Krypton) 

Grimstock 

(St.  Marks  Consort) 


JAZZ/BLUES/R&B 


Black  Coffee 
(Victor  Sirker) 

Bring  That  Friend  of 
Yours  (New  York  Horns) 

Sayin  Goodbye 
(Robin  Hackett,  1999 
Lilith  Fair  Finalist) 

When  Dreams  Come 
True  (Steve  Laury) 

BMW  Blues  (Big  Bill  & 
the  Cool  Tones) 


POP  &  ROCK 


Don't  Bring  Me  Down 
(Lotusland) 

Ban  the  Neg  (Salmon) 

First  Kiss  (Mindi  Abair) 

Pleasure  Stations 
(Space  Age  Playboys) 

Alice  (Alice) 


and  playing  back  near-on-quality  audio  files  off 
your  computer.  While  a  lot  of  music  is  distributed 
legally  this  way,  pirates  who  have  exploited  the 
technology  have  created  a  massive  underground 
network  of  bootlegged  MP3  material.  These  files 
are  found  on  Internet 
servers  and  sometimes 
swapped  in  chat  rooms. 
Often  the  stuff  isn't  sold 
for  profit  but  rather 
comes  from  students 
sharing  tunes  from  their 
dorm  rooms.  So  the  mu- 
sic industry  is  develop- 
ing technical  ways 
to  protect  copyrighted 
works,  and  such  heavy- 
weights as  AT&T,  IBM, 
Microsoft,  and  RealNet- 
works are  involved. 

In  the  meantime, 
plenty  of  sites  offer  mu- 
sic you're  allowed  to 
download.  Just  check 
out  www.mp3.com, 
www.goodnoise.com, 
www.atomicpop.com, 
and  www.rioport.com, 
among  others.  Much  of 
the  material  comes 
from  lesser-known  per- 
formers: At  MP3.com,  I 
recently  downloaded  a 
lovely  aria,  Enrique  Granados 


Snaring  Music  On  The  Web 


2! 


Start  with  a  PC  or 
Mac  with  decent 
speakers  and  sound 
card.  A  56K  cable 
modem  or  DSL  line 
helps. 

Download  an  MP3- 
capable  software 
player  such  as 
MusicMatch  Jukebox 
(www.musicmatch.com), 
Winamp  (www.winamp. 
com),  MacAmp,  or 
RealJukebox  (www. 
real.com).  Basic  ver- 
sions are  free.  Players 
from  Liquid  Audio 
(www.liquidaudio.com) 
and  AT&T's  A2B  music 
site  (www.a2bmusic. 
com)  use  different 
formats. 

La  Maja  y  el 


Ruisenor  from  the  opera  Goyescas,  sung  by 
Orange  County  (Calif.)  classical  vocalist  Melissa 
Boettner.  I  also  pulled  down  a  track  called  Get 
Out  My  Life  Woman  by  Bobby  Nathan  &  Texas 
Soul  with  Uptown  Horns,  a  remake  of  a  1960s 
Lee  Dorsey  classic. 

TEASER  TRACKS.  You  should  see  more  free  ma- 
terial from  major  artists,  who  may  serve  up  a 
song  to  interest  you  in  buying  their  albums.  In  a 
recent  example,  rocker  Tom  Petty  offered  a  no- 
charge  download  of  an  unreleased  song,  Free 
Girl  Now,  for  a  few  days  in  April  at  MP3.com. 
Also  at  MP3.com,  you  can  download  a  free  track 
called  .funics  Alley  Blues  from  Rock  and  Roll 
Hall  of  Fame  member  Roger  McGuinn.  He  hopes 
you'll  then  want  to  order  the  complete  CD 
McGuinn's  Folk  Den,  Vol.  1  from  his  own  label 
for  $7.99  at  the  site. 

In  another  promotion,  at  Amazon.com  and 
Atomic  Pop  you  can  snare  a  free  MP3  single  from 
rap  artists  Public  Enemy.  The  track  is  called  Do 
You  Wanna  Go  Our  Way???  and  is  part  of  the 
group's  new  album,  There's  a  Poison  Goin'  On, 
which  doesn't  hit  stores  until  June  21. 

Once  you  find  material,  you  must  download 
software  to  play  the  tunes.  MP3  files  require  pro- 
grams such  as  Winamp,  MusicMatch  Jukebox, 
and  Windows  Media  Player.  AT&T's  A2B  Music 
and  yet  another  standard,  Liquid  Audio,  require 
their  own  players.  Right  now,  Amazon  is  offering 
a  pair  of  freebie  songs  from  vocalist  Sarah 
McLachlan  in  the  Liquid  Audio  format.  Alas, 


because  of  competing  formats,  you  may  ne 
download  three  or  more  audio  players  jt 
hear  the  music  you  want.  Fortunately,  it 
be  long  before  a  single  player  will  handle  m 
the  various  audio  formats.  RealNetworks' 
Jukebox,  a  "beta' 
sion  of  which  yo' 
download  for  fre 
compatible  with  th 
MP3,  and  RealAudi 
mats  and  will  soot 
Liquid  Audio  as  w 

Downloading 
patience.  It  took 
minutes  via  56K  n 
to  pull  down  a 
minute  tune,  plu 
software  to  hea 
song.  With  a  cabl 
dem  or  high-spee 
connection,  I  coulc 
done  it  in  a  cou 
minutes.  If  vou're 


3 Search  for  MP3 
selections  at 
www.atomicpop. 
com,  www.mp3.com, 
www.goodnoise.com,  or 
www.music4free.com. 
Or  type  in  an  artist's 
name  at  mp3.lycos.com. 
Most  free  tunes  are 
offered  by  independent 
artists  and  smaller 
labels.  Material  from 
prominent  performers  is 


usually  pirated.  ing  for  bootleg  n 


Play  files  off  your 
hard  drive, 
E-mail  them  to  a 
friend,  or  transfer  them 
to  a  portable  device 
such  as  Diamond  Multi- 
media's  Rio  ($199- 
$249). 


al,  you  may  be 
luck.  When  I  trie< 
ing  music  from  th< 
ties  and  Yo-Yo  IV 
most  all  the  link 
popped  up  at  mp3 
com  didn't  work. 

RealJukebox,  [ 
Match  Jukebox,  ai 


ers  also  serve  as  "CD  rippers."  That  meaj 
can  put  a  compact  disk  into  your  cd-rom| 
and  convert  tracks  into  MP3  files. 

While  you  can  listen  to  songs  off  youl 
drive,  you  may  want  to  take  the  tune  win 
One  solution  is  to  use  a  CD  recorder  or  Mi 
to  make  your  own  digital  compilations, 
is  to  transfer  songs  to  a  portable  gizmo  sj 
Diamond  Multimedia  System's  cigarette  b| 
Rio.  I  checked  out  the  teal-blue  limited 
Rio  PMP300  ($250).  It  stores  music  on  64} 
built-in  "flash  memory,"  with  up  to  two  hij 
music  at  near-CD  fidelity.  An  additional 
card  costs  $100.  To  transfer  MP3  files  fror 
PC  to  the  device,  you  load  Rio  softwanl 
nect  the  device  to  the  parallel  port  on 
and  click  the  songs  you  want  to  downloal 
can  zap  music  at  about  10  seconds  per  meg 

Soon,  other  portables  for  playing  do\ 
music,  including  versions  for  your  ear  or  pi 
computer,  will  become  prevalent.  Thomsol 
timedia,  maker  of  the  rca  brand,  says  itsf 
player  called  lyra,  due  out  this  year,  can  f 
RealAudio,  mp.3,  and  other  formats. 

As  the  industry  works  through  the 
rights  issues,  digital  downloading  will 
more  common  at  major  Web  music  retaile, 
Now  hopes  to  sell  downloads  this  fall, 
isn't  set,  but  you  might  be  able  to  buy  a  pi| 
song  from  Column  A  at  one  price  and  a 
scure  tune  from  Column  B  at  another.  Lojs 
for  sites  to  do  a  better  job  of  reviewing  fes 
known  material.  It  will  all  be  music  to  yoife 
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ke  Me  Out 
the  Web  Site 


w  to  find  baseball  stats,  pics,  and  trivia 


WARD 

S 


it:  A  1939  radio 
•ew  is  available 
at  sabr.org 


D 


ecades  before  the  ground  was  broken  for 
the  Houston  Astrodome,  a  group  of  waiters 
may  have  played  baseball  indoors.  It  was 
the  early  1900s,  and  after  finishing  their 
shifts,  the  black  waiters  from  the  West 
Baden  Springs  Hotel  in  West  Baden,  Ind.,  put  on 
their  uniforms  and  played  under  a  100-foot-high 
dome,  claims  a  granddaughter  of  a  catcher  for 
the  1910  West  Baden  Sprudells.  I  stumbled  upon 
her  account  at  negroleaguebaseball.com. 

For  those  of  us  who  treasure  the  national 
pastime,  the  Web  delivers  major-league  memories 
(table).  It  may  even  help  settle  a  few  disputes. 
Rather  have  Frank  Robinson  or  Roberto 
Clemente  on  your  team?  Totalbaseball.com  and 
Baseball  Stats  Web  (www.baseballstats.com)  are 
among  the  sites  with  yearly  statistics  on  every 
player  who  donned  a  big-league  jersey. 
At  Sean  Lahman's  Baseball  Archive 
(www.baseballl.com),  you  can  find  all  the 
players  who  have  had  then-  uniform  num- 
bers retired.  The  site  also  lists  players' 
salaries  from  1985  through  last  season. 

It  can't  hurt  to  flip  through  Rob  Edel- 
man's  Baseball  On  The  Web  ($16.95, 
Mis:Press)  to  find  stellar  sites.  But  my 
best  advice  is  search  on  your  own  for  Net 
destinations  devoted  to  the  players  and 
teams  of  your  youth  or  that  delve  into  a 
topic  you  fancy.  At  the  Society  for  Amer- 
ican Baseball  Research  site  (www.sabr. 


Miyor  League  Sites 


DESCRIPTION 

'ARKS  BY  MUNSEY  &  SUPPES 
3allparks.com 

Crosley  Field  to  the  Polo  Grounds,  a  tour 
of  ballparks,  past,  present,  and  future 

JSHEET 

retrosheet.org 

Play-by-play  accounts  on  more  than 
100,000  pre-1984  games 

ABR  HOME  (RUN)  PAGE 
sabr.org/old/homerun.htm 

Inside-the-park  grand  slams 
and  other  long-ball  trivia 

IUIS  BROWNS 

.primary.net/-tdalton/stlbrown.htm 

All  the  notable  players  and  stats  on  a 
team  that  became  the  Baltimore  Orioles 

.BASEBALL  ONLINE 
totalbaseball.com 

Comprehensive  reference  on  player  and 
team  histories,  and  all-time  records 

DATA:  BUSINESS  WEEK,  BASEBALL  ON  THE  WEBW  ROB  EDELMAN 


HEAVY  HITTERS:  The  Chicago  Giants  and 
others  play  on  at  negroleaguebaseball.com 

org),  I  came  across  the  transcript  of  a  radio  in- 
terview Lou  Gehrig  gave  to  a  Rochester  (Minn.) 
station  in  August,  1939,  three  months  after  the 
Yankee  first  baseman  was  forced  to  give  up  the 
game  because  of  the  disease  that  would  take 
his  life.  Announcer:  "Would  you  say  ballplayers 
as  a  whole  play  for  salary  or... for  the  love  of 
the  game?"  Gehrig:  "I  think  every  ballplayer  is 
so  crazy  about  the  game  that  he'd  go  out  and 
play  in  his  spare  time  if  he  weren't  able  to  earn 
a  living  at  it.  And,  of  course,  we  must  earn  our 
bread  and  butter,  too." 

Speaking  of  Hall  of  Famers,  The  Sparling 
News  site  (www.sportingnews.com)  includes 
copies  of  handwritten  letters  from  Ty  Cobb  of 
the  Detroit  Tigers  to  Sporting  News  publisher 
Taylor  Spink.  In  one,  the  Georgia  Peach  ex- 
plains why  he  bought  Coca-Cola  stock  hi  1953  ("a 
most  sensational  coin-controlled  dispenser"). 
Meanwhile,  as  befits  the  player  who  last  batted 
over  .400  in  a  full  season,  the  address  for  the  of- 
ficial Ted  Williams  site  is  wwwhitter.com.  You'll 
find  photos,  stats,  and  a  price  list  for  The  Kid's 
autograph.  If  you  want  an  overall  peek  at  the 
players  enshrined  in  Cooperstown,  N.  Y.,  visit 
the  National  Baseball  Hall  of  Fame  &  Museum 
at  www.baseballhalloffame.org. 

The  Web  also  lets  you  pay  homage  to  the 
fabled  teams  of  yesteryear.  Want  to  keep  in 
touch  with  the  Boys  of  Summer?  You  can  find 
the  current  home  addresses  of  most  of  the  living 
members  of  "dem  Bums"  at  brooklyn- 
dodgers.com.  Meanwhile,  the  Seattle  Pilots  ex- 
isted all  of  one  season,  1969,  before  migrating  to 
Milwaukee  as  the  Brewers.  But  the  last-place 
club,  which  played  at  a  stadium  aptly  named 
Sick's,  lives  on  at  the  Seattle  Pilots  Baseball 
Team  site  (www.brandx.net/pilots). 

Many  of  the  game's  most  colorful  characters 
reside  on  the  Web.  You  can  read  a  humorous 
transcript  of  Casey  Stengel's  testimony  before 
Congress  in  1958  on  behalf  of  keeping  baseball 
exempt  from  the  antitrust  laws  at  www.fast- 
ball.com/foulpolc/casey/caseyl.html.  Or  check  the 
Yogisms  at  yogibeiTaclassic.org/quotes.htm.  As 
Yogi  might  say  of  the  site:  "Nobody  goes  there 
anymore,  it's  too  crowded." 
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It's  10  p.m.  Time  to  Start 
Trading 


After-hours  markets  are 
opening  for  business 

BY  MIKE  MCNAMEE 

■  magine  coming  home,  having 

I  dinner,  then  powering  up  the 

I  P( '  to  fine-tune  your  portfolio — 

I  in  real  time.  You  would  dial  in 

Bto  your  online  broker,  study 

I  stock  prices  and  late  earnings 
■  reports,  and  put  in  your  or- 
ders. Until  9  p.m.  or  10  p.m., 
maybe  even  midnight,  you  wouk 
see  your  order  executed  immedi 
ately,  not  jammed  into  the  next  I 
day's  opening-bell  crush. 

No,  you  can't  do  this  now.  But 
by  September,  after-hours  stock  trad- 
ing could  be  giving  the  new  TV  season 
a  run  for  its  money.  Upstart  system: 
are  programming  their  computers 
match  up  retail  buyers  and  sellers 
the  evening.  These  startups  are  in  a 
race  with  the  nasdaq  stock  market, 
whose  board  may  approve  adding  a  i 
5-9  p.m.  session  to  its  9:30  a.m.  to  4 
p.m.  trading  as  early  as  this  summer. 
(All  times  are  Eastern.)  Stocks  around 
the  clock  may  even  win  the  New  York  Stock 
Exchange's  stamp  of  approval.  It  plans  to  add 
early-moming  and  evening  sessions  by  mid-2000, 
when  a  new  trading  floor  opens. 
CRITICAL  MASS.  For  the  individual  investor,  trad- 
ing after  dark  will  initially  be  a  scary  proposition. 
While  the  exchanges  and  trading  systems  are 
still  drafting  rules  for  Securities  &  Exchange 
Commission  approval,  it's  certain  the  markets 
will  be  thin,  volatile,  and 
limited.  The  nasdaq  sys- 
tem, for  example,  may 
trade  only  500  of  its 
5,400  stocks. 

Your  success  as  an 
evening  trader  will  de- 
pend heavily  on  choices 
your  broker  makes.  Bro- 
kers will  want  to  direct 
orders  to  their  favorite 
trading  system.  But  if 
that  system  lacks  liquidi- 
ty— a  critical  mass  of  or- 
ders— you  could  get  a 
poor  price  or  no  trade  at 
all.  The  SEC  is  likelv  to 


force  rival  systems  to  link  up  theiilf 
hours  activity,  so  an  order  that  ca 
matched  in  one  will  be  posted  on  otheiB 
those  rules  have  not  been  worked  out* 
Nasdaq's  entry  won't  guarantee  that  ell 
markets  will  work  like  daytime  trading:  m 
rent  plan,  for  example,  would  allow  its  rW 
making  dealers  to  decide  from  one  sesfc 
the  next  whether  to  participate. 

Institutions  already  have  after-hours  iri 
Pension  and  mutual  funds  that  want  toft 


Stocks  After  Dark 


Proposals  to  extend  stock  tradi 
the  current  9:30  a.m. -4  p.m.  ho 


ECLIPSE  TRADING  Startup  plans  to  launch  a  6-9  p.m.  sessi 
ably  in  July,  oriented  toward  individual  investors 

INSTINET  Reuters  Group's  big  order-matching  system  for  ins 
could  open  its  existing  after-hours  trading  to  individuals  by  y 

ISLAND  ECN  Electronic  communications  network,  owned  by 
will  offer  24-hour  trading  to  its  150  subscribing  brokers  by  yet 

NASDAQ  Over-the-counter  market  may  experiment  with  a  5-<|.i 

session  trading  100  to  500  stocks  this  summer 

NYSE  The  Big  Board  plans  to  add  two  extra  sessions — 5  to  9i.r 
5  p.m.  to  as  late  as  midnight— no  later  than  by  mid-2000 
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H  hat  comes  out  after  the  closing  bell  can 
D  n  Instinet,  Reuters  Group's  electronic  or- 
*  ising  system.  Instinet  may  open  up  to  retail 
i  rs  by  yearend.  Another  trading  platform, 
I  ECN,  tries  to  match  retail  and  institutional 
|  until  5:15  p.m.,  but  few  of  its 
;  iscribing  brokers  participate. 
I  lURDLES.  Potential  demand, 
ill  leless,  is  strong.  Online  bro- 
I  '.port  that  customers  place  40%  of  their 
I  outside  market  hours,  to  be  executed  the 
I  ly,  says  Michael  Satow,  president  of  start- 
{i  pse  Trading.  "All  these  people  are  shopping 
8j  he  store  is  closed,"  he  says.  Eclipse's  plans 
j  IndivEX  system  show  the  hurdles  that  af- 
rs  trading  must  overcome.  To  boost  the 
matching  buyers  and  sellers,  IndivEX  will 
,o  more  than  200  stocks.  To  focus  on  indi- 
traders,  it  will  cap  orders  at  around 


$150,000.  And  to  limit  the  dangers  of  volatility,  it 
will  take  only  limit  order's — instructions  to  buy  or 
sell  at  a  set  price  or  better — not  market  orders, 
which  execute  at  the  prevailing  price.  (Island, 
too,  takes  only  limit  orders.) 

Startups  are  not  likely  to  pull  it 
off  by  themselves.  The  heft  of  the 
nasdaq  and  the  New  York  Stock 
Exchange  may  be  essential  to  draw 
the  volume  that  will  make  evening  trading  work. 
Investors  still  will  have  to  tread  carefully.  They 
will  need  to  push  their  brokers  hard  to  go  where 
the  markets  are  deepest  and  the  prices  best. 
Even  then,  "unless  you  absolutely  have  to  get 
out  of  a  stock,  you  should  trade  when  the  mar- 
kets are  liquid — during  the  day,"  says  John 
Markese,  president  of  the  American  Association 
of  Individual  Investors.  Daytime  will  be  prime- 
time  for  stocks  for  a  long  while  to  come. 


Investing 


COMMENTARY 

By  Toddi  Gutner 


IT'S  TIME  TO  SHED  LIGHT  ON  BOND  PRICES 


he  $13  trillion  U.  S.  bond  market 
is  the  world's  largest  financial 
market.  But  just  try  to  find  out 
at  what  price  a  bond  is  trading. 
Unlike  stocks,  bonds  don't  have  a 
*al  exchange  or  required  report- 
if  bids  and  offers.  So  fixed-income 
stors,  big  and  small,  don't  know 
much  dealers  are  mark- 
ip  bonds.  As  a  result, 
don't  know  whether 
're  getting  a  good  price, 
ore  than  likely,  they're 
University  of  Notre 
e  finance  professor  Paul 
Itz  found  that  for  big  in- 
tions  such  as  bond  mutu- 
nds,  the  average  trading 
ad  for  corporate  debt 
26  basis  points.  That 
is  the  fund  is  paying 
)  above  dealers'  costs  to 
and  sell  a  bond.  This  de- 
ses  the  yield  and  total 
rn  to  investors, 
ven  though  the  sec  has 
congressional  authority 
}  1975  to  mandate  that 
stors  have  access  to  bond  transac 
infoiTnation,  it  did  nothing  until 
fall.  That's  when  Chairman 
lur  Levitt  Jr.  requested  that  the 
onal  Association  of  Securities 
lers  adopt  rules  requiring  dealers 
iport  transactions  and  develop 
s  to  disseminate  prices.  He  also 
ts  nasd  to  create  a  database  of 
)rical  bond  prices  and  a  surveil- 
e  system  to  detect  fraud.  The 
se  will  vote  this  week  on  the 


Bond  Price  Competition  Improvement 
Act  of  1999,  which  requires  the  sec  to 
mandate  real-time  reporting  of  all 
corporate  bond  transactions  within  12 
months.  The  nasd  hopes  to  implement 
Levitt's  proposals  by  early  2000. 

Even  without  sec  action,  the  Bond 
Market  Assn.,  the  industry  trade 


Making  the  Bond  Market  Fairer 


BOND  MARKET  ASSN. 


Plans  a  voluntary  system  limited  to  15  firms  that 
will  report  end-of-day  prices  for  150  corporate 
issues  on  the  association's  Web  site 


INTEGRATED  BOND  EXCHANGE 


Wants  to  create  a  NASDAQ-like  national  exchange 
for  bonds  where  investors  and  dealers  can  see 
transactions,  get  current  prices,  and  execute  trades 


NATIONAL  ASSOCIATION  OF  SECURITIES  DEALERS 


Proposes  to  require  reporting  of  taxable  bond  trades 
on  such  systems  as  Bloomberg,  Reuters,  and  the 
Internet 


group,  will  soon  implement  a  volun- 
tary system  reporting  end-of-day 
prices  for  some  150  corporate  issues 
on  its  Web  site  (www.investingin- 
bonds.com).  The  plan  is  limited,  at 
best,  since  only  15  firms  expect  to 
participate.  The  Bond  Market  Assn. 
already  lists  previous-day  municipal 
debt  prices  for  the  most  actively  trad- 
ed issues.  Piecemeal  price  data  are 
available  from  other  sources  as  well. 
For  example,  investors  can  subscribe 


to  Govpx,  a  service  that  posts  real- 
time Treasury  prices  occurring  in  the 
inter-dealer  market  on  www.govpx. 
com.  And  major  daily  newspapers  list 
New  York  Stock  Exchange  corporate 
bonds  in  their  markets  tables. 

Price  reporting  is  also  reaching  the 
Internet.  E*Trade  Group  (www.etrade. 
com)  and  Morgan  Stanley 
Dean  Witteris  Discover  Brok- 
erage Direct  (www.discover- 
brokerage.com)  now  list  real- 
time quotes  for  Treasuries  and 
munis  from  its  inventory.  But 
more  must  be  done.  There's 
no  reason  why  the  technology 
that  enables  any  investor  to 
check  stock  prices  from  a  com- 
puter can't  work  for  bonds. 
Larry  Fondren,  a  Malvern 
(Pa.)  entrepreneur,  believes 
this.  He  wants  to  create  a 
NASDAQ-like  national  exchange 
for  bonds  where  investors  can 
see  transactions,  get  current 
prices,  and  execute  trades. 
He's  currently  locked  in  a  le- 
gal battle  with  the  largest 
fixed-income  dealers  over  launching  his 
Integrated  Bond  Exchange. 

Giving  investors  more  price  infor- 
mation may  cost  bond  brokers  their 
huge  markups.  But  they  would  likely 
regain  their  losses  quickly  if  lower 
trading  costs  attracted  more  investors 
to  bonds  and  created  a  truly  public 
market  out  of  the  current  private  club. 


Gutner  covers  the  bond  market 
from  New  York. 
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SHOULD  YOU 
DUMP  DELPHI? 


BY  ROBERT  BARKER 

It's  not  easy  for 
GM  shareholders 
to  figure  out  what 
to  do  with  their 
new  stock  in 
Delphi.  Answering 
a  couple  of 
questions  can  help 
you  decide 


Mi 


Delphi:  A  Bargain 
In  Auto  Parts 


TRANSACTION/DATE 


ore  than  a  million  individual  investors  hold 
stock  in  General  Motors.  Soon,  they'll  also 
.own  shares  in  gm's  parts  maker,  Delphi 
Automotive  Systems.  On  May  28,  when  GM  fin- 
ishes the  spin-off  of  Delphi  it  began  with  a  Feb. 
5  initial  public  offering,  Delphi  shares  worth  $11 
billion  will  be  floating  in  portfolios  big  and  small, 
including  Ray  Dube's.  "I  don't  know  whether  to 
sell  it.  hold  it,  or  what,"  he  told  me  not  long  ago. 
"I  haven't  got  the  foggiest." 

Dube  spent  25  years  as  a  stockbroker  and 
now,  retired  in  suburban  Detroit,  he  has  1,000  GM 
shares.  So  you  might  expect  him  to  be  a  little 
less,  well,  clueless.  But  the  reality  is,  all  the 
spin-offs,  carve-outs,  and  mergers  that  have  af- 
fected so  many  stocks  add  up  to  one  monster 
headache  for  investors,  pro  and  amateur  alike. 
Evervone  wonders, 
"What  do  I  do  now?"         GM  IS  COOLING 

I'm  optimistic  about 
Delplii,  and  I'll  explain 
why  shortly.  But  for 
the  million  GM  holders, 
there's  no  single,  sim- 
ple answer.  For  one 
thing,  until  after  the 
spin-off,  you  won't 
know  two  crucial 
numbers:  your  tax  ba- 
sis in  both  GM  and 
Delphi.  Figuring  it  is 
an  onerous  task,  but 
one  you'll  find  a  little  easier  with  a  worksheet  GM 
aims  to  issue  in  early  June.  To  begin  mulling  the 
right  move  for  you.  you  can  start  with  these  two 
questions: 

117;//  do  I  own  GM?  If  your  answer  is  "the  div- 
idend," then  dump  your  Delphi  and  buy  more  GM. 
It  figures  to  yield  about  3%,  more  than  twice 
Delphi  and  with  better  prospects  for  dividend 
growth  as  Delphi  uses  lots  of  near-term  cash 
flow  to  build  its  pension  reserve. 

What  if  you  own  GM  because  you  think  the 
world's  largest  auto  maker  has  at  last  turned 
the  comer?  You've  had  lots  of  company  lately, 
with  the  stock  doubling  from  a  low 
last  fall  to  nearly  $95  in  May,  be- 
fore tailing  off  to  $83.  If  you've 
kept  the  faith,  you'll  want  to  sell 
Delphi  and  buy  gm.  Delphi  still 
does  80%  of  its  business  with  GM, 
but  as  time  goes  on,  that  tie  will 


fers  more  and  growing  diversification.  Las 
it  had  $6.2  billion  in  sales  to  other  carmake 
tably  DaimlerChrysler,  Toyota  Motor,  am 
ceo  J.  T.  Battenberg  III  told  me  he  sees 
sales  this  year  and  next  outpacing  those 
eventually  growing  by  15%  a  year. 

When  do  I  need  my  money  back?  If  yo 
swer  is  "soon,"  as  in  before  Labor  Day,  se 
phi.  Its  outlook  is  clouded  by  contracts  ex 
this  fall  with  its  two  principal  labor  unions 
immediately,  Delphi  shares  are  likely  to 
"selling  pressure,"  in  Wall  Street's  euph< 
"A  lot  of  funds  own  GM  but  don't  want  th 
phi  piece,"  says  Joseph  Cornell,  presid 
Spin-Off  Advisors,  a  Chicago  research  boi 
"That  stock  will  have  to  find  permanent  1 
a  sorting-out  process  that  could  last  six  n 

Maybe,  though,  you  don't  need  your 
back  soon,  and  near-term  market  turb 
matters  little.  You  can  calmly  hold  Delp 
even  buy  more  on  any  siunmertime  dips, 
give  Battenberg  time  to  enact  his  plan  for 
labor  relations  and  productivity,  plus  high* 
GM  sales  and  profits. 


DELPHI  IS  HEATH 


SEPT.  '98         JAN  '99 
A  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


A  LINE  AT  DELPHI 


A  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  ft 


PRICE-TO-SAIES 
MULTIPLE 


DANA  BUYS  ECHLIN  July,  1998  1.03  weaken.  If  you're  in  GM  for  gm,  bet- 
TRW  BUYS  LUCASVARITY  May,  1999  0.97       ter  to  pile  up  your  money  there. 

GM  SPINS  OFF  DELPHI  May,  1999    0.42*       L  But  what  if  5™  ^11™  as  a 

cheap  wav  to  plav  autos:  Ihen  sell 

*  AT  $21 A  SHARE    DATA:  BUSINESS  WEEK  j  i_  t\  i  1--       u-  i.  c 

GM  and  buv  more  Delphi,  which  or- 


What  if  you  don't  own  gm,  yet  are  int: 
Many  pros  tilt  to  GM,  whose  turnaround  is 
along,  its  payoff  nearer.  But  amateurs  doi 
to  fret  over  quarterly  returns.  We  can 
wait  for  what  may  prove  a  better  bet. 

Look  past  Delphi's  labor  talks  and  the 
hanging  over  trading  in  the  stock.  Wha 
see  is  a  little-known  global  leader  goinj 
(table).  At  0.4  times  its  $28  billion  in  sail 
phi  is  priced  at  less  than  half  the  multipl 
are  getting  in  mergers — a  gap  that  spell: 

Tine,  at  twice  the  size  of  its  nearest  c 
tor,  Delphi  lumbers  along  as  an  unlikely 
target.  Yet  Delphi  isn't  shy  about  selling 
of  itself:  In  recent  years,  it  has  put  units 
total  of  $6  billion  in  sales  on  the  block, 
yet,  if  Delphi  can  meet  its  goal  of  expantl 
net  income  margin  by  half  a  percentage  I 
year,  from  about  3.6%  this  year  to  5%  il 
the  value  inherent  in  sales  of  $28  billion  It 
come  obvious.  "There's  a  tremendous  up* 
Delplii,"  Battenberg  said.  If  he  doesn't  exB 
someone  else  will. 

For  a  Q&A  with  Battenberg,  go  to  www.bim 
week.com/investor/  or  aol,  Keyword:  BWm 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  407  728-1711 
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® 


^    i  always 


This  is  especially  true  of  the  oj 


n  the  4Runner's  Extra  Value  Package.  You  can  get  goodies 


save  more  when  you 

like  air  conditioning,  Power  Package,  keyless  entry,  Premium  6-speaker  ETR/Cassette  and  16"  alloy  wheels, 

buy  in  bulk. 

all  at  a  savings  up  to  $900*' And  even  better,  we'll  never  make  you  stand  in  a  checkout  line. 


■ 


TOYOTA 


1  -  8  0  0  -  G  O  -  T  O  Y  O  T  A    ♦  www.toyota.com 

©IQQg  Toyota  Motor  Sales,  U.S.A..  Inc.  Buckle  Up!  Do  it  for  those  who  love  you.  Toyota  reminds  you  to  Tread  Lightly! 
'Savings  based  on  MSRP  of  individual  options.  Actual  dealer  price  and  customer  savings  may  vary. 


Ah,  domestic  tranquility.. .when  you've  wisely  combined  your 
home  and  auto  insurance  into  one  convenient  policy.  Ask  your  independent 
Kemper  agent  to  make  your  life  simpler.. .and  less  expensive. 


KizmPER 


INSURANCE  FOR  TODAY'S  WORLD 

TRUST  •  HISTORY  •  SERVICE 

Contact  your  independent  Kemper  agent  or  www.kemperinsurance.com  or  1-800-228-2579. 
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JAN.  1,  '99  MAY  25 

A  DOLLARS 
DATA-  BLOOMBERG  FINANCIAL  MARKETS 


Interest-rate  worries  have  been  depressing 
the  valuations  of  one  of  Wall  Street's  most 
venerable  sectors — banking  stocks.  And  at  a 
time  when  value  investing  seems  to  be  making  a 
comeback,  more  and  more  smart  investors  are 
casting  their  eyes  in  that  direction.  Dale  Jacobs, 
who  runs  the  Financial  Investors  hedge  fund 
group — which  specializes  in  the  stocks  of  banks 
and  savings  and  loans — believes  this  is  a  partic- 
ularly good  time  to  buy  banks.  One  that  he  has 
been  buying  is  the  little-known  and  underap- 
preciated Imperial  Bancorp  (imp). 

Based  in  Inglewood,  Calif.,  Imperial  is  a  major 
regional  banker — larger 
than  the  various  small  com- 
munity banks  that  dot  the 
state  but  far  smaller  than, 
say,  Wells  Fargo.  "I  happen 
to  be  a  believer  that  they're 
well-positioned  for  this 
market,"  says  Jacobs.  The 
Big  Board-traded  company 
has  hardly  been  a  Wall 
Street  favorite,  he  notes:  Its 
shares  have  dropped  30% 
in  the  past  year.  Earnings  have  been  depressed  by 
some  of  the  company's  subsidiaries.  But  the  com- 
pany has  shed  its  laggard  businesses,  such  as  a 
sub-prime  auto-lending  operation,  and  Jacobs  be- 
lieves the  company  is  undervalued.  The  company 
is  trading  at  just  13  times  estimated  1999  earn- 
ings, and  he  sees  its  shares,  now  at  19,  trading  in 
the  "high  20s"  in  a  year  or  so. 

Another  bank  that  Jacobs  has  been  buying  is 
Sovereign  Bancorp  (svrn)  in  Wyomissing,  Pa.  Its 
shares  took  a  wild  ride  in  April  when  Sovereign 
announced  plans  to  create  a  separate  Internet 
bank.  Jacobs  is  betting  on  Sovereign  for  more 
prosaic  reasons:  its  profitability,  sound  manage- 
ment, and  "good  solid  franchise."  He  sees  its 
shares,  now  at  about  13,  climbing  to  19  or  better 
in  the  next  twelve  months. 

NEW  SPRING 

AT  LEGGETT  &  PLATT 

Colin  Ferenbach  likes 
stocks  with  bounce. 
He  runs  the  Haven 
Fund,  an  $80  million  mu- 
tual fund  that  specializes 
in  value  investing.  Such 
funds  have  had  a  renais- 
sance this  year,  with 
Haven  climbing  10.1%  as 
of  May  21 — handily  beat- 
ing the  Standard  &  Poor's 
500-stock  index.  One  stock 
that  Ferenbach  finds  particularly  bouncy  is 
Leggett  &  Piatt  (leg)  in  Carthage,  Mo.  And  it's 
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not  just  the  company's  record  of  profitability 
and  solid  management  or  even  the  recent  resur- 
gence in  its  share  price.  Among  other  things, 
Ferenbach  notes,  Leggett  makes  upholstery 
springs. 

Leggett  is  a  "metal  basher" — a  manufacturer  of 
miscellaneous  steel  and  aluminum  products.  Apart 
from  its  spring  business,  the  company  makes  a 
range  of  bedding  and  furniture  components,  as 
well  as  store  fixtures  and  displays,  die  castings, 
and  other  such  things.  There  is,  apparently,  a 
hefty  market  for  such  doodads.  Leggett  has  a 
market  capitalization  of  $5  billion  and  1998  rev- 
enues of  more  than  $3  billion.  And  that,  indeed,  is 
the  company's  major  strong  point — a  rock-solid 
record  of  increases  in  sales  and  earnings. 

To  be  sure,  Leggett  has  had  minor  stumbles 
now  and  then.  Toward  the  end  of  last  year,  the 
company  experienced  small-scale  troubles  in  its 
aluminum  division.  But  since  then,  Leggett  has 
been  firing  on  all  cylinders.  And  Ferenbach  sees 
Leggett  trading  at  30  times  estimated  1999  earn- 
ings of  $1.43  a  share  over  the  next  12  months.  If 
that  comes  to  pass,  Leggett  shares,  now  trading 
at  about  $25,  would  be  climbing  to  $40  or  better. 

WHY  LIGHTBRIDGE 
COULD  LIGHT  UP 

Pat  Farley  follows  software  companies  at 
Kopp  Investment  Advisors,  a  $3  billion  mon- 
ey-management firm  that  specializes  in  small- 
cap  outfits.  One  of  Farley's  top  picks  nowadays  is 
an  obscure,  and  very  small,  specialty  software 
company  called  Lightbridge  (ltbg).  He  feels  that 
Lightbridge,  with  a  mere  $150  million  market 
capitalization,  is  an  undiscovered  gem. 

Among  other  tilings,  Lightbridge  makes  fraud- 
management  software  for  telecommunications  car- 
riers, to  make  sure  that  phone  companies  don't 
have  any  glitches  when  they  "activate"  new  cus- 
tomer. How's  that  for  spe-  HHHffimmi 
cialization?  Farley  notes 
that  the  market  has  been 
immune  to  Lightbridge 's 
chai-ms.  One  reason  is  a  bit 
of  bad  luck  in  the  first 
quarter  of  1998,  when 
Lightbridge  shares  plum- 
meted 20%  in  one  day,  from  LIGHTBRIDGE 
18X  to  14%,  after  the  com- 
pany said  first-quarter  earn- 
ings would  fall  short  of  ex- 
pectations. Shares  in  the  Burlington  (Mass.) 
company  have  rebounded  this  year,  but  Farley 
believes  the  company's  strong  growth  prospects 
justify  even  higher  share  prices.  He  also  believes 
Lightbridge  is  ripe  for  an  acquisition,  although 
no  suitor  is  in  the  wings  just  now. 

Farley  reckons  that  earnings  in  2000  will  top 
40(2  a  share  and  that  Lightbridge  will  reach  a 
price-earnings  ratio  of  30  by  the  end  of  the  year. 
This  would  send  Lightbridge 's  share  price  above 
12,  a  nifty  premium  over  its  current  9.  Definite- 
ly something  to  phone  home  about. 
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Figures  of  the  Week 


I  STOCKS 

S&P  500 

May  Nov.  May  May  20-26 


%  change 


%  char 


52-week  change  1 -week  change 

+  19.5%  -2.9% 

COMMENTARY 

The  Dow  industrials  jumped 
171  points  on  May  26,  but  it 
wasn't  enough  to  offset  the 
week's  losses.  Technology  stocks 
in  general  and  Internet  stocks 
in  particular  took  huge  hits 
and  the  latest  round  of 
"dot.com"  IPOs  got  a  cool  re- 
ception. The  GST1  Internet  Index 
lost  18%  in  four  days  before 
snapping  back  on  May  26. 
Even  so,  that  left  the  Net  is- 
sues down  13.4%  for  the  week. 

Data:  Bloomberg  Financial  Markets 


U.S.  MARKETS 

May  26 

Week 

Year 

GLOBAL  MARKETS 

May  26 

Week 

Dow  Jones  Industrials 

10,702.2 

-1.7 

19.8 

S&P  Euro  Plus 

1278.1 

-1.5 

NASDAQ  Composite 

2427.2 

-5.8 

36.3 

London  (FT-SE  100) 

6236.8 

-0.5 

NASDAQ  100 

2053.0 

-6.1 

69.7 

Frankfurt  (DAX) 

5183.1 

-0.6  5 

S&P  MidCap  400 

393.9 

-2.4 

11.0 

Tokyo  (NIKKEI  225) 

16,230.5 

0.6  5 

S&P  SmallCap  600 

175.4 

-0.8 

-6.9 

Hong  Kong  (Hang  Seng) 

12,409.2 

0.0 

S&P  SuperComposite  1500 

274.2 

-2.8 

17.7 

Toronto (TSE  300) 

6784.9 

-3.3  J 

% 

change 

Mexico  City  (IPC) 

5618.4 

-2.0  3. 

SECTORS 

May  26 

Week 

Year 

Week  I 

S&P  BARRA  Growth 

715.9 

-A.2 

25.5 

FUNDAMENTALS 

May  25 

ago  1 

S&P  BARRA  Value 
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-1.5 

12.5 
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S&P  Basic  Materials 

132.7 

-3.4 

-2.5 

S&P  500  P/E  Ratio  (Trailing  12  mos. 

)  32.7 

33.3  1 

S&P  Capital  Goods 

966.5 

-3.6 

13.7 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

23.6 

24.5  1 

S&P  Energy 
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3  9 

12.0 

First  Call  Earnings  Revision* 

0.40  % 

0.77  %  1 

S&P  Financials 
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7.0 

*First  Call  Corp. 

S&P  REIT 

87.7 

0.1 

-15.3 

Week 

S&P  Transportation 

747.1 

-5.6 

7.9 

TECHNICAL  INDICATORS 

May  25 

ago  1 

S&P  Utilities 

269.2 

2  0 

16  0 

S&P  500  200-day  average 

1 190.1 

1 184.3 

GSTI  Internet 

487.1 

-13.4 
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Stocks  above  200-day  average 
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57.0% 

Morgan  Stanley  Cyclical 

578.6 

-2.1 

9.7 

Options:  Put/call  ratio 

0,52 

0.49  r 

PSE  Technology 
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^t.8 

57.1 

Insiders:  Vickers  Sell/buy  ratio 

1.00 

0.94 

BEST-PERFORMING  Last 

Last  12 

WORST-PERFORMING  Last 

L 

GROUPS                    month  % 
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Oil  &  Gas  Drilling 
Machine  Tools 
Electric  Companies 
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Property-Casual.  Insurers  10.1     Computer  Software 
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72.9 
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Medical  Products  -13.0 


Manufactured  Housing 
Metal  &  Glass  Container 
Machine  Tools 
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Week  ending  May  25 
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%     4      8     12     16     20  24 

"Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return  % 


Laggards 

Four-week  total  return 


Small-cap  Value 
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Small  Blend 
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52-week  total  return 
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Large-cap  Growth 
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Technology 
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52-week  total  return 
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INTEREST  RATES 


Week 

Year 

KEY  RATES 

May  26 

ago 

ago 

MONEY  MARKET  FUNDS 

4.44% 

4.44% 

5.10% 

90-DAY  TREASURY  BILLS 

4.63 

4.63 

5.09 

1-YEAR  TREASURY  BILLS 

4.91 

4.90 

5.41 

10-YEAR  TREASURY  NOTES 

5.55 

5.60 

5.56 

30-YEAR  TREASURY  BONDS 

5.80 

5.81 

5.83 

30-YEAR  FIXED  MORTGAGEt 

7.26 

7.29 

7.10 

BLOOMBERG  MUNI  YIELD  EQUIVAL 

Taxable  equivalent  yields  on  AAA-rated,  tax-e) 
municipal  bonds,  assuming  a  31%  federal  ta 

10-yr.  bond  30-y 


GENERAL  OBLIGATIONS 

4.44% 

5 

TAXABLE  EQUIVALENT 

6.43 

7 

INSURED  REVENUE  BONDS 

4.58 

52 

TAXABLE  EQUIVALENT 

6.64 

7: 
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BW  PRODUCTION  INDEX 

Change  from  last  week:  0.1%         Change  from  last  year:  4.4% 
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Technology 

Communications 

Japan 

Large-cap  Growth 
Pacific/Asia  ex-Japan 


53.3 
41.0 
26.2 
20.5 
20.1 


Precious  Metals 
Latin  America 
Small-cap  Value 
Natural  Resources 
Diversified  Emerging  Mkts. 


-21.1 
-20.4 
-12.4 
-10.6 
-9.9 


Information  on  each  of  the  index  components  is  at  www.businessweek.com 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  had  a  slight! 

in  the  week  ended  May  15.  BeforeB 
tion  of  the  four-week  moving  avel 
index  dipped  fractionally  to  14| 
144.5  in  the  prior  week.  After  i 
adjustment,  steel  output  was  up  It 
capacity  utilization  at  80.8%.  ProJ 
crude  oil  and  lumber  also  increasjL 
autos,  trucks,  electric  power,  coal.l 
freight  traffic  declined. 


I  THE  WEEK  AHEAD  I 


NAPM  SURVEY  Tuesday,  June  1,  10  a.m.  edt 

►  The  National  Association  of  Purchasing 
Management's  index  likely  rebounded  to 
53.3%  in  May  from  52.8%  in  April,  says 
the  median  forecast  of  economists  surveyed 
by  Standard  &  Poor's  mms,  a  unit  of  The 
McGraw-Hill  Companies. 

CONSTRUCTION  SPENDING  Tuesday.  June  1. 
10  a.m.  edt  ►  Construction  outlays  probably 
rose  0.4%  in  April,  after  increasing  0.5%  in 
March. 

LEADING  INDEX  Tuesday,  June  1.  10  a.m.  edt 

►  The  s&p  mms  survey  forecasts  that  the 
Conference  Board's  composite  index  of  lead- 


ing indicators  probably  edged  up  just  0.1% 
in  April,  the  same  small  advance  posted  in 
March. 

NEW  HOME  SALES  Wednesday.  June  2.  10 
a.m.  edt ►  New  single-family  homes  in  April 
probably  sold  at  an  annual  rate  of  890.000, 
says  the  s&p  mms  median  forecast.  If  so. 
April's  sales  were  down  from  their  909,000 
pace  of  March. 

FACTORY  INVENTORIES  Thursday,  June  3,  10 
a.m.  edt ►  Factory  inventories  probably 
edged  up  0.2%  in  April  after  falling  for  four 
straight  months,  including  a  0.2%  drop  in 
March. 


EMPLOYMENT  Friday.  June  4,  8:30  a. mi 
►  The  s&p  mms  median  forecast  expec:' 
nonfarm  payrolls  increased  a  solid  20  I 
in  May,  following  a  gain  of  234,000  ir." 
April.  Factory  jobs,  however,  probably 
tinued  to  decline.  The  jobless  rate  is 
ed  to  remain  at  4.3%.  And  hourly  eantl 
likely  increased  0.3%  in  May,  after  risl 
very  modest  0.2%  in  each  of  the  threifi 
vious  months. 


For  more  investment  data  and  the 
components  of  the  production  inde 
visit  www.businessweek.com.  f 
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Editorials 


KEEP  THE  COX  REPORT  IN  PERSPECTIVE 


Doing  business  in  China  may  be  about  to  get  a  lot  more 
difficult.  U.  S.-Chinese  relations  are  in  a  downward  spi- 
ral, and  leaders  in  both  countries  are  unwilling  or  unable  to 
stop  it.  The  Cox  Committee  report,  revealing  20  years  of 
Chinese  spying  on  American  nuclear  weapons  secrets,  comes 
just  two  weeks  after  the  nato  bombing  of  the  Chinese  em- 
bassy in  Belgrade.  Together,  they  have  both  nations  edging 
back  toward  cold  war  rhetoric.  The  danger  now  is  that  a 
politicization  of  the  Cox  Report  could  really  bring  the  cold 
war  back,  causing  moderate  forces  in  both  countries  to  lose 
control. 

Tough,  sensible  policies  are  needed  to  safeguard  the  nation's 
military  secrets  and  counter  China's  potential  new  nuclear  ca- 
pabilities. But  integrating  China  into  the  global  economy  re- 
mains the  best  hope  of  bolstering  economic  reform  and  keep- 
ing that  nation's  geostrategic  intentions  peaceful.  The  Cox 
Committee's  expose  of  the  incredibly  lax  security  at  America's 
top  weapons  labs  is  a  tale  of  breathtaking  incompetence. 
Three  administrations,  under  Presidents  Reagan,  Bush,  and 
Clinton,  failed  to  keep  America's  secrets  and  one,  Clinton's, 
failed  to  act  properly  when  notified.  What  must  be  done 
now  to  secure  those  facilities  may  be  obvious.  But  it  is  im- 
portant to  note  that  the  committee  concluded  that  most  of 
China's  knowledge  of  U.  S.  military  weapons  was  attained 
openly  from  public  sources,  without  spying. 

A  formal  review  of  the  Cox  Committee  data  by  an  inde- 
pendent intelligence  community  group  concluded  that  the 
worst-case  scenarios  of  the  report  were  overblown.  Other 
credible  sources  argue  that  much  information  was  actively 
shared.  As  Jonathan  D.  Pollack,  a  rand  Corp.  specialist  on 
China's  military,  points  out  that  "for  20  years,  beginning 
with  Nixon,  the  U.  S.  actively  facilitated  the  modernization  of 
China's  military  because  we  felt  it  was  in  the  national  inter- 
est." Indeed,  it  was  President  Reagan  who  gave  the  go- 
ahead  to  launch  U.  S.  satellites  atop  Chinese  rockets. 

This  is  not  to  say  that  Washington  should  do  nothing.  Prus- 


sian military  strategist  Carl  von  Clausewitz  once  said,  in 
that  you  must  prepare  for  the  enemy's  capabilities 
than  his  intentions.  China's  nuclear  capabilities  are  n 
hanced  considerably.  China  presents  two  faces  to  the  v 
that  of  the  peaceful,  global,  economic  reformer,  such 
Rongji  or  Jiang  Zemin,  and  that  of  the  nationalistic  mi 
such  as  Li  Peng  or  the  generals  who  run  the  People's 
tion  Army.  No  one  knows  which  group  will  eventually  d( 
and  define  China.  Caution  requires  taking  a  serious  seco 
at  both  satellite-launch  and  dual-use  export  policies. 

Whether  Washingon  permitted  it  or  not,  Loral  S 
Communications  Ltd.  and  Hughes  Electronics  Corp 
probably  unwise  to  have  impi*oved  China's  long-range 
so  as  to  more  reliably  loft  the  companies'  satellites.  T 
Report  accuses  both  of  deliberately  violating  U.  S. 
control  laws.  Loral  and  Hughes  say  they  submitted 
constantly  to  the  Commerce  Dept.  But  that  doesn't  tot 
cuse  their  behavior.  Under  heavy  lobbying  pressut 
the  same  satellite  manufacturers,  the  Clinton  Adm 
tion  shifted  oversight  of  the  China  launch  program  fi 
State  Dept.  to  Commerce.  This  was  probably  a  mists 
has  now  been  reversed.  As  for  export  controls,  tighte 
on  a  small  number  of  potentially  harmful  products 
more  sense  than  tying  up  thousands  in  red  tape. 

The  Presidential  election  is  only  18  months  away, 
temptation  to  play  politics  with  the  Cox  report  i 
whelming.  Already,  there  are  calls  to  punish  China  b 
ing  its  entry  into  the  World  Trade  Organization.  Pi 
Clinton  made  a  serious  blunder  when  he  rejected  th 
deal  Chinese  Premier  Zhu  offered  a  month  ago.  He  sh< 
compound  it  by  failing  to  show  leadership  again  on  tl" 
A  window  of  opportunity  remains  to  get  China  in 
the  election  campaigns  heat  up.  Clinton  should  take  H 

Cautious  engagement,  not  angry  isolation  of  ChindM 
the  best  chance  for  promoting  global  growth  and  peadM 
next  century. 


EUROPE  GOES  ON  INTERNET  TIME 


In  Europe,  the  I-way  is  still  under  construction.  While 
Americans  create  Web  sites  by  the  millions,  download 
reams  of  data  from  the  Net,  and  do  billions  of  dollars'  worth 
of  E-business  every  day,  many  Europeans  don't  even  have  the 
means  to  surf.  Except  for  Finland,  much  of  Europe  remains 
unplugged.  But  not  for  long. 

A  telephone,  TV,  and  computer  technologies  gradually 
converge,  Europe's  $200  billion  telecom  market  has  be- 
come a  battleground  in  which  size  matters  less  than  speed. 
Giant  national  phone  companies  nurtured  on  state  subsidies 
are  watching  their  long-distance  profits  erode  as  upstarts 
move  in  with  cutthroat  prices.  In  the  latest  upset,  Italy's 


Olivetti  beat  giant  Deutsche  Telekom  for  Teleconl 
With  his  sights  set  on  developing  Net  services,  01i\S 
Roberto  Colaninno  wanted  access  to  the  cash  flow  a* 
structure  of  Italy's  national  champion.  To  realize  his  ■ 
becoming  a  Europewide  tech  titan,  he's  willing  to  risM 
wrath  by  firing  20,000  overpaid  Telecom  Italia  empl* 
he  turns  the  ex-monopoly  into  an  agent  of  the  New  « 
For  Telecom  Italia  and  the  Italian  government  tm 
the  hostile  bid  of  a  smaller  company  over  a  friendlyll 
with  an  entrenched  German  counterpart  is  testimony*) 
values  on  the  Continent  have  been  turned  upside  do 
er  before  has  Europe  seen  such  a  deal. 
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The  Mercedes  SLK. 


Arthur  Mitchell.  Rocket. 


You  get  the  idea. 


The  curtain  rises  and  there  it  is:  the  SLK.  With  a  supercharged  engine,  and  a  5-speed  manual 


>mission,  the  stylish  roadster  is  thrust  into  flight.  And  yet  how  graceful;  the  fully  independent 


ispension  maintains  poise  and,  in  the  stationary  position,  the  ingenious  hard  top  pirouettes  as 


it  unfolds.  Bravo!  We  have  liftoff!  Call  1-800-FOR-MERCEDES  or  visit  www.MBUSA.com. 


£1999  Mercedes-Benz  USA,  Inc.,  Montvale,  NJ,  A  DaimlerChrysler  Company 


Whether  it's  with  your  colleagues  down  the  hall  or  those  around  the  globe,  sharing  data  securely  Is  imperative.  I 
industry  leader  in  Internet  security,  Sprint  is  the  only  carrier  to  offer  end-to-end  solutions  that  virtually  eliminate  e-M 
Internet  breaches  as  well  as  internal  network  breaches.  That  means  you  can  move  mission-critical  data  to  the  InK 


ISP  4 


It's  about  exchanging 

information  openly 
with  people  you  trust. 


a  cost  effective  solution.  Because  at  Sprint  it's  not  just  about 
ping  people  out.  It's  about  letting  the  people  you  want  in,  in. 
that  the  point  of  contact?  i-888-730-DATAwww.sprint.com/busmess 
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Up  Front 


EDITED  BY  ROBERT  McNATT 


SILICON  SAGAS 

JIM  CLARK'S 
BIG  PAYDAY 


12 


NETSCAPE  COMMUNICATIONS 

co-founder  James  Clark  just 
got  a  lot  richer.  How?  Amer- 
ica Online's  acquisition  of 
Netscape  in  March  gave 
him  AOL  stock  worth  $1.4 
billion. 

Meanwhile,  his 
founder's  stake 
Healtheon,  an  In 
ternet  startup 
that  went  public 
in  February, 
is  now  worth 
nearly  $100 
million.  And 
Clark's  latest  j 
project, 
MyCFO.com — 
which  grew  out 
of  his  frustra 
tions  with  han 
dling  all  of  this 
loot — has  just 
become  another  startup. 

Clark's  new  company  in 
Menlo  Park,  Calif.,  manages 
the  financial  affairs  of  very 
wealthy    individuals — those 


n-  1 


with  assets  of  $100  million  and 
up.  The  idea  is  to  put  all  the 
information  they  need  to 
prepare  their  tax  returns  in 
one  online  space,  provide 
quick  financial  updates,  anoJ 
pay  routine  bills  digitally. 
Next,  Clark  plans  to  launch  a 
Web  site  that  will  let  clients 
interact  online  with  their 
banks,  brokerages,  and 
other  financial  services. 
|£§£7  MyCFO.com  has  about  15 
customer's  already,  with 
a  combined  net 
worth  of  some 
$20  billion. 

Clark  himself 
is  already  a  sat- 
isfied customer. 
The  high-tech 
tycoon  writes 
I  only  one  or  two 
checks  a  year — 
most  recentlv 
for  a  $25,000 
Ducati  996  sps 
racing  motorcy- 
cle. "I'm  such 
I  drive  it  slowly," 
55-year-old  Clark. 
"Mainly,  I  just  like  listening 
to  it."  Once  again,  money 
talks.  Steve  Ha  mm 


SIOIIN 

B  W 
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MS  OWN  BEST  CUSTOMER 


a  pansy, 
says  the 


THE  LIST  GREASING  THE  PALM 


Government  corruption — 
embezzlement,  kickback 
schemes,  and 

bribery  of  offi- 
cials— is 
perceived  as 
being 

widespread, 
particularly 
in  developing 
nations.  It's  a 
trend  that  puts 
up  a  major  barrier  to  eco- 
nomic improvement. 

In  these  rankings,  derived 
from  polls  and  surveys,  the 
most  corrupt  countries 
receive  a  score  of  1,  the 
least  corrupt,  a  score  of  10. 
Apparently,  there's  nothing 
rotten  in  the  state  of 
Denmark. 


MOST  CORRUPT 

NIGERIA 

1.9 

INDONESIA 

2.0 

COLOMBIA 

2.2 

RUSSIA 

2.4 

KENYA 

2.5 

LEAST  CORRUPT 

DENMARK 

10.0 

CANADA 

9.2 

SINGAPORE 

9.1 

GERMANY 

7.9 

HONG  KONG* 

7.8 

*  Surveys  were  taken  before  Hong  Kong 
became  part  of  China,  China  itself  scored  a 

3.5.  The  U.S.  score:  7.5. 

DATA:  TRANSPARENCY  INTERNATIONAL  1998  SUR- 
VEYS AND  POLLS  Of  INDIVIDUALS  AND  ORGANIZA- 
TIONS FROM  THE  WORLD  BANK  TO  GALLUP  INTERNA- 
TIONAL. RATING  85  COUNTRIES. 


TALK  SHOW  «0ur  children  are  being  fed  a  dependable 
daily  dose  of  violence,  and  it  sells." 

— Presiden  t  Clinton,  calling  for  a  government  study  of  the 
entertainment  industry 


ously,  the  pricey  gu 
had  been  sent  to  20  I 
pean  distributors 
tuned  and  tested  t 
But  that  was  too 
and  slow.  So,  to  p 
Fender,  ups  has  j 
four  rock  guitarists 
warehouse  in  Roerr 
the  Netherlands, 
the  job.  "We've  ch< 
disk  drives  for  ibm 
this  was  a  unique  chalk 
says  ups  project  mai 
Ronald  Klingeler. 

The  challenge,  how 
was  met.  In  May,  whe 
rock  group  Kiss  played 
urday  night  concert  in 
burg,  it  requested  a  ne\i 
tar  on  Friday — and  goi 
on  time  and  in  tune.  F 
says  the  system  will  cut 
by  9%  and  delivery 
from  months  to  weeks 
life  with  a  corporate-fi 
garage  band  is  hard  on 
ups  guys.  Says  Klin 
"When  they  see  a  reall; 
guitar,  they  always  hav 
LU'ge  to  try  it  out  and  ] 
song."       William  Ech 


OVER  THERE 

GOING  ALL  OUT 
TO  PICK  UP  A  GIG 

WHO  SAYS  SERVICE  IS  DEAD? 
When  a  big  outfit  like  United 
Parcel  Service  is  willing  to 
hire  a  bunch  of  Dutch  rock- 
ers to  tune  a  client's  guitars, 
you  know  that  some  compa- 
nies still  will  do  anything  to 
keep  a  customer  happy. 

ups  Worldwide  Logistics 
began  shipping  famed  Fender 
guitars  to  Europe  in  April. 
As  happens  with  stringed  in- 
struments, sometimes  they 
arrived  out  of  tune.  Previ- 


SECOND  ACTS 

RETURN  OF 

A  TALKING  HEAD? 

HAS   STUART   VARNEY.  THE 

erstwhile  cohost  of  CNN's  ear- 
ly-morning business  report, 
defected  to  CNBC?  After  lay- 
ing low  since  his  retirement  a 
year  ago,  Varney  on  May  28 
suddenly  popped  up  as  the 
guest  host  on  the  cnbc 
Squawk  Box  morning  show, 
"a  program  I  greatly  admire," 
he  says.  "It's  really  cutting- 
edge."  In  his  familiar  British 
accent,  Varney,  50,  added: 
"You  get  a  real  charge  getting 
back  in  a  newsroom,  getting 
in  front  of  a  camera.  I  miss 
TV,  believe  me." 

Despite  all  those  good 
vibes,  Varney  says  he's  un- 
sure whether  this  first  date 
will  lead  to  marriage,  al- 
though he  is  open  to  a  job 
that's  not  as  time-intensive 
as  his  cnn  gig  was.  For  its 


part,  cnbc  is  doing  n< 
to  douse  speculation, 
think  very  highly  of 
Bruno  Cohen,  cnbc's 
vice-president  of  bu: 
news,  said  through  a  s] 
woman.  "We'd  love 
working  with  him." 

Varney  told  his  ol< 
boss,  anchor  Lou  Dobbm 


varney:  CNBC  boimom 

he  would  be  appealing  li 
cnbc  show  and  sayw 
Dobbs  then  offered  ttfo; 
him  appear  on  CNN,  toB 
what  does  Dobbs  say?  e 
dined  to  comment  c|  ' 
record.  Robert  w 
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introducing  Sky  Tel  5 :  get  a  message  and  respond  for  just  SK 

he  problem  with  cell  phones  is  that  they  can  ring  at  the  most  inconvenient  times.  And  when  you  answer,  you're  no  longer  in  control  of  your  time  — 
le  caller  is.  Maybe  he'll  want  to  waste  time  shooting  the  breeze  before  he  gets  to  the  point.  Maybe  he's  not  someone  you  were  ready  to  talk  to  just 
it.  Or  maybe  you  have  something  or  someone  more  pressing  to  deal  with  right  now.  But  with  SkyTel  interactive  messaging,  you're  in  control. 
.  simple  text  message  or  e-mail  keeps  you  informed.  You  can  even  choose  to  reply  right  from  your  pager.  And  while  cellular  companies  are 
ragging  about  10 $  a  minute,  SkyTel  is  nationwide,  toll-free,  guaranteed  and  just  5tf  a  message!  So  get  SkyTel.  And  get  informed,  not  interrupted. 


Now  available  at  most  de£?ot*  locations. 

Call  1-800-395-6606  or  visit  www-skytel.com 

5l  messages  up  to  100  characters.  Some  restrictions  -may  apply.  ©1999  SkyTel  SkyTel  Communications  Inc.  is  a  NASDAQ  company,  SKYT 


Up  Front 


PHILANTHROPISTS 


PAYING  TO  SOLVE  A  COSMIC  WHODUNIT 


HAVING   A  PHILOSOPHICAL 

bent — and  lots  of  money — 
means  you  can  support  things 
that  other  folks  might  think 
are  just  a  bit  crazy.  So  Lau- 
rence Rockefeller,  89,  is  under- 
writing a  research  venture  by 
Colin  Andrews,  a  British  elec- 


trical  engineer,  to  study  crop 
circles,  the  mysterious  designs 
often  found  imprinted  on  Eng- 
lish farmland  near  Stonehenge. 

Has  Rockefeller  been  watch- 
ing too  many  episodes  of  The 


X-Files?  After  all,  two  hoaxei-s 
admitted  in  1991  that  they 
made  many  of  the  designs.  No 
way,  says  Rockefeller's 
spokesman:  "He  dabbles  in 
spirituality.  He's  a  philosopliieal 
guy.  So  he's  contributed  a  mod- 
est amount.  But  he  doesn't 
have  a  point  of  view  about 
them."  How  modest  an 
amount,  Andrews  won't  say. 
The  spokesman  says  only  "in 
;he  thousands." 

The  money  will  go  toward 
aerial  photography,  staffing  a 
Connecticut  center  to  study 
the  circles,  and  hiiing  private 
eyes  to  help  weed  out  hoax- 
ers. Some  20%  of  the  weird 
designs  are  still  unexplained, 
says  Andrews,  who  quit  his 
government  job  in  1983  to 
study  the  phenomenon.  But  he 
emphasizes  that  he  didn't  go 
looking  for  his  patron.  Says 
Andrews:  "[Rockefeller]  ap- 
proached me."  □ 


MAD  AVE. 


MEOW-MEOW 
MARKETING 


PET  FOOD  IS  A  DOG- EAT- DOG 

business.  So  it's  no  surprise 
that  Kal  Kan  would  stretch 
the  bounds  of  creativity  to 
launch  its  Whiskas  Home- 
style  Favorites 
cat  food.  A 
new  Whiskas 
TV  ad  bypasses 
people  alto- 
gether, making 
its  pitch  direct- 
ly to  the  cats. 
*  To  test  the  :  tO-scc- 
ond  commercial,  creat- 
ed by  D'Arcy  Masius 
Benton  &  Bowles, 
Britain's  Waltham 
Center  for  Pet  Nutri- 
tion actually  ran  focus  " 
groups  for  200  cats.  In  a  15- 
second  teaser  spot,  pet  ownei-s 
are  urged  to  fetch  Fluffy  for  a 
viewing.  The  ad  itself  shows 
images  of  fish,  yarn  bi  lis,  and 
cat  food.  About  60%  of  the 


CAT  TV 

the  die 


cats  looked  up,  twitched  their 
ears,  or  approached  the  TV, 
says  a  proud  spokesman  for 
Kal  Kan. 

Cat  advertising,  though, 
may  have  a  ways  to  go.  As  a 

test,  BUSINESS  WEEK  put  two 

cats  in  a  room  with  the  ad 
playing.  One  of  them, 
Howard,  assumed  a  prone  po- 
sition and  never 
budged.  The  other, 
Phyllis,  spent  the 
time  trying  to  get 
her  owner  to  pet  her. 
In  a  second 
test,  the  cats 
were  put  right 
in  front  of  the 
TV:  Howard 
left  the  room. 
No  reaction 
from  Phyllis. 
Kal  Kan  con- 
"  cedes  that  the 
idea  behind  the  ad  is  to  con- 
vince owners  that  Whiskas  so 
understands  pets  that  it  can 
make  cat-friendly  ads.  Now, 
all  it  has  to  do  is  convince  the 
cats.  Ellen  Neuborne 


Kitty  wants 
ker 


DRAWN  &  QUARTERED 


AL.SHoW  MJ6HTER 
SIDE  OF  YOUR  . 
pERSOUMnY  1 


OF  SLAPSTICK 


UNCOMMON  MARKET 

SWEET 
BLASPHEMY 

A   BATTLE  OVER  SWEETS  IS 

leaving  a  sour  taste  in 
Europe.  Belgians,  long  proud 
of  their  chocolate,  are  bit- 
terly battling  proposed 
European  legislation 
allowing  choco- 
latiers  to  add  up  te  I 
to  5%  veg- 
etable oil  to 
their  prod-^ 
uct — and 
still  call  it 
chocolate. 

"The  next  tiling 
you  know,  manufac 
turers  will  want  to  put  an- 
imal fat  in  chocolate,"  sniffs 
Jean-Pierre  Bruneau,  presi- 
dent of  the  Eurotoques  asso- 
ciation of  haute  cuisine  chefs. 
Currently,  the  stuff  with  veg- 
etable oil  cannot  legally  be 


called  chocolate  in  Beljj 
and  some  other  EuroJJ 
countries.  But  British 
Scandinavian  chocolate 
ers  say  that  using  100% 
cocoa  butter,  the  tradit 
recipe,  is  just  too  expen 
The  European  Comm 
has  proposed  a  compro 
Allow  vegetable  oil  if 
clearly  labeled.  The  Bel 
however, 
*w  bud 


They 

//  their 
V  late  fr< 
vegetable 
|  and  hav 

> listed 
from  Fi 
Spain,  Greece,  and  the  N 
lands  to  block  the  EC  pro 
That  has  prompted  the 
to  sue  them  all  in  the 
pean  Court  of  Justice — i 
the  Battle  of  the  Bon 
rages.        William  Eel* 


THE  BIG  PICTURE 


THE  ASSET  MIX  TILTS  TO  STOCKS 


Endowment  managers  at  foun- 
dations and  schools  are  no 
different  than  other  investors. 

They  like  stocks 
because  stocks  are 
doing  well.  Pri- 
l0   vate  equity 
investments 
o'0.  are  also  "sing,  peRou*ty 


DOMESTIC 
STOCKS 

INTL. 
STOCKS  AND 
BONDS 

DOMESTIC 
BONDS 

REAL 
ESTATE 


especially  at 
larger 


OTHER 


AAA 


institutions. 

DATA:  GREENWICH  ASSOCIATES    ^  PERCENT 


0    10    20    30  ' 


FOOTNOTES  College  students  who  spent  more  than  $2,500  on  discretionary  items  this  school  year:  45%  ;  more  than  $5,00C| 
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DATA:  EDVENTURE  P/ 


jDEd  wards 

Enterprise  Software 


It's  happening  in  business  circles  everywhere.  Vision  is  becoming  reality.  Inspiration  is 
seeing  the  light  of  day.  And  cocktail  napkin  genius  is  rinding  a  place  in  the  real  world. 

That's  the  power  of  J.D.  Edwards  enterprise  software.  Designed  for  everything  from  big 
business  to  e-business,  it's  the  only  solution  that  allows  you  to  put  your  ideas  into  action  and 
painlessly  make  changes  after  implementation. 

Enabling  this  newfound  freedom  is  ActivEra™  a  suite  of  business  tools  and  technologies 
that  gives  you  the  control  and  agility  needed  to  thrive  in  today's  unpredictable  business  climate. 

Take  it.  Run  with  it.  You'll  be  amazed  at  how  far  you  can  go.  For  more  information,  call 
(800)  727-5333  or  visit  us  at  www.jdedwards.com. 


©  J.D.  Edwards  World  Source  Company  IW  J.I)  Edwards  is  a  registered  rrademark  of  J. I)  Kdwards  C\  t  lompany  The  names  of  all  orhcr  produt  is  and  sen  ises  or 
J.D.  Edwards  used  herein  are  rradematks  or  rcgistcfcd  trademarks  of  J.D.  Edwards  World  Source  Company. 


The  unexpected. 


Risks. 


Exposures. 


Asset  devaluation. 


Market  turmoil. 


Performance  erosion. 


Tax  implications. 


Inhale. 


Exhale. 


ZURICH 

FINANCIAL  SERVICES 


Centre  •  Empire  Fire  and  Marine  •  Farmers 
Fidelity  and  Deposit  •  Scudder  Kemper  Investments 
Universal  Underwriters  '  Zurich 
Zurich  Kemper  Life  '  Zurich  Re 

www.zurich.com 

LSE  (London  Stock  Exchange):  ADZ  Allied  Zurich 
SWX  (Swiss  Exchange):  ZUAN  Zurich  Allied 

Allied  Zurich  ADR  (non  listed):  ADZHY 
Zurich  Allied  ADR  (non  listed):  ZRHAY 
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ONLINE  INVESTORS 
ARE  CUSTOMERS,  TOO 


By  publishing  "Our  guide  to  online 
investing"  (Cover  Story,  May  24),  you 
have  completely  eliminated  any  appre- 
hensions I  had  about  joining  the  ranks 
of  online  investors.  Well  done,  business 
week. 

Michael  A.  Mikrut 
Boscobel,  Wis. 

I  currently  use  four  online  brokers, 
simply  because  it  is  difficult  to  trust 
them.  This  is  caused  either  by  lack  of 
telephone  or  E-mail  support  or  by  being 
disconnected  while  keeping  the  site  idle 
for  only  15  minutes. 

A  little  bit  of  research  and  thinking  is 
still  necessary  prior  to  placing  an  online 
trade.  Having  to  log  in  every  15  min- 
utes, as  is  the  case  at  Waterhouse  Se- 
curities Inc.,  is  time-consuming,  annoy- 
ing, and  frustrating.  I  think  there  is  a 
lot  of  room  for  improvement  in  sendees 
and  customer  support.  Whoever  is  the 
first  to  understand  that  top-notch  ser- 
vice is  still  very  important  to  customers 
will  win  the  battle  of  signing  up  the 
most  customers. 

Melvin  Renowden 
Willowbrook,  111. 

MANUFACTURING  WAS 

NEVER  ON  THE  FLOOR  

Your  story  says:  "The  factory  sector 
is  on  the  mend,  albeit  slowly."  This  as- 
sumption was  based  largely  on  the  mis- 
leading behavior  of  the  National  Asso- 
ciation of  Purchasing  Management  index 
("Manufacturing  is  finally  ready  to  get 
up  off  the  floor,"  News:  Analysis  & 
Commentary,  May  17). 

The  alleged  recession  in  manufactur- 
ing never  took  place.  While  the  NAPM  in- 
dex was  well  below  50,  the  Federal  Re- 
serve index  of  industrial  production  and 
the  Bureau  of  Labor  Statistics  measures 
of  real  manufactured  output  both 
showed  growth  rates  of  more  than  49c 
in  1998. 

Xonfarm  business  gross  domestic 
product  grew  4.6%  in  1998.  Since  man- 


ufacturing accounts  for  one-fifth  of  gdis 
its  growth  should  be  assumed  to  be  iE 
the  same  range,  and  the  statistics  bes 
this  out.  Using  the  bls  measure,  mani- 
factured  output  rose  by  4.2%  in  199: 
slower  than  the  6.5%  gain  achieved 
1997  but  still  quite  robust. 

What  you  also  fail  to  capture  is  thir 
manufacturing  has  grown  faster  tha 
the  economy  as  a  whole  in  the  1990: 
From  1991  to  1998,  total  manufacture . 
output  grew  by  only  3.0%  annuall 
From  1990  to  1998,  manufacturing  pr 
ductivity  grew  by  ■>~r'  annually,  moi 
than  double  the  productivity  growl 
rate  of  the  overall  nonfarm  busine; 
sector. 

Furthermore,  the  contribution 
manufacturing  to  growth  has  increase 
In  1992  to  1997,  manufacturing  co  ■ 
tributed  fully  27%  of  growth  in  gd 
much  higher  than  its  contribution  durii  - 
the  1980s  and  significantly  higher  th; 
the  contribution  from  services. 

Gordon  Richar 
National  Associati 
of  Manufacture 
Washingt 

HEY,  AT  LEAST 
SOMETHING  GOT  SOLD 


"Sing  a  song  of  selling"  (Marketii 
May  24)  was  right  on  the  mark.  A  fi 
days  ago,  I  saw  a  car  commercial  f< 
turing  the  Doobie  Brothers  performi , 
Rocking  Down  the  Highway.  The  so^. 
revived  old  memories.  I  can't  tell 
what  car  was  being  advertised,  but" 
did  purchase  the  Doobie  Brothers  CI  . 
am  sure  that  wasn't  the  intent  of 
car  company,  but  it  worked  for  the  D 
bie  Brothers  and  me. 


David  E 
Rockford, 


ONLINE  RECRUITING 
NEEDS  FINE-TUNING 


IS. 


I  have  been  involved  with  the  exe 
tive  search  business  for  almost  20  ye 
and  am  glad  to  see  that  the  ra 
growth  of  executive  online  services  h  . 
nally  receiving  the  attention  it  deser  : 
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jadhunting  2000,"  Management,  May 
I  was,  however,  disappointed  in  the 
is  of  the  part  of  the  story  called 
irching  the  Net  for  your  next  gig" — 
it  the  online  services  that  specialize 
osting  volumes  of  resumes  and  job 
lgs.  The  increasing  pressure  to  iden- 

qualified  job  candidates  quickly  is 
ling  many  headhunters  and  compa- 

to  take  advantage  of  specialized 
ices  that  cater  to  a  specific  level  of 
loyee. 

ood  recruiters  simply  don't  have 
!  to  wade  through  hundreds  of  in- 
"opriate  resumes  received  from  a 
broadly  posted  job  listing.  And 
art"  job  seekers  shouldn't  waste 
:•  time  searching  through  thousands 
}b  listings  that  don't  match  their 
1  or  skills. 

ach  month,  I  have  occasion  to  speak 
i  hundreds  of  industry  executives 
executive  job  seekers.  The  consen- 
arnong  these  people  is  that  static 
mes  and  huge  job  databases  have 
-  place,  but  at  the  executive  level 
are  not  the  most  efficient  or  effec- 
means  for  finding  the  appropriate 
iidates  or  the  best  jobs. 

David  B.  Theobald 
President 
Netshare  Inc. 
Novato,  Calif. 

RICANS  DESERVE 

IE  VACATION  

y  company  used  to  have  a  rule  that, 
•  three  years,  you  got  three  weeks 
ication.  They  just  sent  out  a  memo 
ig:  Sorry,  from  now  on  you  have 
rait  10  years  to  get  three  weeks — 
•h  is  galling,  since  you  know  the 
s)  making  these  decisions  get  plen- 
f  vacation,  thank  you  veiy  much, 
to  speak  of  the  injustice  of  changing 
:erms  of  employment  in  midstream 
ss  downtime  for  the  Continent,"  Up 
it,  May  24). 

e're  always  hearing  stories  here  in 
II.  S.  about  how  overworked  Amer- 
are  and  how  productivity  levels 

i  going  up  and  up.  Yet  there  are 
ninimum  standards  for  vacation 

aybe  I'm  especially  sensitive  to  this 
use  I  have  lived  and  worked  in  both 
)pe  and  South  America,  where  con- 
ns for  employees  are  much  better. 
;  places  in  South  America,  every- 
'  down  to  the  janitor  gets  a  mini- 

ii  of  three  weeks  by  law.  I  know  I 
ot  expect  much  from  a  country  that 
n't  even  mandate  employers  to  offer 
-h  insurance  to  their  employees,  but 
;  you  think  we  should  start  talking 

i  t  this? 

Frances  Del  Rio 
Oakland,  Calif. 


WELFARE  REFORM  IS 
WORKING— FOR  SOME 


I  was  astounded  by  Gary  S.  Beck- 
er's "Guess  what?  Welfare  reform 
works"  (Economic  Viewpoint,  May  24), 
contending  that  reform  is  a  great  suc- 
cess. Perhaps  it  is,  if  the  only  criterion 
for  success  is  that  the  number  of  people 
on  the  public  assistance  rolls  is  down. 
Few  states  are  making  any  effort  to 
track  the  progress  of  former  recipients. 


Those  of  us  in  churches  and  social  ser- 
vice agencies,  however,  are  quite  likelj 
to  encounter  them. 

Yes,  people  are  getting  off  welfare. 
They  are  getting  low-paying  jobs  (as 
Becker  admits)  that  cannot  support 
their  families  in  dignified  conditions. 
Many  times,  they  have  neither  the 
transportation  nor  the  child  care  to  en- 
able them  to  keep  the  job.  According  to 
recent  statistics,  California  alone  has 
more  than  200,000  persons  on  the  child- 
care  assistance  waiting  list.  An  18-month 


'When  the  giants  start  doing  the  'merger  dance,'  it's  time 
to  get  safe  from  shifting  alliances  by  being  with  Williams. " 


Doin'  the  "safety  dance?"  Looking  for  vendors  that  will  stick 
around?  Try  Williams.  For  90  years  customers  have  counted  on 
our  unfailing  reliability.  Which  could  be  what  makes  us  the  only 
leader  in  both  energy  and  communications.  Make  the  perfect  step 
with  us.  Or  take  your  chances  with  WorldMCIconT&TsouthernRon. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 
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GLOBAL  CUSTOMER  PBOOBfli! 


pentium0 
xeon 


Intel,  the  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  Pentium  III  Xeon  is  a  trademark  of  Intel  Corporation.  Dell, 
the  Dell  logo,  Dellware  and  PowerEdge  are  registered  trademarks  of  Dell  Computer  Corporation.  Premier  Pages  is  a  service 
mark  of  Dell  Computer  Corporation.  Be  Direct  is  a  trademark  of  Dell  Computer  Corporation.  ©1999  Dell  Computer  Corporation. 
All  rights  reserved.  Dell  Financial  Services  LP,  an  independent  entity,  offers  leasing  options  to  qualified  customers. 


Actually,  we  pioneered  the  single  biggest  advantage  of 
being  direct:  being  direct.  In  other  words,  it's  just  us. 
Dell.  There's  no  need  for  a  middleman. 

You  deal  directly  with  the  people  who  design  and 
build  your  system,  including  Intel  - based  servers.  As  a 
result,  your  needs  come  first.  And  there's  no  question 
about  who's  accountable  for  meeting  them.  Meanwhile, 
we're  always  creating  new  ways  to  keep  the  relationship 
between  us  long  and  happy. 

Premier  PagesSM  service,  for  instance.  Customized 
web  pages  for  your  business  that  simplify  ordering 
procedures,  provide  access  to  customer-specific  reports 
and  can  help  make  your  business  more  efficient.  It's 
another  way  you  can  talk  one-to-one  directly  with 
us.  Which  means  again,  your  needs  come  first.  And 
it's  far  from  the  only  way.  Ask  us  about  Dell  Plus, 
Dell  Financial  Services,  Dellware  and  Global  Customer 
Programs,  too.  Regardless  of  which  system  or  services 
fit  your  business,  we're  here  to  answer  questions  and 
provide  on-line  and  phone  support.  24  hours  a  day. 

We'll  end,  appropriately  enough,  by  being  direct:  Give 
us  a  call  toll  free  or  visit  our  web  site.  You'll  see  why  our 
on-line  sales  have  grown  to  $14  million  a  day. 

1-877-434-DELL 

toll-free 

www.dell.com 


Dell  offers  a  complete  line 
of  InteP- based  products, 
including  the  Dell 
PowerEdge®6300  Server. 
It  can  accommodate  up 
to  four  Pentium®III  Xeon1 
processors,  4GB  of  ECC 
memory  and  seven  hot- 
plug-ready  PCI  slots. 


BE  DIRECT™ 
www.dell.com 


The  Duke  MBA  Works 

Around  the  clock.  Around  the  world.  Around  your  business  life. 


The  Duke  MBA- Cross  Continent 


R 


(  ) 


G 


R 


A 


M 


An  innovative  j\4BA  program  for  young  managers 
offered  at  Duke  University's  Fuqua  School  of  Business 
campuses  in  Europe  and  tine  United  States. 


Readers  Repo 


study  by  Network,  a  Roman  C 
social  justice  organization,  surj 
2,555  people  at  59  social  service  ag 
in  10  states.  More  than  67%  of  t. 
spondents  were  "disconnected,"  tl 
receiving  no  assistance  and  havi 
job.  Of  the  adults,  43%  said  they 
eating  less  because  they  could  not 
food,  and  24%  said  their  children  1 
skip  meals.  Close  to  30%  said  the 
to  forgo  needed  medical  care. 

I  agree  that  stable  employmer 
self-reliance  are  desirable  and  in< 
feelings  of  self-esteem.  Howeve 
present  "reform"  is  not  providh 
ther  one.  If  in  our  callous  disrega 
our  fellow  citizens,  we  consider  th 
uation  successful,  we  are  sadly 
our  sense  of  the  common  good. 

Carol  E.  Wl 

Justice  &  Life 
Catholic  Dioc 

Wheeling-Char 
Webster  Springs,  W 

Becker  spoke  of  the  economic  I 
but  not  of  the  impact  the  1997  1 
gration  law  was  having  on  welfa 
work  vis-a-vis  a  well-orchestrat* 
flow  of  immigrants  to  the  U.  S., 
reducing  competition  for  unskilled 
between  welfare  recipients  and 
immigrants. 

In  addition,  the  Nobel  laureate 
to  mention  the  huge  transfer  payi 
to  corporations  in  the  form  o 
breaks  (averaging  $10,000  per  ( 
date,  pre-screened  and  trained).  Is 
transfer  of  tax  revenues  to  the  ric 
der  the  guise  of  social  reform? 

Keith  Be 
Far  Rockaway, 

LET  S  KEEP  TVs 
OFF  THE  DASHBOARD 

While  reading  "Hello,  Internet" 
cial  Report,  May  3),  I  started  t< 
chest  pains.  You  quote  Sven-Chi 
Nilsson,  ceo  of  Ericsson,  saying: 
day,  you  will  watch  your  favorite 
opera  in  the  car  on  your  way  hom 

Maybe  it's  just  that  I  am  a 
Yorker,  but  I  seem  to  spend  hal 
driving  time  avoiding  cars  drive 
people  who  have  a  cell  phone  we 
between  their  shoulder  and  theii 
They  are  usually  gesticulating 
with  both  hands  while  presun 
steering  their  car  with  their 
jammed  under  the  steering 
(works  fine  on  straight  roads — touj 
curves).  Occasionally,  they  also 
their  eyes  focused  on  the  cigaret 
cigar  they  are  lighting.  It's  not  too 
though.  These  people  usually  don't 
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(sildenafil  citrate) tablets 
Let  the  dance  begin.™ 


When  Ron  invests  online, 
he  does  it  himself. 

But  with  Schwab, 
he  doesn't  do  it  alone. 

RON  INVESTS  WITH  SCHWAB.COM  BECAUSE  HE  LIKES  CALLING  THE  SHOTS. 
"BUT  I  ALSO  LIKE  THAT  I  CAN  CALL  AND  GET  HELP  WHEN  I  NEED  IT,"  HE  SAYS. 


'I've  been  trading  for 
fe.  Now,  my  preferred 
hod  is  online,"  says 
i.    "That's    the  way 

trading  these  days. 
1  I  always  do  it  at 
wab.com.  It  makes  it 
luch  easier." 
That's  nice  to  hear. 
1  if  you  need  help 
>le  you're  online? 
'I  call  somebody  at 
wab.  I  just  call  up  the  800  number  and  get 
ebody  on  the  phone.  They  have  the  website 

the  back-up  of  Schwab's  professionals.  You 
rys  feel  comfortable  with  them,  because  of 
r  support.  From  my  perspective,  it's  really 
e  good." 

■  n  fact,  Schwab's  representatives  are  more 
i  happy  to  talk  by  phone  day  or  night,  7  days 
;ek.  Even  while  you're  online.  No  one  else 
rs  service  quite  like  Schwab. 
It's  the  strongest  possible  combination," 
tinues  Ron,  "the  quickness  and  ease  of  the 
met  and  the  team  of  professionals  you  can 
o  for  help.  You  can't  ask  for  anything  more 
n  you  think  about  it." 

Among  other  things,  Ron  also  has  access 


to  the  Analyst  Center  on 
Schwab.com.  It  provides 
access  to  analyst  reports 
such  as  Credit  Suisse 
First  Boston  Corporation 
and  Hambrecht  &.  Quist. 
Information  once  only 
available  to  professional 
money  managers.  Schwab 
makes  these  reports  avail- 
able, so  you  can  ask  better 
questions  about  the  invest- 
ments you're  considering. 

It's  just  part  of  a  wealth  of  information  at 
Ron's  fingertips  and  yours. 

Whether  it's  online,  in  your  local  branch  or 
on  the  phone,  as  Ron  says,  "Their  service  has 
been  top-notch  right  across  the  board.  They 
give  you  everything  you  need  at  all  times.  And 
freedom  to  do  what  you  want." 

A  concluding  thought,  Ron?  "Every  person  I 
talk  to  seems  like  they  care  about  the  customer. 
It's  the  right  way  to  run  the  business." 

If  you're  ready  to  move  up  to  Schwab,  call 
1-800-4  SCHWAB,  log  on  to  our  website  at 
www.schwab.com  or  visit  us  at  any  of  our 
over  290  branches. 


Charles  Schwab  on  investing 

"I  see  the  Internet 
as  the  single  most 
empowering  force 

for  the 
individual  investor" 


lays  after  the  provider  makes  the  reports  available  to  institutional  clients,  who  may  act  on  the  reports  in  the  meantime.  Access  to  services  and  your  account  may 
i  during  periods  of  peak  demand  or  market  volatility  or  for  other  reasons.  ©Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (0499-1503). 


Charles  Schwab 


THINK  PATTERNS.  REAP  PROFITS. 


Whether  you're  a  business  leader  or 
investor,  this  groundbreaking  guide 
will  help  you  to  antieipate  sources 
of  profit  before  they  develop. 
Through  more  than  200  case  studies, 
telling  diagrams,  and  strategy 
exercises.  Profit  Patterns  provides 
all  the  tools  you  will  need  to 
capture  tomorrow's  profit  zones. 


Profit  Patterns  is  the  new 
book  from  the  authors  of 
The  Profit  Zone — one  of 
BusinessWeek's  ten  best 
business  books  of  1998. 


"Offers  a  powerful  framework  for  making  sense  out  of  a 
complex  and  changing  business  landscape.  I  hope  our  managers 
read  it  and  our  competitors  don't." 

— John  W.  Madigan,  chairman,  president, 


MERCER 

Management  Consulting 

http://www.mercermc.com 


and  CEO,  Tribune  Company 
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TIMES  BUSINESS 


www.otrondom.com/profitpotterns 


FranI<  Lloyd  WRiqln  was  never  one  to  ovERlook  dETAils 
To  rhis  dAy,  1h is  dtsi<,NS  qRACE  our  Old  I rvipE Ri aI  Bar  iN  Tokyo  ANd 
OsAkA,  I rom  ihl  muraIs  to  tIhe  MAichboxES. 
At  TIhe  IrvipFRi aI ,  IittIe  touches  MAkE  a  biq  di f f ereimce . 

Bit,  ENOUqh  TO  kEEp  qilESTS  RF TURNiNq,  yEAR  AfTER  yEAR,  TO  SAVOR 

riMEUss  hospiTAliry  iN  i (he  WRiqfu  environment. 


IMPERIAL  HOTEL 


c{i«FkadlnfHotels 
ottlxfWorld' 


http://www.imperialhotcl.co.jp 

For  reservations:  Imperial  Hotel,  Tokyo:  Tel  81(3)3504-1251;  Imperial  Hotel,  Osaka:  Tel  81(6)6881-1111;  Hotel  Imperial  Bali,  Bali,  Indonesia: 
Tel  (62)361-730730;  or  vour  nearest  travel  agent.  For  information:  The  Overseas  Sales  Offices  of  the  Imperial  Hotel: 
London:  Tel  (171)355-1775;  New  York:  Tel  (212)692-9001;  Los  Angeles:  Tel  (213)627-6214. 


TELECOM 


his  will  be  the 

□st  influential 

ethering  oF 
uorld  leeders 
his  millennium, 
psrt  of  it. 


TELECOPl  99  +  IflTERRCTlUE  99  Forum, 
Geneua.  10-1?  October  1999 


most  influential?  More  than  Versailles? 
lich?  Yalta?  Think  about  it:  Gates, 
rtner.  Piatt.  Armstrong.  McNealy.  Galvin. 
on.  These  are  the  real  world  leaders 
>day,  and  they  more  profoundly  affect 
day-to-day  lives  than  any  general 
alitician.  They,  plus  a  dozen  more  key 
orate  and  ministry  heads,  will 
t,talk  and  interact  face  to  face  at  the 


Telecom  99  +  Interactive  99  Forum  in 
Geneva  this  October.  There's  never  been 
an  event  quite  like  it.  There  may  never 
be  again.  So  send  off  for  your  Preliminary 
Forum  Programme  today.  And  be  part 
of  history  in  the  making. 

Be  there... 

and  Join  the  World! 


TELECOM 
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ITU  TELECOM   Place  des  Nations   CH-1211  Geneva  20  Switzerland 
+41  22  7306161    Fax: +41  22  730  6444    Internet  telecom99@itu.int   URL:  http://www.itu.int/TELECOM 


Interactive*!6) 

International  Telecommunication  Union 


Its  clock  was  designed  to  rn 

And  the  rest  of  tft  I 


Perhaps  this  is  what  they  mean  by  sitting 
in  the  lap  of  luxury.  Heated,  eight-way  power  front 
seats  with  soft  leather  trim,  intelligent  driver's 


memory  system  for  two  I 
with  a  glide  feature  that  slid 
back  for  easy  entry  and  ext\ 


MSRP  includes  destination  Tax  and  options  extra 


re  time  within  1/40,000th  of  a  second 
ir  to  help  you  lose  track  of  it. 


Kiplinger's  Magazine  Best  New 
Car  in  the  $25,000  to  $35,000  class. 


Could  it  be  a  time  machine  in  disgu.se? 
What  else  would  you  call  the  unadulterated 
joy  of  driving  a  luxury  car  this  precisely  and 
met.culously  engineered?  The  attention  to 
detail  abounds,  from  the  Swiss  watch-like 
gauges  to  its  intelligent  driver's  memory 
system.  A  network  capable  of  remembering 
the  radio  presets  as  well  as  driver's  seat 
and  mirror  settings  for  two.  Indeed,  from 
the  very  moment  you  close  the  mutt.sealed 
door  and  a  remarkable  silence  settles  in  to 
the  very  instant  its  smooth  yet  assured  253 
horsepower  engine  purrs  to  life,  the  newest 
LHS  finally  proves  that  worldly  elegance 
can  easily  coex.st  with  NASA-like  prec.sion. 
The  Chrysler  LHS.  Fully  equipped  at  $29,545; 
Information?  Call  1.800. CHRYSLER  or  just 
visit  our  Web  site  at  www.chryslercars.com. 


'^^jibie^^  CHRYSLER  LHS 


Books 


HE  FIRST  SEX 

he  Natural  Talents  of  Women  and  How  They  Are  Changing  the  World 

]y  Helen  Fisher 

(andom  House  •  378pp  •  $25.95 


WILL  THE  2  1st  CENTURY 
BE  A  WOMAN'S  WORLD? 


Must  be  the  season  of  the  bitch- 
goddess.  In  the  past  two 
months,  four  books  have  ap- 
peared extolling  the  evolutionary  and 
biological  underpinnings  that  make 
vomen  equal — nay,  superior — to  men.  If 
)iology  is  destiny,  say  these  accounts, 
vomen  are  built  to  win. 

It's  not  clear  what  end-of-the-millen- 
lium  Zeitgeist  prompted  this  flurry  of 
vomen's  books  that  focus  on  something 
)ther  than  dieting.  Could  publishers  have 
loticed  that  women  are  gaining  econom- 
c  power,  starting  up  businesses,  and 
noving  into  high-salaried  professions  in 
■ecord  numbers?  Maybe  they  even  de- 
cided that  such  women  might  be  more 
Iran  happy  to  plunk  down  $25  for  a  book 
hat  celebrates  their  strengths. 

Whatever  the  reason,  there  is  sud- 
lenly  a  lot  more  ammunition  on  the 
vomen's  side  of  the  gender  battle.  In 
March  came  Just  Like  A  Woman:  How 
render  Science  is  Redefining  What 
Makes  Us  Female  by  health  writer  Di- 
inne  Hales  (Bantam  Books).  She  sur- 
veys a  slew  of  medical  and  psychological 
studies  to  prove  that  the  female  is  not  a 
weaker  version  of  the  male:  Rather,  she 
s  equal  to  but  biologically  completely 
different  from  men.  Next  came  Woman: 
An  Intimate  Geography  (Houghton  Mif- 
lin)  by  New  York  Times  science  writer 
Natalie  Angier.  It's  a  far  more  personal 
look  at  much  the  same  research  covered 
py  Hales,  but  Angier  draws  a  lot  more 
women-are-just-plain-better  conclusions. 
A.  typical  over-the-top  passage:  "In  the 
clitoris  alone  we  see  a  sexual  organ  so 
pure  of  purpose  that  it  needn't  moon- 
light as  a  secretory  or  excretory  de- 
vice ...  it  is,  in  its  way,  a  private  joke,  a 
:livine  secret,  a  Pandora's  box  packed 
not  with  soitow  but  with  laughter." 

Next  came  noted  feminist  Germaine 
Greer's  The  Wfwle  Woman  (Alfred  A. 
Knopf),  an  angry  follow-up  to  her 
groundbreaking  book,  The  Female  Eu- 


nuch, published  30  years  ago.  Greer's 
373-page  rant  argues  that  feminists 
should  forget  about  fighting  for  "equali- 
ty," since  that  just  forces  women  to  take 
on  men's  less-than-desirable  behaviors. 
Instead,  they  should  go  for  liberation, 
breaking  away  from  male-dominated  in- 
stitutions altogether.  Greer  is  mad  as 
hell:  She  even  thinks  birth-control  pills 
are  a  male  plot  to  keep  women  from  ful- 
filling their  biological  destiny  as  mothers. 
The  book  seems  unlikely  to  win  many 
converts. 

For  achieving  that  goal, 
the  best  of  the  bunch  is  Tiie 
First  Sex:  Tfw  Natural  Tal- 
ents of  Women  and  How 
They  Are  Changing  the 
World.  Rutgers  University 
anthropologist  Helen  Fisher 
covers  many  of  the  same 
studies  used  by  Hales  and 
Angier,  but  she  gives  the 
research  a  forward  spin. 
Woman,  says  Fisher,  is  par- 
ticularly well-designed  to 
predominate  in  the  21st 
century's  globalized,  knowledge-based 
economy,  thanks  to  the  distinctive  quali- 
ties of  the  female  mind. 

Fisher  posits  that  women  are  partic- 
ularly adept  at  "web  thinking" — the  abil- 
ity to  see  the  big  picture.  She  backs  up 
her  claim  with  lots  of  studies  showing 
that  women,  more  so  than  men,  tend  to 
gather-  disparate  facts,  consider  all  the 
options,  and  place  issues  in  a  broad  con- 
text. They  are  better  at  long-range  plan- 
ning, can  intuit  more  from  verbal  cues 
and  body  language,  and  will  consider 
more  points  of  view.  Men,  she  says,  com- 
partmentalize their  attention,  focusing 
on  just  one  thing  at  a  time  while  tuning 
out  extraneous  stimuli.  Fisher  labels  this 
straightforward  approach  "step  think- 
ing," which  works  just  fine  when  all  that 
matters  is  cranking  out  widgets.  But, 
says  Fisher,  "with  the  growing  complex- 


H  ELEN  EES  1. 1  E  R 


ity  of  the  global  marketplace,  companiej 
will  need  executives  that  can  assimilate  | 
range  of  data,  embrace  ambiguity,  anfl 
set  business  objectives  within  a  broade| 
social  context" — in  other  words,  wome| 
executives. 

Fisher  backs  up  these  assertions  b| 
citing  studies  into  the  structure  of  men] 
and  women's  brains.  One  region  of  thfl 
prefrontal  cortex — the  part  of  the  brai| 
that  controls  the  ability  to  multitask — i| 
larger  in  women,  and  the  two  halves  of 
woman's  brain  are  more  strongly  con] 
nected — which  may  explain  why  women 
are  better  at  integrated  thinking. 

The  biology  is  well-documented;  thl 
evolutionary  theories  behind  it  less  sdl 
Fisher  theorizes  that  while  caveme| 
were  out  hunting  mastodons — a  task  cal| 
ing  for  singular'  concentration — womeg 
had  the  more  complex  job  of  rearinj 
children,  requiring  them  to  be  ever  war! 
of  danger  while  stoking  the  home  firea 
preparing  food,  and  keeping  the  tribl 
together.  This  seems  a  little  too  pat — anl 
fails  to  account  for  all  thl 
disorganized  women  and  unj 
motivated  men  in  the  world] 
Fisher  also  goes  througl 
contortions  to  explain  whj 
men  dominate  now  bu| 
won't  in  the  future.  Becausj 
men  are  so  singularly  fdj 
cused,  they  can  devote  aft 
their  excess  testosterone  tl 
climbing  the  corporate  lacs 
der,  while  women  want  1 
well-rounded  life.  But  as  thl 
baby  boomers  entel 
menopause,  she  says,  aging  women  wi| 
get  a  testosterone  boost,  giving  thenj 
the  best  of  both  worlds — valued  wel 
thinking  plus  pushy  behavior.  And,  thel 
won't  have  to  expend  energy  birthini 
those  babies. 

All  of  these  gender-focused  books  gel 
a  tad  over-whelming  after  a  few  charl 
ters.  Even  the  most  ardent  feminist! 
might  start  wondering  if  there  isn't  al 
least  one  teeny  thing  men  can  do  bettel 
than  women.  But  Fisher  et  al.  do  makl 
the  valuable  point  that  women  havl 
much  to  contribute  to  a  company  lookinj 
for  out-of-the-box  thinking.  There  i| 
more  to  be  gained  from  hiring  them  thai 
the  ability  to  hail  diversity  in  the  annua 
report. 

BY  CATHERINE  ARNsI 
Arnst  is  a  different  but  equal  membek 
of  business  week's  science  staff. 
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FISHER  SAYS  THE  FEMALE  OF  THE  SPECIES 


IS  MORE  ADEPT  AT  SEEING  THE  BIG  PICTURE 
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THOUSANDS  OF  ON-LINE  SHOPPERS 
TRUST  THEIR  BARGAIN  HUNTING  TO 

GTE 


TRU 


•JG  EXP£ 

CJILETROjN 


SE  OF 


Cabletron  Systems,  your  business  communications  specialist,  provides  networking  solutions 
to  the  world's  best-known  companies.  For  more  information  on  how  Cabletron's  solutions  help 
GTE  and  other  leading  businesses,  visit  us  at  www.cabletron.com/gte.  Or  call  us  toll  free  at 
1-877-606-5976.  We'll  send  you  a  free  study,  "Network  Management  &  LAN  Downtime  Costs:  An  Overview." 

GTE  is  a  trademark  of  GTE  Corporation. 


caBLeTRon 

 SYSTems 


Automatic  Duplexing  Cost/Value  Color  Automatic  Productivity 

Image  Refinement 


Finally,  a  mid-size  color  laser  copier  that  can  deliver  11  exquisite  color  pages  per  minute.  It's 
the  Canon  CLC  1100  Series.  And  with  Automatic  Duplexing,  low  operating  costs,  advanced 
Color  AIR  Technology,  and  3,850-sheet  capacity,  it'll  have  you  changing  color  in  60  seconds  flat. 


IMAGEANYWARE"  is  a  service  mark  of  Canon  U.S.A.,  Inc.  0  1999  Canon  U.S.A.,  Inc. 


lat  Canon's  not 
le  world  of  color. 


Call  1-800-OK-CANON,  or 
visit  us  at  www.usa.canon.com 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM  

OFFICE  LITE:  LESS 
WOULD  BE  MORE 


A  simpler  Microsoft 
program  would  help 
most  users.  Here's 
how  it  could  be  done 

I have  long  felt  that  the 
world  needs  a  simple  ver- 
sion of  today's  multifea- 
tured  desktop  programs,  such 
as  Microsoft  Office.  This  Of- 
fice Lite  would  be  just  the 
ticket  for  home,  school,  and 
small-business  use.  So  why 
doesn't  Microsoft  offer  such 
a  package?  Says  Vice-Presi- 
dent Steven  Sinofsky:  "We 
could  make  a  product  like 
that,  but  there  would  be  no 
one  to  sell  it  to." 

The  Microsoft  argument 
runs  like  this:  It's  true  that 
most  people  use  only  a  frac- 
tion of  the  features  in  a  pro- 
gram such  as  Word.  But 
everyone  uses  a  different 
fraction,  so  there's  no  way  to 
design  a  simplified  program 
with  broad  appeal. 

While  it's  hard  to  argue 
with  the  success  of  Microsoft 


in  par- 


in  general  or  Office 
ticular,  here's  my  case 
for  simplicity.  These 
programs  are  vast, 
complex,  and  intimidat- 
ing. Many  of  the  fea- 
tures added  to  please 
corporate  technology 
managers,  who  set  Mi- 
crosoft's Office  devel- 
opment  agenda,  are  useless 
or  dangerous  for  many  con- 
sumers. But  simplicity  can- 
not mean  second-rate  or 
dumbed-down  programs.  And 
they  must  be  designed  from 
the  ground  up  to  meet  peo- 
ples' needs,  not  by  stripping 
functions  ii-om  existing 
programs. 

My  basic  suite  would,  of 
course,    include    a  word 


processor.  Everyone  has  to 
write  something  sometimes. 
A  spreadsheet  has  more  lim- 
ited appeal  but  is  probably  a 
vital  component.  And.  to  my 
surprise,  PowerPoint  has  be- 
come a  widely  used  educa- 
tional tool,  especially  in  high 
schools.  So  presentation  soft- 
ware is  an  essential  part  of 
the  mix. 

PORTABILITY.  The 

most  critical  factor  in 
the  design  of  this 
new  suite  is  enabling 
the  programs  to  use 
the  same  files  as 
their  Office  counter- 
parts. The  failure  to 
do  this  was  a  major 
flaw  in  past  attempts 
at  simple  combination 
word-processing  and 
data-handling  appli- 
cations. Examples: 
the  mediocre  Mi- 
crosoft Works  or  the 
much  better  Apple- 
Works (formerly 
ClarisWorks).  People 
need  to  bring  files 
home  from  the  office 


as  overwhelming  as  Office 
itself. 

Another  important  step  is 
making  the  applications  less 
versatile.  One  of  the  factors 
that  has  made  Word  such  a 
monster  is  the  addition  of 
features  that  really  should  be 
left  to  other  programs.  You 
can  embed  a  live  spreadsheet 
in  a  Word  document  along 
with  a  graph  that  will  change 
when  you  change  the  num- 
bers. That's  cool — but  pur- 
chased at  the  cost  of  great 
complexity.  You  can  even  em- 
bed a  click-and-play  movie  in 
an  Excel  spreadsheet,  though 
I  can't  imagine  why. 

Most  of  these  multimedia 
features  could  be  eliminated 


Does  anyone 

need  to  embed  a  click-and-run  movie  in 
their  spreadsheet?  Many  multimedia 
features  could  safely  be  eliminated 


or  from  school,  work  on 
them,  and  take  them  back 
with  all  formatting,  formu- 
las, and  other  features  in- 
tact. This  cannot  happen  if 
files  must  be  converted  to  a 
different  format.  Rival  suites, 
such  as  Lotus  Smartsuite 
and  Corel  WordPerfect  Of- 
fice, have  made  great  strides 
on  Microsoft  file  compatibili- 
ty, but  these  packages  are 


from  Word.  Excel,  and  Power- 
Point and  not  be  missed.  In 
fact,  many  presentations 
would  be  better  if  they  were 
simpler.  And  tighter  focus 
could  make  programs  easier 
to  use.  For  example,  Word 
comes  equipped  with  powerful 
but  hard  to  use  tools  for  cre- 
ating complicated  page  lay- 
outs. Microsoft  has  long  of- 
fered a  lovelv.  easv  to  use 


page-layout  program  ea 
Publisher.  Let  people  us 
simplified  Word  to  write  t 
then  use  Publisher  (pari 
Office  2000)  for  fancy  layo 
PRICE  BREAK?  Visual  B; 
for  Applications  (yba)  is 
powerful  programming 
guage  that  is  an  inte 
part  of  Office.  Corporate 
tomers  regard  it  as  esse 
for  automating  impor 
repetitive  tasks,  such  as  I 
ing  out  forms.  Outside  b 
office,  most  people  rarefl 
ever  use  it.  But  just  byl 
ing  there,  yba  adds  cm 
plexity  and  creates  a  hg 
vumerability  that  bad  A 
can  exploit  by  hiding  \ 
inside  innocent-looking 
mail  file  attachmeti 
Most  of  us  would 
better  off  without 
capability. 

I  also  expect  to 
this  modified  Offi 
for  less  than  the 
rent  $499  for  a  no 
grade  version  of 
Business  Edition.  *ka 
may  help  explain  fc 
crosoft's  profound  ic 
of  enthusiasm  forsfc 
notion.  Still,  the  id4  i 
not  entirely  wi: 
support  at  the  coipt 
ny.  The  inclusioi  c 
new  Small  Busier 
Tools  in  Office  2000  x 
ognizes  that  this  inc; 
tant  market  has  spa; 
needs,  although  i 
software  suffers  »i 
trying  to  build  sim  c 
ty  on  top  of  complexity,  t 
Macintosh  Business  m 
which  sells  most  copies  cfc 
fice  98  to  schools  and  hcf 
is  looking  for  ways  to 
its  next  version  more  fti 
sumer-friendly  There  are  It 
rumblings  that  Microlt 
new  consumer  group  isr 
ing  to  revitalize  Works.  | 
Would  you  buy  a  si  p 
fled  Office  for  home,  scpc 
or  business  use?  And 
would  the  most  impo 
features  be?  E-mail  n 
tech&you(sbusinessweek  n 
and  I  will  pass  the  i 
along  to  Microsoft  an  i 
competitors. 


QUESTIONS?  COMMENTS?  E-mail  tech&you©businessweek.com  or  fax  (202)  383-2125 
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Why  these  Internet  services  outperform  yours. 


With  10.5  Gbps  capacity,  iffi^1 

Hotmail 

257  peering  relationships  and 
DoubleCliCK  a  global,  one-hop 

www  doubleclick.net 


network,  we  provide 


the 


N  ETSCAPE* 

connections  to  make  sure  all 


these  tS2  ^  Web  services 
always  deliver.  Streaming  media. 
Voice-over  IP.  ^jjj^  Distance 
medicine  and  learning.  Gaming. 
WrfMD  E-Commerce.  With 
us,  they  have  the  headroom  they 
need  no  matter  how 

tall  the  spikes  get.  t'  MWKBffl 

If  you'd  like  to  plug  into  clearly 
IB 

superior  connectivity, 

flycast' 

co-location  facilities,  and  technical 
services  I  B  B  AM  to  assure  your 
own  outstanding  performance, 
call  800  475  2733. 
www.above.net 


Internet  spikes?  No  problem. 


©1999  AboveNet  Communications,  Inc.  All  rights  reserved.  AboveNet  and  the  AboveNet  logo  are  servicemarks  of  AboveNet  Communications,  Inc. 
All  other  marks  are  property  of  their  respective  owners. 
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DESPITE  9  RECESSIONS 

SINCE  WWII,  THE  STOCK  MARKET'S'  UP 
63-FOLD  BECAUSE  EARNINGS  ARE  UP  54-FOLD. 

EARNINGS  DRIVE  THE  MARKET. 


FIDELITY  AGGRESSIVE  GROWTH  FUND2 


48.81% 

ONE  YEAR 


27.11% 

FIVE  YEAR 


26.61% 

LIFE  OF  FUND 


RETURNS  AS  OF  3/31/99  PAST  PERFORMANCE  IS  NO  GUARANTEE  OF  FUTURE  RESULTS 


FACT  KIT 

SWD  PROSPECTUS 


Fidelity  Aggressive  Growth  Fund  looks  for  companies 
with   accelerated  earnings  or  revenue  growth 
potential.  Period.  II  you  understand  the  importance  of 
earnings  and  how  they  affect  the  market,  this  fund  could  be 
a  smart  addition  to  your  portfolio.  Of  course,  only  you  can  decide  which 
tunds  arc  right  lor  you  To  learn  more,  get  the  Fact  Kit  today  and  Fidelity 
see  what  Fidelity  money  management  excellence  can  do  for  you. 


Investments 


WHERE  15  MILLION  INVESTORS  PUT  THEIR  TRUST, 


c 

ALL  1 

8     0     0         F  I 

D 

E     L     I     T  Y 

OR       VISIT       WWW.FIDELITY.COM       FOR       FUND  PROSPECTU 

I  or  more  complete  information  on  any  Fidelity  fund,  including  charges  and  expenses,  call  (or  a  Iree  prospectus  or  download  one  at  fidelity.com. 
Please  read  it  carefully  before  you  invest  or  send  money. 

I  DD  SI  KMC  I  :  I -800-544-01 18  lor  the  deaf  and  hearing-impaired  9  a.m.-  9  p.m.  ET. 

As  represem  d  by  the  S&P  500°  Index,  a  mar  ket  capitalization-weighted  index  ol  common  stocks  and  is  not  intended  to  imply  the  performance  ol  any  Fidelity  lu 

1  I'  '00  i  in  gistered  service  mark  ol  I  he  Met  iiaw-l  till  Companies,  Inc.,  and  is  licensed  tor  use  bv  Fidelity  Uismbutors  Corporation. 
Formerl)  known  is  1  idelily  Emerging  Urowth  Fund  File  ol  lund  is  as  ol  inception  12/28/90  Average  annual  total  returns  include  changes  in  share  price,  reinvest n 
ol  dividends  and  capital  gains  Fhc  kind  has  a  short -tenn  trading  Ice  ol  75%  on  shares  held  less  than  90  days.  If  this  Ice  was  included,  the  returns  would  be  lower 
Share  price  and  return  will  vary  and  you  may  have  a  gam  or  loss  when  you  sell  your  shares.  Fidelity  Distributors  Corporation.  75 
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f  JEFFREY  E.  GARTEN 


HE  WEST  NEEDS  TO  FORGE 
i  WEAPONS  ALLIANCE 


iSTACLES: 

>operation 
long  U.S. 
d  European 
fense 
mpanies 
is  become 
sential. 
[fortunately, 
gre's  little 
tion  so  far 


•  ;y  E.  Garten  is  dean  of  the  Yale 
ol  of  Management.  A  former 

|  tment  banker,  he  was  Under 
itary  of  Commerce  for  Interna- 
i  Trade  in  the  first  Clinton  Admin- 
ion  (jeffrey.garten@yale.edu). 


If  Ford  can  buy  Volvo  and  British  Petro- 
leum can  absorb  Amoco,  what  about  com- 
panies in  the  defense  industry  on  both 
sides  of  the  Atlantic — Lockheed  Martin,  Boe- 
ing, Raytheon,  Northrop  Grumman,  as  well  as 
British  Aerospace,  France's  Thomson-CSF,  and 
Germany's  DaimlerChrysler  Aerospace?  Can 
they  be  far  behind  in  the  trend  toward  big- 
multinational  linkups?  To  judge  by  three  high- 
level  task  forces  due  to  report  to  Defense 
Secretary  William  S.  Cohen  this  summer, 
building  an  integrated  defense  industrial  base 
spanning  nato  countries  is  a  top  priority  for 
Washington.  Deputy  Defense  Secretary  John 
J.  Hamre  is  even  saying  that  without  some 
transatlantic  deals,  U.  S.  readiness  will  suffer 
and  Europe  will  be  crippled. 

Unfortunately,  there's  far  more  talk  than 
action  here.  "The  proof  of  the  pudding  is  in  its 
taste,"  says  Daniel  P.  Burnham,  ceo  and  pres- 
ident of  Raytheon  Co.,  "but  so  far,  there's  no 
pudding."  A  quantum  increase  in  cooperation 
between  U.  S.  and  European  defense  compa- 
nies through  mergers,  multinational  consor- 
tiums, and  major  joint  ventures  is  indeed 
critical.  Rationalizing  production  in  the  NATO 
arena,  particularly  in  Europe,  could  reduce 
soaring  procurement  costs  and  spread  the 
burdens  of  defense  more  fairly.  So  far,  Amer- 
ica has  accounted  for  virtually  all  the  defense 
industrial  downsizing,  having  gone  from 
dozens  to  just  a  few  prime  contractors.  And 
Washington  has  absorbed  all  the  recent  in- 
crease in  NATO  budgets  for  weapons  procure- 
ment, which  is  now  slated  to  grow  from  $44 
billion  in  1998  to  $60  billion  next  year,  thanks 
partly  to  Kosovo. 

HIGH-ENERGY  LASERS.  Transatlantic  consoli- 
dation would  also  open  up  highly  restricted 
U.  S.  and  European  markets  to  one  another. 
From  a  strategic  military  perspective,  indus- 
trial integration  within  nato  is  more  vital 
than  ever.  The  gulf  war,  Bosnia,  and  now 
Kosovo  all  point  to  more  multinational  mili- 
tary operations  requiring  a  level  of  compatible 
technology  and  equipment  within  nato  that 
doesn't  now  exist.  For  example,  French  pilots 
have  had  trouble  communicating  with  U.  S. 
planes  over  secure  channels,  and  different 
national  computer  systems  have  made  logis- 
tical operations  a  nightmare.  Even  more  im- 
portant, if  separate  industrial  fortresses 
emerge  on  both  sides  of  the  Atlantic,  the 
rapidly  growing  U.  S.  technological  lead,  in 
areas  such  as  high-energy  lasers  and  un- 


manned aircraft,  would  put  London,  Paris, 
and  Berlin  in  an  even  more  subordinate  posi- 
tion. This  could  lead  to  Europe's  opting  out  of 
future  conflicts  altogether,  leaving  Uncle  Sam 
to  fight  alone. 

Nevertheless,  the  roadblocks  to  deeper 
transatlantic  defense  industrial  cooperation 
are  awesome  and  getting  worse.  There  is 
growing  hesitation  in  the  Pentagon  bureau- 
cracy and  in  Congress,  heightened  by  securi- 
ty lapses  with  China,  about  transferring  tech- 
nology even  to  close  allies.  Europe  is 
concerned  about  its  high  unemployment  prob- 
lem, while  tightfisted  governments  reduce  the 
appeal  of  its  markets.  "It's  hard  to  see  how  a 
U.  S.  company  can  benefit  if  Europeans  don't 
want  to  spend  money  on  big  projects,"  says 
Kent  Kresa,  chairman,  ceo,  and  president  of 
Northrop  Grumman  Corp. 
FANTASYLAND.  In  addition,  Europeans  are  in- 
creasingly obsessed  with  creating  their  own 
defense  capabilities  in  order  to  be  on  an  equal 
footing  with  their  American  counterparts.  This 
has  led  to  talk  of  a  European  Defense  Com- 
pany modeled  along  the  lines  of  the  Airbus  In- 
dustrie consortium,  and  it  has  sparked  a  drive 
for  a  first-ever  common  European  defense 
policy,  discussed  at  a  June  3-5  European  sum- 
mit in  Cologne.  "America  has  a  fantasy  that  it 
can  produce  everything  it  needs  in  Texas  and 
sell  lots  of  it  to  Paris  and  Berlin,  and  Europe 
has  a  fantasy  that  it  can  go  it  alone,"  says 
John  M.  Deutch,  former  Clinton  Deputy  De- 
fense Secretary  and  CIA  Director. 

Can  these  problems  be  overcome?  It's  up  to 
NATO's  governments,  which  are,  after  all,  the 
defense  industry's  sole  customers.  For 
starters,  they  would  have  to  fundamentally 
change  the  protectionist  mind-set  that 
weapons  should  be  manufactured  only  by  na- 
tional champions.  Washington  would  have  to 
acknowledge  that  in  most  instances  the  risk 
for  not  sharing  key  technologies  with  close  al- 
lies is  greater  than  the  political  and  economic 
impact  of  shutting  them  out.  Europe  would 
need  to  vastly  expand  defense  spending  and 
give  up  the  illusion  of  self-sufficiency,  nato 
would  have  to  centrally  decide  on  its  equip- 
ment needs  and  specify  a  preference  for 
multinational  corporate  bidders.  These  are 
the  right  things  to  do,  especially  as  Kosovo 
creates  new  strains  within  nato.  But  they 
constitute  fundamental  U-turns  in  current 
policy,  and  no  one  should  hold  his  breath 
waiting  for  them  to  happen. 
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Economic  Trends 


BY  GENE  KORETZ 

ILLNESS  AND 
ECONOMIC  STATUS 

Why  are  they  so  closely  connected? 

It's  something  that  has  long  intrigued 
economists.  While  the  poor  are  more 
likely  to  have  medical  problems  than 
the  wealthy,  so  are  people  of  average  in- 
comes. Indeed,  health  and  income  levels 
are  strongly  associated  in  virtually  all 
industrial  countries — a  relationship  that 
experts  usually  attribute  to  the  effects 
of  socioeconomic  status  on  personal  be- 
havior and  access  to  medical  care. 

In  a  study  in  the  current  Journal  of 
Economic  Perspectives,  economist  James 
P.  Smith  of  rand  paints  a  more  compli- 

HEALTHY  BODIES  GO  WITH 
MONEY  IN  THE  BANK 


VERY  GOOD  GOOD 
-  HEALTH  STATUS  - 

▲  THOUSANDS  OF  1996  DOLLARS 

DATA  JAMES  P  SMITH    'IN  1994  HEALTH  STATUS  IS  SELF-REPORTED 

cated  picture.  Not  only  can  economic 
status  affect  health  in  subtle  ways,  he 
says,  but  health  problems  can  signifi- 
cantly lower  one's  economic  status.  The 
close  association  between  the  two  re- 
flects this  interactive  relationship. 

Studies  examining  the  issue,  of  course, 
have  often  stressed  class  differences  in 
behavior.  While  smoking  has  declined 
among  all  groups,  for  example,  it's  still 
far  more  common  among  those  with  low- 
er incomes — as  is  overeating,  excessive 
drinking,  and  other  risky  habits.  Poorer 
people  also  make  less  use  of  medical  care. 

Important  as  these  factors  may  be, 
however,  Smith  notes  that  when  re- 
searchers adjust  for  risky  behavior,  they 
still  find  that  lower  income  jibes  with 
poorer  health.  "Something  else  must  he 
going  on,"  he  says. 

One  theory  links  socioeconomic  status 
with  psychological  stress.  For  example, 
many  low-wage  earners  are  engaged  in 
work  over  which  they  have  little  control, 
a  situation  that  has  been  shown  to  in- 
crease the  risk  of  heart  disease.  Low-in- 
come workers  are  also  exposed  to  more 
stressful  events  over  time.  Financial 


woes,  marital  breakup,  spells  of  unem- 
ployment— all  are  more  common  among 
lower-income  families  and  all  may  exert 
a  heavy  cumulative  toll,  notes  Smith. 

Research  also  underscores  the  cru- 
cial importance  of  economic  conditions 
early  in  life — even  prior  to  birth.  Stud- 
ies have  shown  that  fetal  problems  or 
childhood  illnesses  can  affect  the  health 
of  adults  many  decades  later.  Tins,  says 
Smith,  "suggests  that  providing  more 
care  early  in  life  or  raising  living  stan- 
dards for  young  families  could  pay  off 
big  in  terms  of  lifetime  health." 

By  the  same  token,  health  problems 
later  in  life  can  have  a  substantial  im- 
pact on  economic  status.  Smith  reports 
that  people  with  "very  good"  health  in 
both  1984  and  1994,  saw  their  median 
wealth  climb  from  $66,300  (1996  dollars) 
to  $100,000  over  those  10  years.  But 
people  whose  health  declined  from  "very 
good"  to  "fair"  or  "poor"  by  1994  re- 
ported that  then1  wealth  had  fallen  by 
over  50%,  to  $31,000. 

Similarly,  using  other  survey  data 
from  the  mid-1990s,  Smith  found  that 
people  in  their  50s  who  suffered  the  on- 
set of  a  severe  chronic  condition  (such 
as  cancer  or  a  stroke)  saw  their  house- 
hold wealth  decline  by  an  average 
$17,000  or  7%  within  a  year  or  two- 
even  if  they  had  health  insurance.  And 
for  a  sizable  minority,  the  toll  was 
greater.  Moreover,  "since  these  prob- 
lems often  persist  for  many  years,"  says 
Smith,  "the  eventual  impact  for  some 
households  was  probably  far  larger." 


FRIENDLY  BOARDS 
ARE  NOT  ALL  BAD 

They  may  even  help  an  outfit  thrive 

Modern  management  theory  stresses 
the  importance  of  independent 
boards  of  directors  to  keep  a  close  eye 
on  management.  But  a  new  study  in 
Academy  of  Management  Journal  sug- 
gests that  close  ties  between  chief  ex- 
ecutive officers  and  board  members — 
traditionally  viewed  as  dangerous  by 
activist  investors — now  often  tend  to 
actually  improve  corporate  performance. 

Based  on  a  1995  survey  of  some  263 
major  U.  S.  companies,  James  D.  West- 
phal  of  the  University  of  Texas  at 
Austin  found  that  their  subsequent 
earnings  and  stock  performance  was 
positively  affected  by  the  amount  of  in- 
formal advice  flowing  between  board 
members  and  the  ceo.  And  this  flow, 
in  turn,  was  significantly  enhanced  by 
the  degree  of  closeness  between  these 


parties  (as  measured  by  mutua 
knowledgements  of  friendship  an 
the  share  of  directors  appointed  di 
the  CEO's  reign). 

In  most  cases,  this  proved  mori 
portant  in  raising  profits  and 
prices  than  formal  board  monito 
such  as  evaluation  sessions  at 
meetings.  Only  in  those  cases 
top  executives  had  relatively 
stakes  in  then-  companies — via  stoc 
tions  or  other  incentives — did  fc 
monitoring  appeal*  more  productive 
informal  "friendly"  consultation  betj 
CEOs  and  individual  board  membei 

"Apparently,  the  incentive  effe<| 
giving  ceos  greater  financial  stal 
then'  companies  have  reduced  thel 
for  outside  monitoring,"  says  Wesj 
"And  that  has  opened  the  way  for| 
to  use  their  social  ties  to  directors 
key  resource  for  decision-making.1 


RETURN  OF  THE 
CARRY  TRADE  ? 

A  potential  lift  for  bond  prices 

Don't  be  surprised  if  U.S. 
prices  firm  up  in  coming  wd 
and  perhaps  months.  The  reason] 
yields  on  10-year  Japanese  bonds 
ing  to  1.4%  recently  and  compj 
U.  S.  bonds  sporting  a  5.6%  yielf 
spread  between  the  two  has 
to  some  416  basis  points. 

As  economist  Robert  J.  Bar) 
Hoenig  &  Co.  notes,  that  means 
and-hold  investor  who  borrows 
and  lends  in  dollars  would  lose 
only  if  the  dollar  fell  by  more  th^ 
against  the  yen  over  the  next  ter 
And  that  improbable  scenario  sd 
that  a  lot  of  speculators  and  inv 
are  likely  to  engage  in  "the  carry| 
again  as  they  did 
last  fall — borrow- 
ing in   yen  and 
lending  in  dollars. 

The  more  this 
happens,  observes 
L.  Douglas  Lee  of 
Washington  Analy- 
sis, the  more  U.  S. 
yields  are  likely  to 
move  down  a  bit. 
And  if  the  Japan- 
ese decide  to  push 
interest  rates  down 
even  more,  as  he 
believes,  the  yen 
would  drift  even 
lower.  Either  way  spells  more 
profits  for  carry  traders.  Stay  t 
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Recently,  customers  of  a  CLEC  in  one  of  our  local  markets  were  clamoring  for  voice  mail 
service.  However,  the  CLEC  didn't  have  the  capability.  They  needed  a  voice  mail  network, 
and  they  needed  it  now.  That's  when  they  called  in  GTE  WHOLESALE  MARKETS. 
Experience  told  us  it  would  take  eighteen  months  to  construct  an  entirely  new  voice  mail  network. 
Not  good  enough.  So  we  devised  a  plan  that  would  use  existing  GTE  infrastructure  and  bring  the 
same  service  online  in  just  one  month.  Without  tying  up  huge  amounts  of  capital  in  the  process. 
Is  a  communications  problem  throwing  you  a  curve?  GTE  can  deliver  innovative  solutions  that 
provide  more  capacity,  more  technology,  more  of  what  you  need  to  be  successful.  And  we  can  do  it 
in  a  hurry.  Call  GTE  Wholesale  Markets  at  1-888-483-9594,  or  visit  us  on  the  Internet  at 
www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And,  best  of  all,  we'll  steer  you  in 
the  right  direction  and  help  you  .iccelerate  toward  your  goals. 
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mil  STREET  IS  SWEATING  OUT 
ONSUMERS'  NEXT  MOVE 

ie  markets  seek  signs  of  a  slowdown  that  will  ease  inflation  fears 


U.S.  ECONOMY 


It's  almost  summertime,  and 
the  living  isn't  so  easy  on  Wall 
?et.  The  markets  are  increasingly  jittery  over  infla- 
,  fears  and  worries  that  the  Federal  Reserve  is 
e  to  lifting  interest  rates.  That's  why  the  30-year 
d  yield  has  climbed  from  5.75%  in  mid-May  to  more 
1  5.90%,  and  why  the  Dow  Jones  industrial  average 
Dme  500  points  below  its  May  13  peak, 
he  sell-offs  stem  from  worries  that  economic 
rth  is  so  strong  that  cost  and  price  pressures  will 
j  )me  troublesome.  Not  so  long  ago,  rapid  growth 
not  a  problem  for  Wall  Street  because  inflation 
so  clearly  under  wraps.  Now,  though,  the  large  in- 
ise  in  the  April  consumer  price  index — whether 
iberration  or  not — in  addition  to  new  signs  that 
al  demand  is  firming  up,  have  resurrected  market 
ries  about  an  overheated  economy. 

That  is  especially  true  in 
I0ND  YIELDS  CLIMB       the  bond  market,  where  yields 
TOWARD  6%  have  jumped  to  their  highest 

levels  in  a  year  (chart).  Given 
that  the  Fed  is  now  leaning 
toward  a  rate  increase,  the 
market  is  starting  to  price  in  a 
rate  hike,  perhaps  as  early  as 
the  Fed's  June  29-30  policy 
meeting. 

The  markets  are  looking  for 
some  evidence  that  the  econo- 
s  cooling  off  from  its  sizzling  5%  growth  rate  av- 
ed  during  the  past  two  quarters.  So  far,  the  sound- 
from  the  second  quarter  show  mixed  results, 
-home  sales  in  April  posted  a  big  gain,  but  con- 
ir  spending  in  the  quarter  got  off  to  a  surpris- 
'  slow  start,  and  April  construction  outlays  fell 
ply.  The  consumer  and  construction  data  mean 
two  big  contributors  to  growth  in  both  the  fourth 
first  quarters  are  adding  significantly  less  punch  in 
iecond  quarter. 

\'  THER  THAT  IS  THE  START  of  a  slowing  trend  or 
ief  pause  remains  to  be  seen.  Indeed,  investors 
ispecially  nervous  right  now  about  the  manufac- 
g  sector,  which  is  showing  new  signs  of  life  after 
'<  year's  moribund  performance.  The  factory  sector 
)een  the  economy's  weakest  area  last  year,  as  sag- 
exports  took  a  toll  on  output  and  employment, 
slack  had  allowed  a  lot  of  production  capacity  to 
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stand  idle  while  thousands  of  factory  workers  lost  their 
jobs.  Those  trends  helped  to  keep  upward  pressure 
off  wages  and  prices. 

But  manufacturing  appears  to  be  gathering  some 
steam.  Factory  activity  has  been  pulled  along  by  the 
continued  strength  in  domestic  spending.  And  now 
that  global  demand  outside  the  U.  S.  appears  to  have 
bottomed  out,  a  significant  weight  has  been  taken  off 
the  factory  sector. 

The  latest  evidence  is  the  May  report  from  the 
National  Association  of  Purchasing  Management.  The 
purchasing  managers'  index  closely  tracked  the  slow- 
down in  manufacturing  last  year,  when  output  growth 
slowed  to  a  crawl.  Now,  the  index  has  rebounded, 
and  other  measures  of  factory  activity  are  starting  to 
look  stronger  as  well. 

The  napm  index — a  compos- 
ite of  output,  orders,  employ-      ORDERS  HELP  TO  LIFT 
ment,  inventories,  and  deliv-  IYACTIVIT 
ery  speeds — jumped  to  55.2% 
in  May  from  52.8%  in  April 
(chart).  After  eight  months  be-      -  - 
low  the  50%  mark,  which  IS     40  .  . 
the  napm's  dividing  line  be-  32 
tween  contraction  and  expan-  4 
sion  in  the  factory  sector,  the  ^ 
index  has  now  been  above     a  percent  reporting  improvement 
50%  since  February,  and  the  management 
May  reading  was  the  highest  since  October,  1997. 

The  May  napm  report  suggested  a  continuation  of 
previous  trends  of  improvement,  including  rising  orders, 
output,  and  employment,  along  with  firmer  prices  and 
slower  deliveries.  Export  orders  also  strengthened  fur- 
ther in  May. 

AT  THE  SAME  TIME  that  manufacturing  is  looking 
better,  the  construction  industry  seems  to  be  flagging  a 
bit.  Construction  spending  in  April  dropped  a  sharp 
2.4%,  with  declines  in  all  three  sectors — residential, 
industrial,  and  government  building.  The  breadth  of 
the  drop  suggests  that  much  of  the  fall  reflects  a  give- 
back  after  a  warm  winter  boosted  building  activity  in 
the  first  quarter.  Construction  activity,  especially  hous- 
ing, accounted  for  nearly  one-fifth  of  the  growth  in 
real  gross  domestic  product  in  the  first  quarter,  even 
though  the  industry  accounts  for  only  7%  of  all  output. 

For  this  quarter,  however,  construction's  growth  con- 
tribution is  probably  nil.  Residential  construction  began 


PURCHASING 
MANAGERS'  INDEXES 


1  I  W  I  I  I  I  I  I  , 


BUSINESS  WEEK  /  JUNE  14,  1999  39 


Business  Outlook 


the  second  quarter  only  a  bit  above  its  first-quarter  av- 
erage, and  commercial  building  started  the  quarter 
down  by  8.4%.  Housing  won't  collapse,  however.  Solid 
consumer  fundamentals,  such  as  job  and  income  growth 
and  wealth  gains,  mean  households  have  little  need  to 
reduce  their  spending.  Indeed,  sales  of  new  single-fam- 
ily homes  in  April  increased  9.2%,  to  an  annual  rate  of 
978,000,  just  below  the  record  high  of  985,000  hit  last 
November. 

EVEN  SO,  A  DIP  IN  BUYING  POWER  in  April  meant 
that  consumer  spending  began  the  second  quarter  slow- 
ly. The  question  for  the  markets  is  whether  the  slow- 
down will  be  enough  to  cool  the  overall  economy. 

Personal  income  rose  a  sturdy  0.5%  in  April,  but 
because  of  the  gasoline-related  spike  in  inflation  for 
the  month,  real  aftertax  income  slipped  0.1%.  That 
drop  in  buying  power,  along  with  the  need  of  most 
Americans  to  settle  up  tax  payments,  contributed  to  a 
small  0.1%  decline  in  real  consumer  spending,  the  first 
dip  in  nine  months  (chart).  Still,  on  a  yearly  basis, 
spending  is  up  5.3%,  far  better  than  the  3.5%  advance 
in  aftertax  incomes. 

The  weakness  in  demand  was  concentrated  in  goods 
spending.  Real  durable-goods  purchases  were  off  1.1%, 
while  nondurable  goods  fell  1%.  In  particular,  price-ad- 
justed sales  of  gasoline  fell  a  steep  3.2%  as  some  fam- 
ilies cut  back  in  response  to  the  recent  sharp  rise  in  gas 
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prices.  Service  demand,  meanwhile,  rose  0.5%  for 
second  straight  month,  thanks  to  a  steep  rise  in 
paid  to  brokerage  firms.  They're  up  28.2%  from  a  3 
ago  as  more  consumers  decide  to  play  the  stock  mar 

The  April  decline  in  total 
purchases  meant  that  real  con- 
sumer spending  started  the 
second  quarter  at  an  annual 
rate  of  just  1.9%  above  the 
average  of  the  first  quarter, 
when  spending  soared  at  a 
6.8%  rate.  After  that  unsus- 
tainable sprint,  some  slow- 
down was  likely.  In  addition, 
the  recent  sell-off  in  the  stock 
market  and  rise  in  long-term 
interest  rates,  if  sustained,  will  act  to  curb  spen 
The  recent  decline  in  the  Dow  isn't  enough  to  c 
consumers  to  retrench,  but  it  has  probably  ca 
their  attention. 

Indeed,  it  is  hard  to  say  how  severe  a  market 
rection  must  become  before  households  make  dr 
cuts  in  their  spending.  After  all,  the  Dow  plu 
nearly  2,000  points  in  the  fall,  and  consumers  i 
shopping.  What  is  clear  is  that  this  economy  ca 
slow  without  help  from  consumers.  And  unless 
markets  see  sure  signs  that  growth  is  slacking! 
Wall  Street  will  not  find  much  relaxation  this  sum 
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A  MONTHLY  PERCENT  CHANGE 
DATA:  COMMERCE  DEPT. 


A  SURPRISING  SPARK-BUT  NO  CHARGE  YET  I 

Brazil  has  confounded  experts          But  it's  too  soon  to  celebrate.  provement  is  unlikely  until  interl 

with  its  quick  rebound  from        The  first-quarter  gdp  figure,  while  rates  drop  to  the  mid-teens,  spafij 

what  was  expected  to  be  a  severe      a  pleasant  surprise,  was  helped  by  ing  the  economy.  In  the  meantinli 

recession.  Real  gross  domestic           strong  output  in  agriculture  that  Pi*esident  Fernando  Henrique  CB 

product  grew  1%  in  the  first  quar-     is  unlikely  to  be  repeated  in  the  doso's  government  has  offered  tai 

ter,  after  two  straight  quarters  of      second  quarter.  And  inflation  has  incentives  to  businesses  such  as  I 

contraction  (chart).                                         been  kept  under  con-  auto  makers  in  an  effort  to  revifl 

Economists  were  pro-      0N^THE^R?GHT  FOOT        ^r°^  ^arSe^Y  because  industrial  employment, 
jecting  that  GDP  would                                    high  interest  rates  Five  months  after  being  forcl 
plunge  3%  to  6%  this             Brazilian  real  gdp           have  squashed  de-  to  ditch  its  dollar-pegged  ex- 
year,  but  they  are  re-                                     mand  for  consumer  change  rate,  Brazil  has  learned  ( 
vising  their  estimates  to   09 goods.  Also,  on  June  that  devaluation  doesn't  always! 
a  drop  of  around  1%.           B  B  _  _  ■        2,  the  real  fell  to  1.76  come  with  the  expected  inflatiot 
Meanwhile,  inflation,       ^09           1  1            per  U.S.  dollar,  its  and  export  boom.  Low  commocsj 
which  as  recently  as                     ■  J              lowest  level  in  two  prices,  weak  global  demand,  an| 
March  was  projected  to         ras" "ii    iii    iv    T -99       months,  after  the  lack  of  trade  financing  have  lefp 
hit  anywhere  from  25%     a  quarterly  percent  change           state  0f  pernambuco  Brazil  with  a  trade  deficit  of  $J 
to  80%,  will  likely  finish      "oomberg  financial  markets      gaid  [t  wQuld  default  through  May>  Exports  J 

ear  at  less  than  10%) — below       on  $150  million  in  debt  to  a  pri-  picking  up,  but  the  government 

even  the  most  upbeat  government      vate  Brazilian  bank.  projection  of  an  $11  billion  surju 

estimates.  Interest  rates  have  been       Unemployment  is  also  a  big  con-  looks  way  off.  Economists  are  § 

slashed  to  23.5%  from  a  high  of         cern.  In  April,  joblessness  in  Sao  now  predicting  a  surplus  of  as  p 

45%  in  March  and  will  more  than       Paulo,  the  country's  largest  city,  hit  as  $2  billion, 

likely  be  cut  again  in  mid-June.          a  record  20.3%.  A  significant  im-  By  Ian  Katz  in  Sao  P<tl 
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Is  your  e-business 
walking  a  tightrope? 


The  power  of  the  Pentium  III  processor. 

Your  safety  net  in  the  Internet  economy. 


in 


pentlum*  J, 


It's  a  fact.  Doing  business  through  the 
Internet  exposes  your  company  to  viruses, 
unauthorized  access,  and  potentially 
overwhelming  network  traffic  loads.  Your 
afety  net?  The  Intel®  Pentium®  III  processor.  It  has 
le  power  to  run  sophisticated  compression,  encryption 
nd  anti-virus  software  behind  the  scenes,  without 


compromising  performance.  So  you  work  faster  and  safer. 
And  to  add  an  even  higher  level  of  protection,  each 
processor  has  a  unique  serial  number  to  help  protect  your 
vital  assets.  To  learn  more  about  the  Pentium  III  processor, 
visit  us  on  the  Web,  where  you'll  also  find 
information  on  Intel®  products  and  the 

year  2000*  |  ►  www.intel.com/Pentiumlll  |        The  Computer  Inside: 


intel 


OPEN 

ALL 

NIGHT 

Trades  anytime,  anywhere 
-the  whole  world  is  going 
on  Internet  Time 

Want  to  see  just  how  profoundly  the  In- 
ternet revolution  is  reshaping  industries? 
Head  to  Wall  Street.  Responding  to  com- 
petition from  after-hours  electronic  net- 
works, the  leading  U.S.  exchanges  are  getting 
ready  to  extend  trading  hours,  setting  the  stage  foi 
round-the-the  clock,  global  trading. 

On  June  1,  mighty  Merrill  Lynch  &  Co.  ac- 
knowledged what  upstarts  such  as  E*T*ade  Group 
Inc  have  proved:  Investors  can  trade  on  he  Net 
quite  efficiently,  without  help  from  a  middleman 
seeking  a  fat  commission.  Merrill  unveiled  plans 
for  its  own  online  system  (page  45),  but  it  hopes  to 
stop  the  electronic  tide  there:  It's  betting  it  can 
keep  its  14,800  brokers  employed  as  fee-earning 
advisers.  Such  tactics,  however,  may  be  futile, 
warns  Harvard  Business  School  professor  Clayton 
,  Christensen,  whose  1997  best-seller,  The  Inno- 
rr's  Dilemnm,  is  becoming  a  handbook  for  CEOs 
naking  their  businesses  for  the  Net  (page  46) 


-he  New  York  Stock  Exc)  ge  <mf  NASD, mat 

T»/«hs  to  extend  their  trading  hours,  in  NASDAQs  case,! 

m  n  ni  Eastern  Standard  Time  every  weeknight  I) 
love  WaU  Street  have  expected  rM 

dreaded.  Here  is  what  it's  all  about, 

the  170  million  shares  it  trades  daily n°J  ^EL  k 
hours.  Indeed,  the  last  ^^^^'S^ni3 
v,qvp  heen  recent  moves  by  the  ciecuuim-  ^ 
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"We  will  see  real  24-hour  seamless  electronic  tr 
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:>ur  session,  and  the  pending  merger  between  the  Lon- 
and  Frankfurt  exchanges  will  likely  create  more 
aches  for  Wall  Street.  "Eventually  we  will  have  one  24- 
trading  day"  in  Europe,  predicts  Martin  Coughlan, 
of  European  and  U.  K.  trading  for  Salomon  Smith 
ey  in  London.  Experts  believe  the  Japanese  exchanges, 
h  currently  close  for  business  at  3  p.m.,  will  now  feel 
jure  to  extend  their  hours,  too. 

/e  will  see  real  24-hour  seamless  electronic-based  trad- 
ind  it  will  affect  all  of  the  world's  financial  centers,"  pre- 
Stephen  K.  Green,  chairman  of  hsbc  Investment  Bank- 
'LC.  For  now,  the  big  U.  S.  exchanges  are  proceeding 
ously:  nasdaq  will  likely  start  by  offering  evening 
ng  in  only  its  100  largest  stocks  between  5:30  and  9 
for  example. 

will  extended  hours  affect  trading? 

sdaq  won't  require  all  of  its  market  makers  to  partici- 
in  late  trading.  The  nyse,  by  contrast,  is  leaning  toward 
ing  the  same  practices  as  during  its  day  session,  which 


would  require  all  specialists  to  han- 
dle all  trades. 

The  night  sessions  could  create 
some  interesting  arbitrage  plays  for 
options  traders  if  volatility  increas- 
es after  the  sun  goes  down.  But 
for  small  investors  simply  searcliing 
for  a  decent  price  for  their  200 
shares  of  IBM  Corp.,  this  volatility 
could  do  damage.  "Across  the 
board,  it'll  be  a  chaotic,  less  order- 
ly market,"  predicts  one  critic, 
Baruch  College  economist  Robert 
Schwartz. 

Wall  Street  pros  also  note  that 
after-hours  traders  often  read 
breaking  news  the  wrong  way.  For 
instance,  when  usa  Networks  Inc. 
chief  Barry  Diller  disclosed  his  bid 
for  Lycos,  shares  in  the  Internet- 
portal  company  jumped  $10  after- 
hours  on  Instinet  as  investors 
cheered  the  prospect  of  a  buyout. 
But  Lycos  Inc.  declined  more  than 
$40  per  share  the  next  clay  on  nas- 
daq, as  investors  concluded  Diller's 
proposed  stock  swap  would  entail 
too  much  dilution  for  Lycos  share- 
holders. 

Is  there  a  greater  risk  of 
manipulation? 

Possibly.  Some  experts  believe 
that  the  lack  of  liquidity  could  lead 
to  market  manipulation  by 
traders — particularly  those  acting 
in  concert  in  Internet-based  chat 
rooms.  "There  will  need  to  be  vig- 
orous surveillance  of  these  mar- 
kets," admits  Robert  L.  Colby, 
deputy  director  of  market  regula- 
tion at  the  Securities  &  Exchange 
Commission.  "If  there's  not  enough  liquidity,  you  could  see 
strange  price  patterns." 

Will  late  trading  affect  how  companies  disclose  earnings 
and  other  news? 

Most  likely.  Now,  companies  wait  until  after  the  4  p.m.  mar- 
ket close  to  release  news — particularly  bad  news.  Firms  are  fig- 
uring that  this  reduces  the  risk  of  a  sell-off,  since  it  gives 
management  some  breathing  space  to  put  their  best  possible 
spin  on  the  news,  nasdaq  will  give  companies  a  90-minute 
window  before  launching  the  night  session  at  5:30,  but  compa- 
nies may  be  loath  to  do  so  if  evening  trading  proves  volatile. 
"We're  anticipating  more  companies  will  start  releasing  news  in 
the  early  morning,"  comments  Louis  M.  Thompson  Jr.,  president 
of  the  National  Investor  Relations  Institute. 

How  will  this  affect  companies  that  need  to  know  clos- 
ing stock  prices? 

Most  mutual  funds  say  they  will  continue  to  treat  4  p.m. 
as  the  official  market  close,  although  a  Fidelity  Invest- 
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ments  spokesman  says  that  his  firm 
could  change  its  stance  if  late  trading 
becomes  a  hit.  Randy  Picht,  business 
editor  at  the  Associated  Press — which 
distributes  data  for  stock  tables  to 
roughly  900  newspapers — says  he  ex- 
pects West  Coast  papers  with  later 
deadlines  to  begin  requesting  10  p.m. 
closing  prices.  And  Picht  says  that  one 
newspaper  in  the  Eastern  Standard 
Time  zone,  the  Detroit  News,  is  already 
leaning  toward  using  the  10  p.m.  prices 
in  its  final  edition. 

How  will  trades  be  settled? 

Like  banks  that  credit  deposits  made 
after  2  p.m.  on  the  next  business  day, 
brokers  are  expected  to  record  trades 
after  4  p.m.  the  following  day  as  well. 
So  trades  made  at  night  will  actually 
settle  four  days  later,  rather  than  the 
current  three-day  deadline.  Some  mar- 
ket makers,  including  Bernard  L.  Mad- 
off,  principal  of  Bernard  L.  Madoff  In- 
vestment Securities,  believe  that  the 
added  burden  of  processing  evening 
trades  will  set  back  the  current  regu- 
latory push  for  next-day  settlement. 

Nighttime  trading  may  create  some 
unexpected  twists:  If  one  of  your  stocks 
starts  to  plunge  around  10  p.m.  due  to 
volatile  trading,  you  could  wake  up  to 
an  early  morning  margin  call  from  your 
broker. 

What  are  the  ripple  effects? 

Extended  trading  will  mean  longer 
hours  for  some  stockbrokers  and  finan- 
cial journalists,  as  well  as  the  back-office 
workers  who  clear  stock  trades. 
Evening  trading  could  also  force  a 
shakeout  among  smaller  brokers  and 
market  makers  who  don't  have  the  re- 
sources to  staff  up.  "This  looks  like  a 
panic  move"  by  the  exchanges,  fumes 
John  W.  Bachmann,  managing  partner  of 
Edward  D.  Jones  &  Co.  "I  don't  under- 
stand it." 

If  the  truth  be  told,  the  shift  toward 
extended  trading  isn't  flavor  of  the 
month  on  Wall  Street.  "This  is  being 
driven  by  the  retail  investor  in  the 
U.  S. — not  the  institutions,"  comments 
Paul  D.  Roy,  head  of  global  equities  at 
Merrill  Lynch  &  Co.  "They  don't  want 
to  keep  their  offices  open  24  hours  a 
day  due  to  the  cost." 

But  from  negotiated  commissions  to 
Internet-based  trading,  every  new  twist 
on  Wall  Street  has  generated  fear,  dis- 
location— and  a  more  efficient  market. 
Viva  la  revolution. 

By  Dean  Foust,  with  Kerry  Capell 
London,    Mike    McNamee  in 

tshington  and  Andrew  Osterland  in 
tgo 


COMMENTARY 


By  Pat  Wechsler 


ITS  8  P.M..  AND  MOM'S  OUT  TRADING 


M 


laybe  round-the-clock  trading  is 
I  inevitable.  We  have  24-hour 
Igroceries,  pharmacies,  diners, 
casinos,  and  bowling  alleys.  And  the 
Internet's  online  bazaar  is  just  a 
mouse  click  away,  so  we  can  shop  for 
books,  clothes,  or  antiques — at  4  a.m. 

But  just  because  we  can  doesn't 
mean  we  should.  With  every  step  in 
this  march  toward  a  24-hour  economy, 
there  is  a  cost:  less  time  for  things 
beyond  the  realm  of  getting  and 
spending.  Most  important,  a  24-7 
economy  squeezes  the  time  a  healthy 
society  needs  for  its  parents  to  spend 
with  their  families.  In  the  aftermath 
of  the  shootings  in  Littleton,  Colo., 
and  Conyers,  Ga.,  were  there  many 


parents  who  didn't  wonder  if  a  few 
more  family  meals  together  would 
have  made  a  difference?  And  didn't 
pundits  and  pols  of  every  stiipe  chide 
Americans  for  not  talking  to  their 
kids  enough? 

If  the  New  York  Stock  Exchange 
expands  its  hours,  every  function 
connected  with  it  will  have  to  be 
staffed.  That  means  more  back-office 
workers,  floor  traders,  messengers, 
car-service  drivers,  and  bank  employ- 
ees. Even  Wall  Street  delis  will  need 
more  help. 

Some  of  these  will  be  new  jobs. 
But  they  won't  be  at  family-friendly 
hours.  And  at  many  companies, 
workers  simply  will  be  asked  to 
work  a  little  longer  each  day  to  fill 
the  gaps.  Already,  according  to  the 
Economic  Policy  Institute,  a  Wash- 
ington think  tank,  the  average  two- 
earner  middle-income  family  has  seen 


its  annual  workload  grow  from  3,20( 
hours  in  1989  to  3,335  in  1997. 

That  has  left  us  with  14%  less  tin- 
to  spend  with  our  kids,  says  the 
Council  of  Economic  Advisors.  "We 
need  to  have  parents  spending  enouj 
time  with  children  so  they  can  pro- 
duce workers  we'd  like  to  hire  even- 
tually," says  Lawrence  Mishel,  authc 
of  the  epi  study.  That  means  educati 
and  well-socialized  ones,  who  got 
more  out  of  their  parents  than  the 
latest  haul  from  the  mall. 

So  what  do  we  do?  Reenact  blue 
laws?  Make  businesses  close  their 
doors  by  7  p.m.?  Force  everyone  tc 
enjoy  a  day  of  rest?  That  seems  ur 
likely  in  a  society  as  bent  on  creatil 
wealth  as  this  one.  And  without  ex 
tended  hours  for,  say,  grc 
ceries,  many  of  us 
would  never  be  abl 
to  accomplish  an; 
family  errands. 
Besides,  if  the 
U.  S.  doesn't  pus 
the  envelope 
when  it  come; 
to  fast-moving 
financial  mar- 
kets, others  wi] 
It's  unrealisti 
to  think  we  can 
back  to  family  din 
ners  at  7  and  quiet 
Sunday  afternoons.  But  we  should 
least  acknowledge  the  contradiction 
between  our  so-called  family  valued 
and  our  economic  ones.  Perhaps  wtf 
can  limit  our  own  office  hours — as-» 
suming  employers  agree  that  works 
should  log  quality  time  at  home. 

On  the  other  hand,  if  managemej 
is  always  looking  for  candidates  fori 
the  next  downsizing,  who  will  refua 
the  added  assignments  or  hours?  P'ljpv' 
many  blue-collar  workers  can  afforj 
to  pass  up  the  offer  of  lucrative  ovi 
time?  Here,  some  help  from  policy-* 
makers  might  be  needed  to  set  reafc 
sonable  limits  that  encourage 
employers  to  lure  rather  than  over* 
work.  But  I  don't  hold  out  much  h« 
I  ended  up  writing  this  piece  durir; 
Memorial  Day  weekend. 

Wechsler  is  business  wemi 
deputy  news  earn 
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ILL  STREET 


ULLISH  ON 
HE  INTERNET 

n  Merrill  Lynch  make  a  go  of  flat-fee  trading? 


lor  a  quarter  of  a  century,  Charles 
Schwab  has  railed  against  the  evils 
of  brokerage  commissions.  Since 
iching  Charles  Schwab  &  Co.  in 
1,  Schwab  has  prospered  by  charging 
:stors  a  fiat  price  per  trade — which 
mates  the  temptation  by  brokers  to 
i  trades  just  to  generate  commis- 
s.  More  recently,  E*Trade  Group 
,  the  Internet  trading  upstart,  has 
sd  the  fray.  It  even  runs  ads  that 
k  traditional  bro- 
as  hustlers  more 
rested  in  their 
missions  than 
in^  r  customers, 
or  all  those  years, 
service  brokers 
tided  their  way  of 
g  business,  point- 
to  all  the  advice 
handholding  that 
commissions  pay 
On  June  1,  how- 
,  Men-ill  Lynch  & 
made  a  tactical 


it  will  roll  out  on  July  12.  It  will  in- 
clude online  trading,  but  that  will  just 
be  a  convenience.  The  real  thrust  is  to 
offer  clients  a  full  range  of  Merrill  ser- 
vices— access  to  an  actual  broker,  finan- 
cial planning  advice,  and  a  Visa  card — all 
for  an  annual  fee  based  on  a  percentage 
of  assets  in  a  client's  account.  "We  had 
to  turn  our  pricing  model  upside  down," 
says  David  H.  Komansky,  chief  execu- 
tive of  Merrill  Lynch  &  Co.  "We  wanted 


E-TRADE:  New  business  will  make  up 
for  lost  commissions,  says  Komansky 

we  do,  rather  than  on  transactions," 
says  Steffens. 

That  is  the  high  road  Merrill  hopes  to 
follow.  But  its  move  clearly  acknowl- 
edges the  massive  pricing  pressure 
placed  on  the  full-service  brokers  by 
online  trading.  "The  Internet  is  making 
the  traditional  pricing  mechanisms  much 
more  transparent,"  says  Morgan  Stanley 
Dean  Witter  analyst  Henry  McVey. 
"Clients  know  more  about  expense  ra- 
tios, commission  rates,  and  mutual  fund 
performance.  Traditional  financial  inter- 
mediaries are  scrambling  to  catch  up." 
GLOAT  FEST.  Not  surprisingly,  online  ri- 
vals are  gloating.  Schwab  says  that 
Merrill  is  copying  Schwab's  fee-based 
Internet  business  model.  "Clearly, 
they're  totally  moving  away  from  the 
traditional  commission  structure.  It's 
great  for  the  consumer,"  says  David  S. 
Pottmck,  Schwab's  co-CEO.  He  says  that 
Men-ill's  plan  to  match  Schwab  on  the 
$29.95  flat  per-trade  fee  suggests  that 
Merrill  believes  "there's  no  difference 
in  service  that  makes  Merrill  worthy  of 
a  higher  price.  We  agree  with  that." 
Others  are  even  more  dismissive.  Says 
Christos  M.  Cotsakos,  chairman  and  ceo 
of  E*Trade:  "It  was  kind  of  reactive. 
It's  kind  of  the  same  old  stuff."  Cot- 
sakos believes  E*Trade's  June  1  deal  to 
buy  online  bank  Telebanc  Financial 
Corp.  bolsters  its  online  offerings. 

Merrill  execs  told  analysts  that  its 
new  pricing  model  would  have  no  im- 
pact on  earnings.  But  investors  were 
skeptical:  its  stock  fell  from  84  on  May 
28  to  70  on  June  2.  "They  are  taking 
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;at — conceding  that  Schwab  and  all 
|  Internet  upstarts  had  reduced  ex- 
ing  a  buy  or  sell  order  to  a  simple 
nodity.  The  Wall  Street  behemoth 
unced  that  in  December,  it  will  go 
to  head  with  Schwab  and  E*Trade 
iffering  online  trading  for  a  flat 
•5  per-trade  fee. 

it  Merrill's  not  about  to  give  up  its 
ways  of  doing  business — or  its 
•0  brokers.  The  true  centerpiece  of 
rategy  is  another  new  account  that 


to  get  away  from  the  last  vestiges  of 
transaction-based  pricing  and  go  for- 
ward with  fee-based  pricing." 

Men-ill  Lynch  is  still  bullish  on  bro- 
kers. But  in  two  years,  the  firm  expects 
to  have  over  20%  of  its  customer  as- 
sets in  the  new  fee-based  accounts,  says 
Vice-Chairman  John  L.  Steffens.  Men-ill 
currently  has  just  6%  of  its  $1.5  tril- 
lion in  customer  assets  are  in  such  ac- 
counts. 'We  are  trying  to  create  a  value 
proposition  based  on  the  totality  of  what 


their  stated  pricing  down  more  than 
80%,"  says  Sanford  C.  Bernstein  &  Co. 
analyst  Sallie  L.  Krawcheck.  She  says 
the  average  commission  now  is  $210 
per  trade  and  cut  her  2000  earnings 
forecast  for  Merrill  from  $4.90  to  $4.15 
per  share. 

Merrill  is  clearly  on  the  defensive. 
Komansky  concedes  that  "We  probably 
made  a  mistake  up  until  now  not  serv- 
ing those  [online]  needs."  And  Memll  is 
still  not  convinced  that  bare-bones  trad- 
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ing  is  really  what  the  customers  want. 
It's  betting  that  the  majority  of  in- 
vestors want  a  human  being  to  provide 
advice  and  assistance  in  all  phases  of 
investing.  The  firm  says  it  even  hopes  to 
add  6,000  brokers  in  the  next  five  years. 
For  the  next  two  years,  it  also  plans  to 
compensate  its  brokers  for  loss  of  in- 
come from  the  pricing  changes. 

It's  a  big  bet.  But  Merrill  believes 


that  it  can  increase  its  revenues  and 
maintain  its  leadership,  even  as  the  Net 
changes  the  business.  "I  do  not  see  ad- 
vice and  guidance  disappearing.  We're 
basically  saying  execution  is  a  commod- 
ity," says  Komansky.  "It  will  be  who 
can  provide  to  the  market  place  the 
most  compelling  value  proposition." 

Certainly  Merrill  is  operating  from  a 
strong  position.  It  has  5  million  cus- 


tomers and  3.3%  of  U.S.  financial  hoje 
hold  assets.  Schwab  trails  with  l.fe 
But  to  keep  its  customers — and  mr 
haps  garner  more — Merrill  couldl 
longer  ignore  the  online  alternative 
may  be  late,  but  at  least  Merrill  ^t; 
joined  the  movement. 

By  Leah  Nathans  Spiro,  with  Tim 
thy  J.  Mullaney  in  New  York  at 
Louise  Lee  in  San  Mateo,  Calif. 


COMMENTARY 

By  Michael  J.  Mandel 

CAN  A  MERRILL  BE  A  MAVERICK? 


Aaargh!  That's  the  sound  of  yet 
another  industry — Wall  Street, 
this  time — running  headlong  into 
the  Innovator's  Dilemma,  the  prob- 
lem first  described  by  Clayton  M. 
Christensen,  a  Harvard  business 
school  professor,  in  his  best-selling 
1997  book  of  the  same  name.  Chris- 
tensen's  argument  is  simple:  When 
successful  companies  are  faced  with 
a  big  technological  leap  that  trans- 
forms their  markets,  all  choices  are 
bad  ones. 

Doing  nothing  is  not  an  option,  as 
Merrill  Lynch  &  Co.  and  other  estab- 
lished outfits  have  learned.  Facing  a 
major  innovation  like  the  Internet 
with  a  head-in-the-sand  strategy  can 
maintain  profits  in  the  short  run. 
Long-term,  however,  market  share 
and  profits  are  going  to  be  eaten 
away  by  low-cost  upstarts. 
RISKY  BETS.  And  all  the  alternatives 
have  their  problems.  Competing  with 
the  startups  by  adopting  their  tech- 
nology forces  an  established  company 
to  behave  like  a  startup  itself.  That 
means  making  big  bets  on  unproven 
technologies  and  markets  that  never 
may  be  capable  of  producing  decent 
earnings. 

Of  course,  venture  capitalists 
make  such  risky  bets  all  the  time, 
since  they  are  prepared  to  accept  big 
losses  in  exchange  for  the  chance  of 
a  big  gain.  But  at  most  established 
companies,  managers,  workers,  and 
stockholders  are  not  ready  to  take 
such  enormous  risks. 

Or  Merrill  could  try  and 
middle  path — as  it  is  already  >mg. 
Its  latest  plan  calls  for  offerii 
cost  online  trading,  while  still  u 
its  existing  brokers  to  provide  hi, 
margin  financial  planning  services. 
Such  a  fence-sitting  strategy  may 
mean  getting  the  worst  of  both 


CHRISTENSEN: 

Tough  choices 


worlds,  since  it  keeps  the  high  cost 
structure  of  the  established  company 
while  simultaneously  incurring  the 
enormous  new  expenses  of  setting  up 
large-volume  online  trading. 

Indeed,  Christensen's  conclusion  is 
that  it  is  very  difficult  for  an  exist- 
ing successful  company  to  take  full 
advantage  of  a  technological  break- 
through such  as  the  Internet — what 
he  calls  a  "disruptive  innovation."  In- 
stead, he  argues 
that  the  best  way 
to  cope  is  to  set  up 
a  completely  sepa- 
rate organization 
that  can  function 
as  a  startup. 

Despite  his  de- 
pressing message, 
Christensen's  book 
is  drawing  enor- 
mous attention 
these  days  from 
top  managers.  In 
part,  it's  because 
he  does  not  blame 
the  problems  of 
established  compa- 
nies on  stupid  deci- 
sions by  execu- 
tives. Rather,  he 
explains  how  the  habits  that  led  to 
success  make  it  tough  to  deal  with 
new  technologies. 

For  example,  successful  companies 
are  usually  very  good  at  listening  to 
what  their  customers  ask  for  and 
then  delivering  it.  But  a  disruptive 
new  technology  changes  the  cus- 
tomer base.  In  Merrill's  case,  online 
trading  will  bring  in  new  customers 
with  different  needs  and  require- 
ments than  those  of  its  existing  full- 
service  customers. 

What's  more,  under  traditional 
planning  processes,  it's  impossible  to 


When 
New  Technologies 
Cause  Great  Firms 
to  Fail 


clayton'm.  chrIstensen 


justify  enormous  investments  to  co: 
pete  in  small,  yet-to-be  profitable 
markets.  Christensen  writes:  "Inves 
ing  aggressively  in  disruptive  tech- 
nologies is  not  a  rational  financial  de 
cision  for  [established  companies]  to 
make."  The  trouble  is  that  by  the 
time  the  new  markets  are  large  and 
profitable  enough  to  justify  the  in- 
vestment, they  are  already  occupied 
by  entrenched  competitors.  Merrill, 
for  instance,  is  offer 
ing  its  retail  cus- 
tomers low-cost  on 
line  trading  only 
after  Charles  Schwa 
&  Co.  and  E*Trade 
Group  Inc.  estab- 
lished themselves. 
Unfortunately,  there  i 
no  guarantee  as  to  when 
a  new  market  or  a  new 
innovation  will  be  prof- 
itable— or  whether  it  wi 
make  money  at  all.  "Not 
only  are  the  market  ap- 
plications for  disruptive 
technologies  unknown  at 
the  time  of  their  develo] 
ment,  they  are  unknow- 
able," notes  Christensen 
To  be  sure,  a  well-rur 
established  company  can  still  surviv 
a  wave  of  disruptive  innovations,  an 
perhaps  even  prosper.  But  if  Chris 
tensen  is  right,  the  spoils  of  the  Ne 
Economy  will  go  to  the  companies 
and  people  who  are  willing  to  think 
like  venture  capitalists.  That's  not  a 
easy  thing  to  ask  of  managers  who 
have  succeeded  by  taking  prudent 
risks  with  their  shareholders'  mone 
and  following  the  wishes  of  their 
faithful  customers.  It's  a  dilemma. 


Economics  editor  Mandel  follows 
the  impact  of  technology. 
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...AND  NOW 
FOR  THE  ENDGAME 

For  Microsoft,  settling  may  no  longer  be  such  a  bad  idea 


MICROSOFT 

ON  TRIAL 


Is  it  checkmate?  In 
I  ^Bk  ^ne  ^t  s^  Ph&se  °f  the 

^^V^r  trust  battle  against 
Microsoft  Corp.,  the 
Justice  Dept.  had  all 
the  right  moves. 
While  lead  litigator 
David  Boies  tied  the 
company's  witnesses 
in  knots,  Microsoft's 
own  lawyers  bun- 
gled even  simple 
technical  demonstrations.  But  going  into 
the  final  phase  of  the  trial,  which  got 
under  way  on  June  1  after  a  13-week 
recess,  trustbusters  still  had  a  big  hole 
to  plug. 

For  instance,  despite  months  of  beg- 
ging, the  Justice  Dept.  had  failed  to 
produce  a  witness  who  would  give 
Judge  Thomas  Penfield  Jackson  a  first- 
hand account  of  how  Microsoft  terror- 
ized computer  makers.  In  fact,  the  most 
prominent  PC  executive  who  testified  in 
open  court  during  the  first  part  of  the 
trial,  Compaq  Computer  Corp.'s  John 
T.  Rose,  defended  Microsoft.  This  seri- 
ously undercut  the  government's  claim 
that  the  software  colossus  used  the  pow- 
er of  its  Windows  monopoly  to  bully 
customers — and  gave  the  company  hope 
that  it  could  win. 

"ONGOING  DIALOGUE."  Then  the  Justice 
Dept.  revealed  an  llth-hour  coup:  On 
June  7,  IBM's  Garry  D.  Morris  would 
testify  about  how  Microsoft  rubbed 
Big  Blue's  nose  in  the  dirt  when  it 
tried  to  bundle  software  with  its 
computers    that    would  compete 
against  Microsoft  products.  That  eye- 
witness tale,  outlined  in  a  deposition 
taken  on  May  27,  may  remove  the 
company's  last  hope  of  avoiding 
a    guilty    verdict,    and  certainly 
increases  the  pressure  on  Chair- 

CHECK  OR  CHECKMATE? 

The  Justice  Dept.  may  score 
its  biggest  coup  on  June  7, 
when  an  IBM  exec  is  expected 
ide  damning  evidence 


man  William  H.  Gates  III  to  settle. 

Officially,  the  company  is  saying  noth- 
ing about  ongoing  settlement  talks.  And 
Microsoft  executives  continue  to  assert 
that  they — not  Justice — are  prevailing  in 
court.  But  one  high-level  source  says 
that  the  company  would  like  nothing 
more  than  to  settle  the  suit.  Microsoft 
has  put  "a  number  of  things  on  the 
table,"  this  source  says.  "We  have  an 
ongoing  dialogue  with  the  doj  that  is 
still  open  and  working." 

While  Microsoft  is  still  resisting  any 
moves  that  would  curb  its  ability  to  add 
new  features  to  its  programs,  it  has 
sweetened  its  offer  since  last  year  when 
it  tiied  to  reach  a  settlement  before  the 
trial  began.  Then,  it  agreed  to  restrict 
use  of  exclusionary  contracts.  Now,  for 
example,  it  is  willing  to  share  more  in- 
formation about  programming  in- 


terfaces— the  hooks  that  permit  pp- 
grams  to  work  with  Windows — vu 
other  software  developers,  sources  ay 

That's  probably  not  enough  to  satfl 
Justice.  Because  government  lawjp 
believe  that  Microsoft  violated  an  e;j£ 
er  consent  decree,  they  are  uneasy  \id 
simple  "conduct"  remedies — prom» 
by  the  company  to  refrain  from  ilia 
acts,  such  as  forcing  PC  makers  to  m 
cott  rival  software.  They  fear  thaRi 
would  be  easy  for  Microsoft  to  find  ljp 
holes  in  such  remedies,  and  hard  pi 
the  authorities  to  spot  violates 
"They . . .  don't  want  Microsoft  to  tig 
go  home  laughing  and  say,  We  can  viri 
around  that,  no  problem,' "  says  m 
economist  who  has  spoken  to  memS 
of  the  legal  team. 

Yet  Justice  antitrust  chief  Joa] 
Klein  and  the  19  state  attorneys  ge|gi 
al  who  are  suing  Microsoft  may  be» 
luctant  to  take  the  ultimate  step — sm 
ing  the  breakup  of  Microsoft,  ■> 
instance.  Klein  &  Co.  don't  want  t|t 
accused  of  bringing  down  an  Ameni 
success  story.  Plus  breakup  is  ma 
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le-consuming,  and  might  harm  con- 
fers. Even  some  of  Microsoft's 
unchest  enemies,  such  as  Sun  Mi- 
tsystems  Inc.,  have  refused  to  en- 
"se  that  option. 

While  the  two  sides  pursue  a  settle- 
nt  out  of  court,  they'll  continue  the 
tie  in  Judge  Jackson's  chambers.  The 
!  testimony  is  the  fruit  of  months  of 
3rt  by  the  trustbusters  to  get  a  PC 
!C  on  the  stand.  The  government  "en- 
ntered  a  lot  of  fear  among  other  par- 
pants  in  the  industry  because  they 
so  beholden  to  Microsoft,"  says  New 
-k  Assistant  Attorney  General 
phen  D.  Houck.  However,  with  Boies 
lg  so  well,  sources  say,  Gateway  Inc. 
5  on  the  verge  of  agreeing  to  testify 

IBM  stepped  in. 
LYING  HARDBALL.  IBM's  Norris,  for- 
-  director  of  strategy  for  its  desk- 
software  division,  headed  negotia- 
is  with  Microsoft  from  1995  to  1997. 
his  deposition,  he  reveals  how  Mi- 
soft  forced  IBM  to  pay  higher  prices 
Windows  than  Compaq  Computer 
Dell  Computer  after  IBM  refused  to 
)  selling  its  own  operating  system, 
2.  One  executive  at  another  com- 
irmaker  says  that  Norris'  testimony 
irately  depicts  Microsoft's  behavior, 
ere's  nothing  surprising  there,"  this 
;utive  says.  Microsoft  makes  "you 
erstand  that  they  are  not  going  to 
■  nice."  Microsoft  denies  it  illegally 
•ces  PC  makers. 

i  addition  to  shoring  up  earlier, 
ler  testimony  about  Microsoft's  tac- 
Norris  could  bolster  another  weak- 
in  the  government's  case:  proving 
Microsoft  damaged  consumei-s.  Now 
government  can  show  how  Microsoft's 
ats  helped  drive  IBM's  OS/2  from  the 
ket,  reducing  consumer  choice, 
"onsumer  harm  was  the  subject  of 
stimony   on  June   1   and   2  by 
'>anklin  Fisher,  an  economics  pro- 
fessor at  Massachusetts  Institute  of 
Technology.  Taking  the  stand  for 
Justice,  Fisher  said  that  Mi- 
crosoft's hardball  tactics  against 
PC  makers  led  to  higher  prices 
and  less  choice.  On  June  2,  Fisher 
testified  that  the  company  "dis- 
courages people  from  thinking  of 
ways  to  innovate"  on  their  own. 

That's  another  chess  piece  in 
position — and  another  reason  for 
Bill  Gates  to  keep  the  settlement 
talks  going.  The  rebuttal  phase 
is  scheduled  to  end  by  July  4, 
nd  Jackson  will  probably  take  until 
I  fall  to  issue  a  ruling.  That  could 
liMicrosoft  time  to  talk  its  way  out 
eckmate. 

i  Mike  France  in  New  York  and 
'■n  Garland  in  Washington,  with 
ael  Moeller  in  San  Mateo,  Calif., 
Roger  Crockett  in  Chicago 
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EXECUTIVE  SUITE 

TWISTS  IN 
HP's  CEO  SEARCH 

It  may  want  an  insider 

to  succeed  Lew  Piatt  after  all 

Hewlett-Packard  Co.  has  always  been 
famous  for  its  common  sense  ap- 
proach to  management.  So,  when  it 
racked  up  10  quarters  of  disappointing 
profits  and  decided  to  spin  off  its  $8  bil- 
lion test  and  measurement  aim,  58-year- 
old  Chairman  and  Chief  Executive  Lewis 
E.  Piatt  did  the  honorable  thing:  He  an- 
nounced that  he  would  step  down  a  year 
before  hp's  mandatory  retirement  age  of 
60.  "There's  no  in- 
trigue around  here," 
Piatt  told  BUSINESS 
week  a  few  weeks 
later.  "We're  practi- 
cal people." 

Maybe  so,  but 
hp's  ceo  search  has 
turned  into  quite 
the  soap  opera  that 
may  include  a  sur- 
prise ending.  For 
months,  HP  hinted 
that  it  would  focus 
on  outside  candi- 
dates to  revitalize 
the  company.  But 
now,  insiders  say  hp 
is  leaning  toward 
anointing  one  of  its 
own  as  ceo  and  let- 
ting Piatt  stay  on  as 
chairman.  There's 
another  twist:  hp 
could  become  the 
first  major  U.  S.  cor- 
poration headed  by 
a  woman.  Insiders 
say  the  hp  exec 
with  the  best  chance 
to  be  ceo  is  Carolyn 
M.  Tickner,  who  has 
kept  hp's  hammer- 
lock  on  the  laser 
printer  market. 
RARE  MOVE.  The  in- 
sider scenario  isn't  welcome  news  on 
Wall  Street.  "They  need  strong  new 
leadership,"  says  a  top  shareholder.  But 
early  signs  to  the  contrary,  the  60-year- 
old  company  may  not  be  ready  for  an 
outside  ceo.  For  starters,  Piatt  is  run- 
ning the  search  himself,  a  rare  move 
for  a  company  intent  on  a  cultural 
makeover.  And  his  Apr.  6  decision  to 
give  Tickner  and  three  peers  CEO-like 
authority  over  then-  units  may  be  a  late 
effort  to  groom  an  in-house  successor. 


That's  not  to  say  hp  has  given  up  on 
its  outside  search,  business  week  has 
learned  that  Intel  Corp.  Executive  Vice- 
President  Paul  S.  Otellini,  who  declined 
comment,  is  talking  with  hp's  board.  As 
for  Piatt,  he  says  the  board  wants  him 
to  remain  as  chairman,  but  he  would 
leave  if  the  right  candidate  asked  him 
to.  "If  it  happens,  I'm  gone,"  says  Piatt. 
"I  get  to  start  fishing  early." 

hp  execs,  on  the  other  hand,  say  Piatt 
is  the  one  who  wants  to  stay — and  hp's 
encouraging  financial  performance  this 
spring  could  provide  cover  to  make  that 
possible.  The  stock,  bolstered  by  an  im- 
proving outlook  for  profits  and  sales, 
has  risen  34%  since  Piatt  announced  his 
retirement  plans  in  March.  Piatt  could 
also  cite  a  new  Internet  strategy  and 
the  spin-off  of  its  $8  billion  test  and 
measurement  unit  as  evidence  that  the 
company  is  already 


TOP  CHOICE 

Tickner  made 
the  $9  billion 
laser  printer 
unit  into  a 
gold  mine 


DARK  HORSE 

Livermore 
heads  the 
corporate 
computing 
business 


■■■■■■ 


changing. 

So,  the  betting 
inside  is  that  by 
the  end  of  June,  hp 
will  name  Tickner 
ceo.  A  22-year  hp 
veteran,  she's  got 
the  most  experi- 
ence in  selling 
hardware  to  corpo- 
rations, a  critical 
talent.  Insiders  say 
she  would  likely  fo- 
cus hp  on  a  few 
core  strategies,  in- 
cluding E-publish- 
ing.  Says  Salomon 
Smith  Barney  ana- 
lyst John  B.  Jones 
Jr.:  "Anyone  who 
knows  her  knows 
she's  the  logical 
choice,"  if  hp  is 
staying  in  house. 

There's  another 
woman  in  the  race: 
Ann  M.  Livermore, 
40,  head  of  the  cor- 
porate computing 
unit.  While  she  has 
earned  points  for 
driving  the  recent 
Internet  thrust, 
she's  regarded  as  a 
dark  horse. 
With  either  woman  as  ceo,  however, 
Piatt  would  stay  on  and  hp  probably 
wouldn't  face  a  major  housecleaning. 
Ironically,  that  makes  naming  one  of 
their  own  a  risky  business — not  only 
with  Wall  Street  but  also  with  the  many 
hp  staffers  who  hope  for  a  new  regime 
to  shake  things  up.  Says  a  top  execu- 
tive: "Change  is  good,  and  this  is  the 
time."  At  least  it  seemed  like  it  was. 

By  Peter  Burrows 
in  San  Mateo,  Calif. 


THE  OUTSIDER 

Intel  Vice- 
President 
Otellini  is  in 
talks  with 
HP's  board 
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WORKPLACE 

STOCK  OPTIONS 
BITE  BACK 

Women  workers  sue,  saying 
they  did  not  benefit  equally 

This  could  be  one  for  the  law  books. 
On  May  20,  a  federal  district  court 
in  Tampa  certified  a  sex-discrimi- 
nation suit  against  West  Group,  which 
publishes  legal  texts  and  operates  the 
Westlaw  online  service.  Eight  female 
employees  of  West,  who  say  they  were 
not  offered  the  chance  to  purchase  com- 
pany shares  that  men  in  comparable  po- 
sitions got,  are  suing  for  $500  million 
in  damages. 

The  case  could  set  an  important 
precedent  for  the  thousands  of  compa- 
nies that  have  found  stock  plans  to  be  a 
handy  way  of  rewarding  valuable  em- 
ployees in  a  tight  labor  market.  The 
court  decided  that  the  West  stock  pro- 
gram should  be  considered  part  of  the 
company's  compensation  plan  and,  there- 
fore, the  case  falls  under  Title  7  of  the 
1964  Civil  Rights  Act,  which  prohibits 
discrimination  based  on  race  or  sex. 
West,  now  a  unit  of  Canadian  publisher 
Thompson  Corp.,  is  ap- 
pealing the  district 
court's  mling. 
SECRETIVE.  Legal  ex- 
perts, however,  expect 
companies  to  have  a 
tough  time  if  they  try  to 
convince  courts  that  em- 
ployee stock  plans  are  not 
a  form  of  compensation 


THE  CASE  AGAINST 
WEST  GROUP 

■  Management  allegedly 
offered  stock-purchase 
plans  less  frequently  to 
female  employees  and, 
when  it  did,  made  fewer 


details  of  a  secret  stock  plan,  the  suit 
alleges,  suggesting  that  Dwight  D.  Op- 
perman,  West's  chief  executive  officer 
from  1978  to  1996,  was  favoring  male 
employees  when  handing  out  opportu- 
nities to  buy  West  stock.  By  1996,  151 
male  employees,  out  of  a  total  work- 
force of  6,000,  had  accumulated  stock 
worth  nearly  $3  billion  at  the  buyout 
price;  29  female  employees  received 
less  than  $100  million.  Both  the  men 
and  the  women  were  senior  executives, 
managers,  or  sales  rep- 
resentatives. 

The  suit  alleges  that 
Opperman  selected 
women  less  frequently 
than  men  for  the  stock- 
purchase  program — and 
then  offered  them  less 
stock  when  he  did.  One 
plaintiff,    Maxine  M. 


and  therefore  not  subject     shares  available   Jones,  is  a  lawyer  who 


to  Title  7.  "There  are 
plenty  of  cases  saying 
bonuses  were  handed  out 
in  a  discriminatory  fash- 
ion," says  Alan  I.  Fagin, 


■  Plaintiffs  say  the  stock 
plan  is  a  form  of  com- 
pensation and,  therefore, 
falls  under  the  Civil 
Rights  Act 


joined  West  in  1977  as 
its  first  female  salesper- 
son. Jones  claims  that 
West  has  discriminated 
against  her  for  years 


the  head  of  employment     ---   and  never  let  her  buy 


law  at  the  New  York  law 
firm  of  Proskauer  Rose 
LLP.  "I  don't  see  why  op- 
tions would  be  treated 
any  differently." 

Female  employees  of 
what  was  known  as 
West  Publishing  decid- 
ed to  sue  after  Thomp- 
son bought  it  for  $3.4 
billion,  or  $10,445  a 
share,  in  1996.  The 
c'lange  of  ownership  of 
he  Fagan  (Minn.)  com- 
pany brought  to  light 


As  a  result  of  discrimi- 
nation, claim  West's 
female  employees,  151 
male  employees  in  1996 
held  $3  billion  worth  of 
stock,  while  29  women 
held  less  than  $100 
million 

K  Dwight  D.  Opperman, 
West's  CEO  from  1978  to 
1996,  allegedly  favored 
male  employees  in  giving 
access  to  stock 


stock,  even  though  she 
was  a  high  performer. 
"Opperman  had  subjec- 
tive criteria  for  choosing 
people,  like  how  well 
you  supported  manage- 
ment, and  he  told  the 
employees  who  got  stock 
to  keep  it  quiet,  so  that 
the  women  never  knew 
they  were  being  dis- 
criminated against,"  says 
plaintiff  lawyer  Sam  J. 
Smith.  Smith's  firm, 
Burr  &  Smith  LLP,  won 


a  $132  million  race  PLAINTIFF 

discrimination  settle-  JONES:  NevA 
ment  in  1993  against  got  a  chancl 
restaurant  chain  to  buy  stocl\ 
Shoney's  Inc. 

West  denies  both  the  facts  andj 
legal  theory  of  the  case.  In  its  b 
West  argues  that  since  1990,  30 
stock  purchasers  were  women,  in 
with  the  percentage  rising  into  u 
management.  West  also  says  me 
more  stock  because  they  were 
and  had  more  years  to  accum 
shares. 

COUNTRY  CLUBS?  Either  way,  the 
pany  asserts,  Title  7  doesn't  applyi 
cause  the  decision  about  who  shoulcgi 
stock  is  a  private  company's  preri 
tive.  Management  argues  that  undefi 
First  Amendment  right  of  association 
should  have  the  right  to  choose,  jt* 
court  has  ever  extended  Title  7's  ccfe 
age  to  reach  decisions  regarding  f. 
ersliip  of  a  private  business  under  It 
lar  circumstances,"  says  Patrici;^ 
Bloodgood,  West's  outside  lawyer.  I 

If  the  case  proceeds,  workers  ft 
plaintiff  lawyers  everywhere  could  I 
looking  for  discrimination  cases  il 
stock  plans.  In  fact,  the  case  raise!] 
possibility  of  such  suits  for  all  nonil 
etary  compensation,  such  as  coul 
club  memberships  or  company  cars,! 
Heidi  Toppel,  an  expert  on  stock  ]l 
at  Watson  Wyatt  &  Co. 

Perhaps  the  most  intriguing  quel 
is  how  to  compute  damages  in  this  I 
of  stock  case.  Plaintiffs  are  demarl 
$500  million  in  compensatory  and  ]l 
tive  damages,  based  on  appreciati(| 
the  stock— not  the  $300,000  rnaxi 
per  violation  spelled  out  in  Tit 
That's  a  costly  precedent,  indeed. 
By  Aaron  Bernstein  in  Washh 


N ESS  WEEK  /  JUNE  14,  1999 


(01999  Cisco  Systems,  Inc.  All  rights  reserved. 


We  know  a  service  provider 


at  delivers  global  financial  news 


to  16,000  places  every  minute 


In  the  New  World, 


nformation  never  sleeps 


(□Cisco 

^    Powered  Network™ 


The  sun  never  sets  on  the  global  marketplace.  Especially 
for  a  major  business  news  wire  that  reports  the  latest  breaking 
financial  news  to  business  leaders  in  24  countries.  So  it's 
no  accident  that  it  relies  on  a  Cisco  Powered  Network"" 
service  provider. 

Welcome  to  the  New  World  -  where  Cisco  Powered 
Network  service  providers  are  changing  the  way  people  share 
ideas  and  information  in  extraordinary  ways.  Impressive, 
but  not  surprising  when  you  consider  that  virtually  all  Internet 
traffic  in  the  world  travels  across  the  systems  of  one  company. 
Cisco  Systems.  We  can  help  you  achieve  the  same  exceptional 
results  for  your  business.  Look  for  the  Cisco  Powered  Network 
mark  or  visit  us  at  www.cisco.com/cpn. 

We'll  match  you  with  a  Cisco 
Powered  Network  service  provider  who 
can  help  take  your  business  network 
into  the  21st  century.  And  beyond.  ^ZTA^S 


Cisco  Systems 


News:  Analysis  &  Commentary 


WASHINGTON 


PLAYING 

THE  MEDICARE  CARD 

Even  if  it  doesn't  fly,  Clinton's  plan  may  be  a  real  boost  for  Gore 


Last  March,  as  a  biparti- 
san commission  was 
nearing  agreement  on  a 
plan  to  reform  Medicare, 
President  Clinton  derailed 
the  scheme  by  declaring  it 
unacceptable.  He  vowed 
then  to  come  up  with  his 
own  way  to  save  the  falter- 
ing health-care  system  with- 
out making  radical  changes 
and  without  imposing  heavy 
new  costs  on  seniors. 

Now,  Clinton's  long-await- 
ed plan  is  about  to  surface, 
just  in  time  to  collide  with  a 
version  to  be  introduced  by 
Senator  John  B.  Breaux  CD- 
La.),  co-chairman  of  the  ill- 
fated  commission — and  just 
in  time  to  give  Al  Gore  and 
other  Democrats  a  nifty  cam- 
paign weapon.  "They  think 
this  is  how  they're  going  to 
take  the  House  back,"  says 
one  drug-industry  official. 

As  it  was  for  Clinton  in 
1992,  Medicare  could  indeed 
prove  a  crowd-pleaser  for  Gore's  cam- 
paign. That  is,  of  course,  if  the  Clinton 
plan  avoids  the  painful  choices  experts 
say  are  needed  to  really  fix  Medicare. 
One  source  with  knowledge  of  internal 
White  House  sessions  says  that  Gore 
staffers  "have  been  very  attentive"  to 
proposals  for  dramatic  changes.  "And 
they  are  opposing  nearly  every  one." 
Says  one  former  Administration  aide: 
"This  is  going  to  be  as  much  a  campaign 
document  as  a  policy  prescription." 
VOTE  MAGNET.  The  White  ■ 
House  plan,  as  it  is  current- 
ly evolving,  would  rely  on 
general  tax  revenues  rather 
than  increased  premiums  or 
other  payments  by  seniors 
to  restore  solvency  of  the 
$220   billion   program.  It 
would  offer  a  costly,  but  ex- 
tremely popular,  drug  bene- 
fit. And  while  it  might  give 
private  insurer's  added 


GORE:  The  Wh  ite  House  plan  will  offer  a  popular  drug  benefit 

the  plan  a  potential  vote  magnet — except 
in  the  GOP-controlled  Congress.  Still, 
White  House  economic  adviser  Gene 
Sperling  insists  it's  "a  good-faith  effort 
that  could  capture  a  bipartisan  majority." 

On  the  other  hand,  Breaux's  efforts 
already  command  some  Republican  sup- 
port. Breaux  and  <;op  leaders  agree  that 
simply  dumping  more  federal  dollars 
into  Medicare  will  not  solve  its  funda- 
mental problems. 

The  thrust  of  his  plan  would  be  to 

MEDICARE  REFORM,  CLINTON-STYLE 

Details  of  a  still-evolving  White  Ho  use  plan 

PRESERVE  THE  CURRENT  SYSTEM  Clinton  would  allow 
for  some  competition  from  private  insurers  but  maintain  the 


shift  seniors  to  private  managed-c 
programs,  although  a  govemment-su| 
sored  plan  might  still  exist  as  an  all 
native.  Instead  of  having  governml 
reimburse    doctors    and  hospitl 
Medicare  would  give  the  elderly  a  q 
sidy  to  buy  insurance  coverage.  Be 
fixed  seniors  could  improve  their  co 
age   by   paying  more.  Critics 
Breaux's  scheme  would  not  cover  1 
rising  health-care  costs 
beneficiaries  that  would 
up  having  to  make  up 
difference.  Breaux,  like  ( 
ton,  is  looking  to  incluc 
drug  benefit,  although  1 
sti-uggling  to  find  a  wa 
pay  for  it. 

Under  the  Clinton 
15%  of  the  expected 
eminent  surplus— or  ne 
$800  billion  over  15  yea: 
would  be  used  to  resi 
Medicare's  solvency, 
hospital  insurance  portio 
the  program  (called  Pari 
is  expected  to  run  ou 
money  by  2015.  The  d 
of  Part  B,  which  covers 
fice  visits  and  other  sen] 
are  already  subsidized  | 
$60  billion  in  income  ta: 
Today,  premiums  are 
ited  to  25%  of  Part  B  ca 
providing  a  shelter  from 
away  costs.  Even  so,  av 
out-of-pocket  payments) 
"  expected  to  rise  from  $ 
to  more  than  $3,000  a  year  by  202. 
cording  to  Marilyn  Moon,  a  health-B 
expert  at  the  Urban  Institute.  One  1 
posal  presented  by  White  House  sta  1 
boosting  the  cap  to,  say,  30%,  buB 
creasing  standard  benefits  enough  sn 
niors  won't  need  private  Medi-gapH 
cies  to  supplement  Medicare. 

Clinton,  too,  needs  a  way  to  pa 
his  drug  benefit,  which  could  co; 
to  $20  billion  a  year.  One  possibj 
Choosing  the  extra  coverage  couldj 
ry  higher  premiums, 
haps  $10  a  month,  to 
part  of  the  cost. 

Neither  plan  solve 
real  Medicare  problem 
the  next  25  years, 
costs  will  triple  Med 


basic  government-operated  program  spending  to  nearly  $68 

ADD  A  DRUG  BENEFIT  Seniors  would  get  generous  new 
coverage  for  prescription  drugs,  although  they  might  have  to 


a°.j.     pay  slightly  higher  premiums  ' 


ty  to  compete  with  Medi- 
care, it  would  retain  the  ba- 
sic structure  of  the  existing 
system.  That  would  make 


RESTORE  MEDICARE  SOLVENCY  Clinton  would  shift 
nearly  $800  billion  in  income-tax  revenues  over  15  years  to 
shore  up  the  health-care  trust  fund 


lion,  bankrupting  the  sy 
almost  two  decades  s 
than  Social  Security. 

s  not  a  very  c 
campaign  message. 

By  Howard  Gleck 
with  John  Carey 
Washington 
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THE  MILLENNIUM 


PREPARING 

FOR  THE  PARANOID 

Manufacturers  beef  up  inventories  to  supply  Y2K  hoarders 

Year  2000  jitters  are  growing — and 
not  just  in  the  computer  depart- 
ment. Fearing  hoarding  by  cus- 
tomers, U.  S.  drugmakers  and  food  dis- 
tributors are  getting  ready  to  lay  in 
extra  supplies.  And  all  this  stockpiling 
could  add  up  to  a  slightly  different  out- 
look for  the  economy  this  year  and  next: 
David  A.  Wyss,  chief  economist  at  Stan- 
dard &  Poor's/DRi,  predicts  that  com- 
panies will  spend  an  additional  $19  bil- 
lion on  inventory  this  year  to  prevent 
shortages.  That  and  some  extra  Y2K-re- 
lated  tech  spending,  he  says,  will  add 
0.03  percentage  points  to  gross  domestic 
product,  pushing  dri's  prediction  of  an 
annual  GDP  growth  rate  to  3.9%.  But, 
according  to  Wyss,  that  will  shave  an 
equivalent  amount  off  growth  in  the 
first  half  of  2000. 

That's  not  much  worse  than  the  ef- 
fects of  a  blizzard.  But  the  impact  may 
be  more  noticeable  in  industries  such 
as  drugs,  medical  supplies,  and  heating 
oil.  These  companies  face  a  tough  chal- 
lenge: They  have  to  anticipate  just  how 
badly  computer  glitches  might  disrupt 
distribution  of  their  wares — without  go- 
ing overboard  and  spending  so  much 
that  they  hurt  earnings. 
MONITORING  ORDERS.  Executives  at  Eli 
Lilly  &  Co.,  for  example,  anticipate  pos- 
sible insulin  hoarding  by  diabetics.  To 
avoid  shortages,  Lilly  will  boost  its  sup- 
ply of  insulin  by  50%,  to  a  45-day  supply 
in  the  fourth  quarter.  Says  Arnold  C. 
Hanish,  Lilly's  chief  accounting  officer: 
"We  want  not  only  to  protect  ourselves 
but  also  to  assure  the  public  that  we 
have  a  critical  supply."  Bristol-Myers 
Squibb  likewise  plans  to  boost  output  of 
baby  formula,  drugs,  and  medical  de- 
vices, but  discourages  parents  and  pa- 
tients from  stocking  up. 

Drug  wholesaler  Bergen  Brunswig 
Corp.  will  add  21  days  worth  of  supply 
to  its  usual  30-day  inventory  of  drugs. 
And  it  plans  to  start  monitoring  orders 


LIFELINE  :  Eli  Lilly  will  boost  its  stocks  of  insulin 


from  hospitals  and  drug  stores  in  Sep- 
tember to  head  off  hoarding.  "We  can't 
have  100%  of  our  inventory  end  up  in 
the  hands  of  10%  of  our  customers," 
says  Doug  Batezel,  vice-president  for 
procurement. 

Food  distributors  are  also  laying  their 
plans  to  add  at  least  five  days  to  the 
normal  60-day  supply  of  nonperishable 
goods  in  their  stores.  Nestle  subsidiary 
Perrier  Group,  which  sells  18  brands  of 
bottled  water,  predicts  that  Y2K  fears 
could  boost  annual  retail  demand  bv 


10%,  to  40  million  cases,  by  late  in  % 
year.  Says  Perrier  ceo  Kim  E.  Jeffey 
"We  are  now  readying  our  sup]j 
chain — everything  from  raw  materib 
to  production,  carriers,  warehousiz 
and  working  with  our  customers 
meet  consumer  demand." 

With  scare  stories  of  possible  "jfc 
electrical  power  failures,  batteries  I 
"an  obvious  target"  for  hoarding,  |p 
^  ■         cording     to  Jora 
Wedel,  executive  v4 
i  president  at  Gillette  I 
flj  Its  Duracell  unit  plfe 
^^^0pP  a  marketing  blitz — i 
^tf&Kfl^^       stepped-up  prode 
tion — before  yeareni 
WELL-OILED.  The  hi 
ing-oil  industry  is  in- 
quired by  law  to  mil- 
tain  a  60-day  supro 
But  if  there  are  lip. 
shortages,  the  AmjH 
can  Petroleum  Instrufo 
will  arrange  for  nel 
boring  companies  t( 
help  each  other  It 
says  Kendra  L.  MaJpi 
the  trade  group's  p 
program  manager. 

Cummins  IntersEi 
Power  Co.  in  Cojjb 
bus,  Ohio,  has  alrefi; 
seen  the  effects  of  S! 
hoarding.  Denn 
picked  up  about  ejh 
months  ago,  Cumiin 
says,  and  it's  operai 
at  capacity.  Even  ff 
there  is  a  backlop 
several    months  Di 
matters  may  get  witef 
"We  do  expect  a  lirg 
increase  in  orderla 
the  procrastimo 
come  in  over  the  summer,"  says  Ricfar 
S.  Charlton,  director  of  marketing 
the  company,  which  distributes  geiff: 
tors  in  Ohio  and  Pennsylvania. 
Most  companies,  however,  hojft 


Taking  steps  to  avoid  shortages  are  grocery 
distributors,  water  bottlers,  drugmakers,  and 
providers  of  batteries  and  power  generators 


avoid  stockpiling.  "It's  just  too  com 
says  Andrew7  A.  Gianeamilli,  presides 1 
Kmart  Corp.  Carmakers  and  theiraii 
pliers  also  say  they  don't  want  to  ai 
up  inventories  and  lose  the  product 
provided  by  just-in-time  supply  metpo 
Similarly,  retailers  such  as  Fedep 
Department  Stores  Inc.  have  no  plsl' 
boost  inventory.  "It's  not  like  medijfc 
observes  Carol  A.  Sanger,  a  Fedelt 
spokesperson.  "You  won't  die  iw( 
don't  get  a  pair  of  socks." 

By  Peter  Galuszka  in  Clevelandbi 
Richard  A.  Melcher  in  Chicago,  to? 
Rae-Dupree  in  Silicon  Valley, hi 
William  C.  Sy>nonds  i)i  Boston  i 
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FOR  THE  BEST 
DIGITAL  DOCUMENT 

HANDLING  SOLUTIONS, 
HERE  ARE  TWO 
NUMBERS  TO  CALL. 


'I'- 


ll, i 


(Think  of  it  this  way  we  saved  you  a  call.) 


At  Savin  we  believe  we  offer  some  of  the  best  document  handling  solutions  around. 

After  all,  like  you-know-who,  we  too  have  the  forward-thinking,  award-winning  technology 
essential  to  boosting  productivity  in  today's  digital  offices.  With  fast,  versatile,  connectable 
digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple - 
right  from  your  desktop.  And  full-color  imaging  systems  that  turn  electronic  documents  into 
brilliant  hard  copy. 

But  advanced  digital  technology  is  just  the  beginning.  Because  at  Savin  we're  dedicating 
ourselves  to  becoming  the  fastest,  most  responsive,  most  easy  to  work  with 
■    ius^.     name  in  the  business.  With  smart,  energetic  Savin  professionals  willing  to  do 
I  -  whatever  it  takes  to  give  you  the  satisfaction  and  service  you  deserve. 

To  find  out  more  about  the  company  with 
■ — ^      i^ft   the  technology  and  attitude  that  will  win 

/^F  you  over,  call  us  at  1-800-234-1900  or  contact 
us  online  at  www.savin.com.  And  that  other 
number?  Sorry,  you'll  have  to  look  it  up. 


sai/irt 
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A  WIRELESS  CONSOLATION  PRIZE 


Compared  to  the  most 
memorable  Bemie  Ebbers 
deals,  mci  WorldCom's  $1.3 
billion-plus-debt  takeover 
of  SkyTel  Communi- 
cations looks  like  .f>^, 
chump  change. 
But  don't  under-  M 
estimate  its  val-       |  ( 
ue  to  Ebbers.  1  ■ 

MCl's  CEO  knows     *%  (jl 
time  is  running       "  *H 
out  to  enter  the  ™ 
wireless  business. 

After  talks  to  acquire 
Nextel  broke  down  this 
spring,  Ebbers  had  to  re- 
think his  entry  into  wire- 
less. SkyTel,  which  oper- 
ates paging  systems,  is  a 
first  step.  The  Jackson 
(Miss.)  company's  1.6  mil- 
lion subscribers  send  and 
receive  messages  with  a 
small  handheld  device.  Cell 


phones  have  hurt  the  pag- 
ing business,  but  Ebbers 
insists  the  deal  will  work. 
"There  are  a  tremendoi 
■  »■      amount  of  data  proc 
ucts  that  are  goin 
"^iwk     to  be  provided 
via  wireless. 
|     We'd  like  to  de 
liver  some  of 
them,  and  the 
/  most  effective 
Jjjr   '  way  is  through  a 
paging  network,"  hi 
says. 

Analysts,  though,  are 
skeptical.  SkyTel  can't  carf 
voice,  and  over  the  next  11 
to  18  months,  cell  phones  t 
should  offer  similar — or 
even  superior — data  capa-t 
bilities.  So  analysts  figure* 
there  may  be  a  bigger  wit- 
less deal  in  Ebbers'  futur<« 
Ey  David  Rolfs 


TEXACO-CHEVRON: 
UNDONE  DEAL 

THE  OIL  INDUSTRY  MAY  BE 
consolidating  wildly,  but 
count  out  one  pairing:  Texa- 
co and  Chevron.  The  compa- 
nies announced  June  2  that 
No.  4  Texaco  had  called  off 
talks  with  No.  3  Chevron.  A 
big  issue  was  price:  A  source 
close  to  the  deal  says 
Chevron  offered  $70  per 
share — about  $6  above  the 
current  market  price — and 
Texaco  wanted  $80.  Another 
flash  point:  Chevron's  insis- 
tence that  Texaco  end  its 
refining  and  marketing 
alliance  with  Shell.  A  Texaco 
statement  said  Chevron's 
price  was  unacceptable, 
while  Chevron  Chairman 
Kenneth  Derr  replied  that 
the  offer  was  "competitive." 


CLOSING  BELL 


NOBLE  DEFEAT 

After  the  FTC  looked  unlikely 
to  O.K.  its  bid  to  buy  Ingram 
Book,  Barnes  &  Noble  said  on 
June  2  it  would  give  up  its 
plan.  Wall  Street  took  the  news 
as  a  bad  sign — especially  for 
barnesandnoble.com,  the 
newly  public  online  unit.  Its 
shares  tumbled  14.3%,  to 
\T/\i,  and  closed  below  the 
May  25  ottering  price  of  18. 
The  reason:  The  Ingram  deal 
was  meant  to  help  the  E-tailer 
keep  up  with  the  delivery 
prowess  of  rival  Amazon.com. 
Now,  B&N  plans  to  build  its 
own  distribution  sites  to  han- 
dle the  online  orders. 
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Texaco  now  says  it's  willing 
to  go  it  alone,  and  Chevron 
says  it  will  look  for  another 
partner. 

A  DOWNER  AT 
AMERICAN  HOME 

THE  HARD-HIT  DRUG  SECTOR 

is  taking  another  shot:  Amer- 
ican Home  Products  warned 
on  June  1  that  earnings  will 
not  meet  expectations.  Chair- 
man John  Stafford  blames 
troubles  down  on  the  farm — 
slower  sales  of  herbicides,  pes- 
ticides, and  animal  dings,  ahp 
is  expected  to  speed  efforts 
to  sell  those  businesses.  The 
silver  lining,  says  SG  Cowen 
analyst  Stephen  Scala,  is  the 
continuing  health  of  sectors 
"where  their  bread  is  being 
buttered" — notably  pharma- 
ceuticals, where  half  a  dozen 
products  should  be  launched 
in  the  next  18  months. 


HOFFA  DELIVERS 
A  DEAL  

THE   TEAMSTERS  UNION  ON 

June  2  called  off  a  strike  by 
12,000  drivers  after  reaching  a 
tentative  agreement  with  17 
companies  that  deliver  new 
cars  to  dealers.  The  pact,  the 
first  by  Teamsters  President 
James  Hoffa,  calls  for  a  $1,500 
bonus  in  the  first  year  and  no 
wage  hike,  and  roughly  3% 
raises  in  the  following  three 
years.  Hoffa  also  agreed  to 
reopen  the  pact  to  consider 
lowering  pay  for  drivers  who 
haul  used  cars.  He  also  agreed 
to  another  employer  demand 
fi  ir  mandatory  weekend  work 
for  newly  hired  mechanics. 
The  agreement  may  raise  the 
hackles  of  drivers,  many  of 
whom  belong  to  a  group  that 
opposed  Hoffa's  election. 

MIL  SPINS  A  COUPLE 
OF  HITS 

MERICA  ONLINE  ENTERED 
t  ie  world  of  Web-delivered 
m       nil  June  1  with  a  $400 


million  stock  purchase  of  two 
online  music  companies.  Spin- 
ner Networks  will  help  AOL 
provide  music  across  AOL, 
AOL.com,  CompuServe,  Net- 
center, and  icq.  Nullsoft  will 
let  aol  users  download  music 
over  the  Internet.  The  deals 
are  part  of  aol's  strategy  of 
allying  with  popular  Web  sites 
and  services.  In  May,  aol 
bought  MovieFone,  and  in 
March  it  announced  a  new  co- 
branded  site  with  eBay. 

OFF  THE  AMEX  FLOOR, 
MR.  SCHETTINO 

IT  TOOK  ALMOST  FOUR  YEARS, 

but  the  American  Stock  Ex- 
change finally  acted  on  alle- 
gations concerning  one  of  the 
most  powerful  figures  on  the 
Amex  floor  (BW— Apr.  26). 
An  exchange  appellate  panel 
ruled  that  Pasquale  Schettino, 
a  former  managing  director 
of  Spear,  Leeds  &  Kellogg, 
violated  exchange  rules  and 
the  securities  laws  by,  among 


other  things,  running  a  sta 
firm  that  cleared  trie 
through  Spear  Leeds  andttr 
properly  trading  stock'  I 
1994  and  1995.  The  exchlg 
upheld  a  disciplinary  pafel 
decision  permanently  baifbi 
Schettino  and  fining  (lii 
$100,000.  Schettino,  whdje 
the  firm  late  in  1998,  hafc 
pealed  the  penalty.  An  sib; 
ney  for  Schettino — whofe 
appeal  to  the  Securitil  I 
Exchange  Commission-fc 
not  return  calls,  and  l*s 
Leeds  declined  comment 

ETCETERA... 

■  The  Federal  Trade  t>r 
mission's  eight-month  jtol 
of  Cisco  ended  with  no  alo 

■  Liberty  Media  is  bvi 
part  of  Teligent,  a  ba;i 
band  fixed-wireless  corrai 

■  Intel  acquired  Dia-p 
the  leader  in  PC-based  loi 
systems,  for  $780  millk. 

■  Rite  Aid  restated  its  r< 
downward  for  its  latest»s< 
year  by  9%,  to  $144  militoi 
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Hyperion 

See  the  Future  First  ' 


www.hyperion.com/welcome3 


Our  Protected  Growth  Investments 
letjou  enjoy  the  earning  potential  of 
a  rising  market  without  nskingjou 
principal  should  the  market  decline. 


Talk  about  vision.  Our  top-ranked  research  teams  offerjou  the  broadest  analysis 
of  what's  moving  world  markets.  And  how  it  can  affectjour  investments 


A  well-managed  portfolio 
means  more  than  just 
makitig  smart  investments. 
Annuities,  checking, 
mortgages,  tax  and  estate 
planning,  even  credit  cards, 
all  play  cntical  roles  in  your 
financial  picture. 


We  can  customize  a  selection  ofS&P§00" 
stocks  for  you  that  emphasises  the  sectors 
best  suited  tojour  specific  investment  goals 


Every  weekjou  can  hear  about  our 
best  stock  ideas  through  our  Focus 
One  alerts,  online  at  mlol.ml.com. 


We  hold  ourselves) 
accountable 
for  making  suitabk 
recommendation^ 
based  onjourgoah 
risk  preference,  anci 
time  horuxpifr 


We  can  help  you  cope  with  any  situation. 
A  rise  in  inflation.  Volatility  of  the  euro. 
Braces  for  your  12-year-old. 


Ask  Merrill  at  www.mlol.ml.com  or  call  I-800-MERRILL,  ext  412 


HUMAN  ACHIEVEMENT 


Merrill  Lynct 


Washington  Outlook 


{  RICHARD  S.  DUNHAM  AND  LEE  WALCZAK 


iORRY,  GEORGE-THE  FREE  RIDE 
S  JUST  ABOUT  OVER 


Iow  sweet  it  has  been  for  Texas  Governor  George  W. 
Bush.  While  lesser  contenders  for  the  Republican  Presi- 
dential nomination  had  to  spend  the  spring  slogging  to 
va  hog  farms  and  New  Hampshire  lunch  counters,  Bush 
>sided  majestically  over  a  state  legislative  session  that 
;sented  him  with  significant  victories  on  tax  cuts  and  ex- 
lded  spending  for  education. 

But  as  the  gop  front-runner  prepares  to  take  his  still  un- 
:lared  candidacy  to  Iowa  and  New  Hampshire  on  June 
15,  Bush  is  embark- 
on  more  than  a  typ- 
road  trip.  He  is  be- 
ning  a  journey  that 
transform  him  from 
idealized  candidate 
}se  polls  have  been 
nped  up  by  Republi- 
longing  for  a  win- 
to  a  flesh-and-blood 
itician    subject  to 
nbles  on  the  stump 

even  more  intense 
lia  scrutiny. 
Tie  Bush  that  Amer- 
ts  are  about  to  take 

measure  of  is  a 
ice  Presidential  cam- 
jner  whose  speech- 
:an  fall  flat,  whose 
;p  of  national  issues 
nknown,  and  whose 
petitive  streak — and 
t  fuse — raise  ques- 
3  about  how  well  he  ~ 
tions  under  pressure. 

till,  the  demystification  of  George  W.  comes  as  a  bit  of  a  re- 
to  the  governor's  advisers.  They  realize  that  his  lofty  poll 
igs  are  unsustainable  and  he'll  have  to  fight  his  way 
ugh  a  crowded  gop  primary  field  for  the  right  to  take  on 
-President  Al  Gore  or  former  Senator  Bill  Bradley  in  No- 
ber,  2000.  "Expectations  are  out  of  sight,"  Bush  remarked 
June  1  press  conference  in  Austin.  "As  my  daughter  said, 
',  Dad,  you're  not  nearly  as  cool  as  they  think  you  are.' " 
>me  pollsters  put  it  more  bluntly.  Although  Bush's  fund- 
ng  prowess  and  raft  of  endorsements  make  him  formi- 
2,  his  front-runner's  status  makes  him  a  target  of  GOP  ri- 
"Bush  has  nowhere  to  go  but  down,"  says  independent 
ter  John  Zogby.  Among  the  potential  pitfalls: 
IDER  ON  THE  RIGHT.  Bush's  platform  attempts  to  fuse  a 
tional  gop  emphasis  on  tax  cuts,  limited  government, 
individual  responsibility  with  what  an  adviser  calls  a 
lern  conservative"  emphasis  on  inclusiveness,  improv- 
schools,  and  providing  tax  incentives  for  low-income 
ricans  and  struggling  middle-class  parents, 
itics,  such  as  America  Firster  Pat  Buchanan  and  pub- 
r  Steve  Forbes,  will  try  to  fire  up  hard-core  conserva- 


UNTESTED:  Americans  will  soon  be  able  to  take  full  measure  of  Bush 


tives  by  painting  Bushism  as  a  pale  imitation  of  Clinton-Gore 
policies.  "His  fusion  platform  is  a  confusion  platform,"  scoffs 
Lyn  Nofziger,  a  Buchanan  adviser.  While  Buchanan  has  a 
mouth  that  roars,  Bush  aides  are  more  worried  about  a 
replay  of  Forbes'  self-financed  '96  attack  ads,  which  hurt 
eventual  nominee  Bob  Dole  and  could  weaken  Bush  by  tag- 
ging him  as  another  conventional  pol.  Forbes  is  about  to 
launch  a  $10  million  ad  blitz  in  key  primary  states.  If  Bush 
has  to  match  that  kind  of  checkbook  power,  he  might  be 

forced  to  reject  the 
federal  matching  funds 
that  would  limit  his 
spending. 

THUNDER  ON  THE  LEFT. 

Democrats  will  portray 
Bush  as  a  right-wing 
wolf  in  kinder,  gentler 
sheep's  clothing.  They'll 
zero  in  on  his  anti- 
abortion  views,  opposi- 
tion to  hate-crimes  leg- 
islation, and  support 
for  legalizing  concealed 
weapons.  And  they'll 
depict  him  as  a  Texas 
twin  of  conservative 
firebrand  Tom  DeLay, 
the  House  Republican 
Whip.  "So  far,  Bush 
doesn't  have  his  party's 
negatives  wrapped 
around  him,"  frets  a 
friend.  "When  you  do 
that,  he  is  not  going  to 
look  quite  as  great  to  independent  voters." 
THE  CROWDED  CENTER.  Bush  doesn't  have  mainstream  voters 
to  himself.  Elizabeth  H.  Dole  is  appealing  to  women  and 
suburbanites  with  outspoken  stances  on  gun  control  and 
health  reform.  Meanwhile,  Arizona  Senator  John  McCain  is 
running  as  a  maverick  willing  to  anger  poweiful  interests  on 
issues  such  as  campaign  reform  and  tobacco  regulation. 

Since  these  underdogs  have  nothing  to  lose,  they'll  contrast 
their  bold  stands  with  Bush's  caution.  However,  Bush  will  try 
to  resist  pressure  to  detail  key  positions  before  the  fall  for 
fear*  of  being  picked  apart  by  critics.  For  example,  he'll  spell 
out  his  thinking  on  tax  cuts  this  summer  but  will  focus  on 
general  principles  such  as  the  need  for  tax  reform  and  new  in- 
centives for  individual  savings — possibly  in  the  form  of  tax-ad- 
vantaged accounts  for  retirement,  medical  emergencies,  and 
education.  And  he  is  scheduled  to  make  a  major  address  on 
the  New  Economy  in  Silicon  Valley  on  July  1. 

So  far,  Bush  has  made  few  missteps.  "They've  played  the 
precampaign  brilliantly,"  concedes  a  Gore  adviser.  But  now 
that  Bush  is  about  to  start  campaigning  with  other  mortals, 
he'll  find  that  his  lizard-skin  boots  are  going  to  get  duly. 
That's  the  price  of  glory  in  Iowa  and  New  Hampshire. 
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International  Business 


EUROPE 


BUYOUT 
FEVER! 

LBOs  are  changing  the  face 
of  dealmaking  in  Europe 


So  far,  Europe  hasn't  produced  a 
counterpart  to  U.  S.  junk  bond 
king  Michael  Milken.  But  recently, 
Germany  played  host  to  what 
some  are  calling  a  version  of  Milkens 
annual  "Predators'  Ball"  during  the 
1980s,  when  his  clients  gathered  to  gossip 
about  their  latest  deals.  On  May  4,  Eu- 
rope's growing  tribe  of  buyout  experts 
congregated  in  Munich.  The  occasion:  a 
dinner  celebrating  the  first  anniversary  of 
the  founding  of  Allianz  Capital  Partners, 
the  buyout  arm  of  the  Munich-based  in- 
surance giant.  "There  were  tens  of  bil- 
lions of  dollars  around  the  table,"  says 
Thomas  Putter,  Allianz  Capital's  chief 
executive. 

Buyout  pros  from  both  sides  of  the 
Atlantic  have  their  sights  set  on  Europe. 
Although  its  economy  is  bigger  than  that 
of  the  U.  S.,  it  remains  fragmented  and 
inefficient.  So  buyout  funds  foresee  many 
more  years  of  consolidation  and  restruc- 
turing— which  they  think  will  provide  a 
mother  lode  of  deals  over  the  next  few 
years.  Already,  globalization,  the  single 
currency,  and  other  competitive  pres- 
sures have  triggered  a  wave  of 
mergers,  takeovers,  and  spin-offs. 
The  relentless  process  leaves  be- 
hind dozens  of  corporate  orphans, 
some  of  them  underperforming 
companies  in  need  of  capital  and  a 
turnaround  strategy. 

Enter  the  buyout  boys.  Almost 
a  cottage  industry  a  few  years 
ago,  leveraged  buyouts — or  pri- 
itc  equity  deals,  as  they  are 
\  n  in  Europe — are  becoming 
g  business.  Financiers  who  hope 
i  killing  on  the  leftovers 
le's  consolidation  feast 
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have  raised  $30  billion  since 
1996  from  pension  funds  and 
other  institutional  investors — 
three  times  the  money  that 
existed  for  such  activity  that 
year.  That  could  be  parlayed 
into  $100  billion  worth  of  deals 
in  Britain  and  on  the  Conti- 
nent, figures  Alan  Jones,  head 
of  leveraged  finance  at  Mor- 
gan Stanley  Dean  Witter  in 
London.  Financiers  hope  to 
borrow  money  to  buy  up  unwanted  com- 
panies, turn  them  around,  and  take  them 
public  at  profits  up  to  several  times  their 
original  investment. 

FUELING  THE  GAME.  The  LBO  mavens 
couldn't  pull  this  off  were  it  not  for  an- 
other new  trend  in  Europe:  investors' 
appetite  for  riskier  and  more  rewarding 
securities.  With  interest  rates  at  post- 
war lows,  demand  for  high-yield  instru- 
ments is  picking  up.  The  capital  sudden- 
ly available  for  junk-bond  issues  is  fueling 
the  buyout  game.  "All  the  stars  are  lining 
up  for  a  very  exciting  marketplace,"  says 
Richard  T.  Warner,  a  management  com- 


BUYOUTS  ARE  BOOMING  IN  EUROPE 


VALUE  OF  EUROPEAN  ACQUISITIONS 
BY  INVESTOR  GROUPS 


'94  '95  '96  '97 

▲  BILLIONS  OF  DOLLARS    "ESTIMATE  INCLUDING  BUYOUT  OF  TELEC 
DATA:  SECURITIES  DATA.  J  P  MORGAN  &  CO 


mittee  member  at  London  lbo  firnl 
vestcorp  International  Ltd. 

Indeed,  buyout  funds  are  alrtt 
scrapping  with  one  another.  Va< 
Britain's  Zeneca  teamed  up  with  w 
den's  Astra  to  create  a  drug  behet) 
last  year,  Zeneca's  specialty  cheic 
businesses  fell  outside  the  new  gjfe' 
focus.  The  company  tapped  J.P.  Meg: 
&  Co.  to  find  a  new  home  for  Z$e 
Specialties,  and  potential  buyers  iit 
chemical  industry  lined  up.  But  wljii 
came  down  to  final  bids  on  Apr.  ldt 
only  players  left  in  the  game  werefD 
lbo  firms.  Investcorp  and  London-Is 
Cinven  Ltd.  won  the  auctionjr 
a  bid  of  $2.1  billion,  beatinlt 
U.  S.  buyout  star  Kohlberg  I« 
Roberts  &  Co. 

That  sort  of  head-bii 
among  lbo  heavyweight 
choice  European  propertie 
lien  line  increasingly  commoi 
major  U.  S.  firms  are  chall 
established  European  buyou 
such  as  Schroder  Venture 
bc  Partners.  Although  the 
peans  enjoy  better  connect! 
their  home  turf,  the  Ame! 
have  greater  financial  sopbjti 
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.  "If  the  Americans  can  adapt  to  a 
(rent  culture,  they  will  be  strong  play- 
I  says  Alhanz  Capital's  Putter, 
'irst,  the  Americans  have  credibility 
)lems  to  overcome.  Many  companies 
ens  ember  abortive  forays  into  Europe  a 
ide  ago  by  swaggering  U.  S.  outfits, 
i  as  Wasserstein  Perella,  which  failed 
loij  i  high-profile  effort  to  take  over 
Ze  ish  supermarket  chain  Gateway  in 
i.  kkr  scrubbed  a  deal  to  buy  Her- 
s,  the  paints  subsidiary  of  German 
meal  giant  Hoechst,  when  credit 
1  up  last  fall.  And  Dallas-based  Hicks 
e  Tate  &  Furst  has  hurt  its  image 
reaking  an  $860  million  agreement  to 
ire  business  publishing  subsidiaries 
Kj  i  London-based  media  giant  Pearson 
Pearson  is  suing  Hicks  Muse  in  the 
.  Hicks  Muse  says  the  subsidiaries' 
)rmance  deteriorated  sharply  after 
reed  to  buy  them  last  year, 
ill,  the  Americans  keep  coming.  Mor- 
Stanley  Dean  Witter  and  other  in- 
dent banks  have  established  new 
rtments  to  design  and  market  the 
yield  bonds  and  securitizations  that 
ce  buyouts.  Britain  is  by  far  the 
active  market,  with  almost  $14  bil- 


phi  )f  the  total  $35  billion  in  European 


FAB  THREE 


LBO  specialists  from 
Charterhouse  gather  with 
Charlie  Chaplin  and  another 
British  group  at  Madame 
Tussauds  Wax  Museum 


buyouts  last  year,  ac- 
cording to  J.P  Morgan. 
The  funds  also  have 
high  hopes  for  Germany. 
Yet  although  the  coun- 
try chalked  up  a  solid 
$9  billion  in  deals  last 
year,  local  experts  cau- 
tion that  it  is  not  yet  an 
lbo  paradise. 

Banks  love  the  lbo  business  because 
they  earn  fat  fees.  A  bank  that  advises 
on  a  $1  billion  lbo  and  lines  up  $750 
million  in  financing  can  earn  well  above 
$20  million  in  fees  on  the  deal.  High- 
yield  debt  is  particularly  lucrative.  Banks 
typically  rake  in  2.75%  to  3%  of  a  bond 
offering,  or  about  $3  million  for  every 
$100  million  of  a  high-yield  issue.  And 
when  funds  turn  around  highly  lever- 
aged companies  and  sell  them  off,  they 
can  deliver  returns  of  up  to  20%. 

In  financing  big  buyouts,  the  banks' 
creativity  is  far  from  limited  to  junk 
bonds.  In  one  of  the  most  innovative 
deals  to  date,  bt  Alex.  Brown  Inc.,  which 
has  been  acquired  by  Deutsche  Bank, 
and  its  client,  Charterhouse  Develop- 
ment Capital,  raised  $370  million  in  se- 
curities collateralized  by  the  cash  flows  of 


Tussauds  Group,  the  wax 
museum  and  amusement- 
park  concern.  The  buyout 
pros  even  convinced  debt 
rating  agencies  that  many 
of  the  bonds  deserved  in- 
vestment-grade ratings. 
That  helped  lower  Char- 
terhouse's interest  rate  on 
its  financing  of  Tussauds, 
which  it  bought  from  Pear- 
son PLC  last  year,  from 
about  10%  to  less  than 
7.4%.  The  savings:  roughly 
$8  million  a  year. 
ON  BOARD.  Such  one-on- 
one  deals  are  the  Holy 
Grail  that  buyout  funds 
covet.  The  alternative  is  to 
compete  at  auction — a 
tough  way  to  make  money. 
For  instance,  between  50 
and  100  buyout  firms  and 
industry  buyers  are  said 
to  be  fighting  for  an  elec- 
trical components  sub- 
sidiary that  Siemens  is 
planning  to  spin  off. 

The  deal  market  is  like- 
ly to  become  even  more 
competitive.  Until  now,  the 
field  has  belonged  to  the 
Americans  and  the  British. 
But  Continental  players, 
such  as  Allianz  Capital,  are 
beginning  to  appear.  That 
means  the  Americans  will 
have  to  master  the  eccen- 
tricities of  the  European 
market — or  suffer  the  fate 
of  Hicks  Muse  Tate  & 
Furst.  On  May  14,  the  firm 
announced  an  agreement 
to  buy  British  grocery  and 
furniture  producer  Hills- 
down  Holdings  PLC  for 
$1.2  billion.  It  made  the  deal  with  the 
company's  independent  directors  but 
failed  to  get  management  on  board.  Now, 
Hillsdown  executives  are  encouraging  a 
$1.3  billion  bid  by  British  buyout  firm 
Cardwer,  which  Hicks  Muse  says  it  will 
top.  Thus,  Hicks  Muse,  which  now  has 
almost  30%  of  Hillsdown,  finds  itself  in  a 
bidding  war  for  a  struggling  company 
that  it  may  pay  a  high  price  to  win.  John 
Muse,  a  principal  who  rims  Hicks's  office 
in  London,  insists  that  Hicks  has  handled 
the  deal  well. 

American  funds  that  stay  the  course 
will  probably  get  sawier  about  the  rules 
of  the  game  on  European  turf.  And  the 
merger  boom  is  likely  to  continue.  For 
serious  buyout  players,  there  will  be 
plenty  of  action  to  go  around. 

By  Stanley  Reed  in  London 
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COMMENTARY 

By  Jack  Ewing 


WHO'S  RUNNING  THIS  CENTRAL  BANK,  ANYWAY? 


Willem  F.  Duisenberg,  president 
of  the  European  Central  Bank, 
was  once  one  of  the  Conti- 
nent's toughest  central  bankers.  As 
head  of  the  Dutch  central  bank,  he 
ruthlessly  stamped  out  inflation  in 
his  country.  His  hard-money  policy 
forced  the  Dutch  government  to  re- 
structure  the  economy  to  remain 
competitive.  No  wonder  this  steely 
policymaker  seemed  the  ideal  choice 
to  head  the  ecb,  the  fledgling  institu- 
tion with  the  weighty  responsibility 
of  setting  interest  rates  for  the  coun- 
tries that  joined  the  monetary  union 
and  adopted  the  euro. 

But  Duisenberg  no  longer  presides 
over  the  tightly  run  Dutch  central 
bank.  Instead,  he  heads  a  multina- 
tional talking-shop  with  vague  pow- 
ers. And  he  is  at  center  stage  of 
European  monetary  policy  just  as 
the  five-month-old  euro  is  bump- 
ing along  near  its  record  lows,  af- 
ter a  12%  decline  against  the  dollar 
since  its  January  debut.  The  euro's 
relentless  slide  is  putting  the  spot- 
light on  the  ecb.  And  just  like  the 
euro,  this  central  bank  is  turning 
out  to  be  weaker  than  expected. 
CHAOS.  Plenty  of  factors  con- 
tribute to  the  euro's  weakness. 
The  strength  of  the  U.  S. 
economy  is  producing  a  pow- 
erful dollar,  while  the  Euro- 
pean economies  remain 
anemic.  The  war  in  Koso- 
vo has  a  psychological  ef- 
fect. And  Germany,  Eu- 
rope's largest  economy, 
is  mired  in  confusion  as 
its  leaders  struggle  to 
spark  growth. 

But  recent  weeks 
have  also  exposed  flaws 
in  the  ECB,  which  is  sup- 
posed to  guard  the  * 
euro's  integrity.  Partly 
by  design,  partly  by  de- 
fault, the  ecb  is  an  insti- 
tution with  a  weak  base. 
Its  staff  is  dwarfed  by  those 
of  national  central  banks  like 
t  lie  Bundesbank,  and  it  lacks  the 
capacity  to  do  extensive  economic 
analysis  or  forecasts.  Like  the  U.  S. 
federal  Reserve,  the  ECL  has  no  for 
mal  mechanism  to  control  fiscal  poli- 


cy. But  the  Fed,  because  it  has  only 
one  country  to  oversee,  often  wields 
considerable  influence.  That's  much 
harder  for  the  ecb,  which  represents 
the  11  countries  of  the 
European  Union.  The  re- 
sult? The  euro  is  hitting 
new  lows — 1.03  to  the  dol- 
lar on  June  1 — after  the  finance  minis- 
ters of  the  euro  countries  allowed 
Italy  to  overshoot  its  budget  deficit 
targets. 

Duisenberg's  powers  as  head  of  the 
ecb  are  limited,  too.  The  63-year-old 
Dutchman  has  little  control  over  the 
16  people  who  vote 
on  policy.  Most 
are  national 
central 


bankers  who  command  far  bigger  bu- 1 
reaucracies  than  he.  One  of  them, 
Bank  of  France  Governor  Jean-ClaudJ 
Trichet,  openly  covets  his  job  in  three! 

2mm  years. 
The  lack  of  discipline 
y  shows.  The  central  bankersl 
mm  first  expressed  little  con- 
cern about  the  euro's  slide,  then  las! 
week  began  to  talk  it  up.  That  left 
investors  confused  about  the  ecb's 
resolve.  "It  was  very  difficult  to 
guess  what  was  the  common  mes- 
sage," says  Eric  Chaney,  a  Morgan 
Stanley  Dean  Witter  economist  in 
Paris.  "The  effect  on  markets  was 
disastrous." 

Duisenberg  has  even  less  power  t| 
control  Europe's  finance  ministers, 
who  are  under  political  pressure  not 
to  cut  social  spending.  Like  the  cen 
tral  bankers,  the  ministers  are  tailec 
by  cell-phone-toting,  wire-service 
journalists.  The  politicos'  off-the-cuff 
remarks  can  send  markets  reeling. 
The  result  is  a  dangerous  state  of 
confusion  about  who  is  really  runnin 
policy  for  the  euro.  Duisenberg,  the 
ecb  board,  the  finance  ministries — 
everyone  and  no  one  seems  to  ha\ 
a  hand. 

What  can  Duisenberg  do? 
The  ecb  could  publish  minute; 
of  its  meetings,  like  the  Fed 
That  would  give  investors  a 
better  sense  of  ecb  decision 
and  show  the  ecb's  real  fee 
ings  about  the  state  of  the 
European  economy.  He  coul 
hire  more  staff  to  make  the 
ecb  less  dependent  on  natio 
al  central  banks.  Like  Alan 
Greenspan,  Duisenberg  must 
learn  to  give  clear  signals  to 
markets,  while  being  just 
vague  enough  to  keep  op- 
tions open.  And  he  shou| 
make  it  clear  that  his  is 
the  only  ECB  voice  that 
matters.  Those  moves  wou 
/   help.  But  nothing  changes  t 

fact  that  Duisenberg  runs  a 
fragile  institution  at  a  critical 
time.  Only  his  powers  as  a  financia 
statesman  can  raise  its  stature. 


Ewing  covers  German  policy  in 
Frankfurt. 
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THE  INTERNET 


READY,  SET... 
TRADE! 

With  government  help,  online  investing 
is  exploding  in  Asia 


American  day  traders,  meet  your 
Asian  cousin.  At  intervals  through- 
out his  working  hours  at  a  South 
Korean  bank,  Song  Tae  Hoon 
takes  a  pause  and  reaches  for  his  palm- 
top computer  to  monitor  action  on  the 
local  stock  market  or  to  execute  a  trade. 
Since  he  subscribed  to  Sejong  Securities' 
trading  service  two  months  ago,  Song 
has  become  an  online-trading  addict.  "I 
can  access  so  much  information,"  says 
Song,  impressed  with  the  abundance  of 
real-time  data  at  his  fingertips. 

Web-based  trading  appears  to  be  go- 
ing over  as  big  in  Asia  as  it  has  in  the 
U.  S.  In  a  region  where  financial  ser- 
vices have  been  pricey  and  information 
scant,  the  Internet  is  a  godsend  to  the 
region's  punters,  who  like  to  play  the 
markets  as  if  they  were  casinos.  In  Ko- 
rea, where  Apiil's  $9.2  billion  in  Internet 
trades  topped  the  total  for  1998,  some 
companies  have  had  to  install  fire  walls 
on  office  computers  to  block  employees' 
access  to  stock-trading  sites.  In  Taiwan, 
which  only  opened  its  market  to  online 
trading  last  year,  39  companies  have 
begun  offering  it  to  investors. 
REFORM  BOOSTER.  All  the  signs  point 
to  more  explosive  growth.  Governments 
across  the  region  are  changing  securities 
laws  to  make  it  easier  and  cheaper  for 
investors  to  trade  stocks  online.  Com- 
panies ranging  from  established  local 
and  Western  securities  houses  to  U.  S. 
online  pioneers  E*Trade  Group  Inc.  and 
Charles  Schwab  &  Co.  are  gearing  up  in 
Asia.  "Everybody  has  to  have  a  cyber- 
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strategy,"  says  Jonathan  Slone,  manag- 
ing director  of  Credit  Lyonnais  Securi- 
ties, which  has  launched  an  online  ser- 
vice in  Hong  Kong.  "It  is  de  rigueur." 

Online  trading  is  likely  to  bring  big 
changes  to  Asia's  coddled  financial  in- 
dustries. By  reducing  the  cost  and  risk 
of  introducing  new  investment  products, 
it  boosts  liquidity  in  Asian  bourses,  help- 
ing the  region's  economic  turnaround. 
Net  trading  also  will  force  Asia's  capital 
markets  to  become  more  transparent 
as  investors  start  demanding  the  abun- 


ASIA  WAKES  UP  TO 
ONLINE  TRADING 

SOUTH  KOREA  Fiercely 
competitive  brokers  are  of- 
fering 60%  discounts  on 
fees.  Volume  of  online 
trades  in  April  was  $9.2  bil- 
lion, more  than  all  of  1993. 


TAIWAN  Permitted  only 
since  last  year  and  limited 
to  local  stocks.  Steep  dis- 
counts offered  on  online 
trading,  which  has  daily  vol- 
ume of  $40  million. 

HONG  KONG  Upstarts  are 
offering  online  service.  Sys- 
tem will  allow  direct  con- 


nections from  the  Internet 
to  the  exchange  starting 
next  year. 

SINGAPORE  Mandatory 
minimum  commissions  pre 
vent  online  brokers  from 
offering  discounts.  Mini- 
mums  will  be  fully  phased 
out  in  2003. 


dant  research  and  stringent  disclop* 
standards  of  U.  S.  markets,  whichB 
now  just  a  click  away. 

While  just  a  tiny  portion  of  male 
activity,  Web  trading  already  is  staAj 
to  shake  up  the  brokerage  industntr: 
vestors  can  now  bypass  the  clubbypj 
tels  of  local  brokerages  who  contrfi 
the  region's  stock  exchanges.  BecH 
these  firms  had  near-monopolies,  la 
could  charge  high  fees  for  transacfc 
without  offering  many  services. 

So  far,  dynamic  new  playersH 
■■—■■^^^  driving  the  business,  w 
Polaris  Securities  Gi  I 
It  had  never  been  a  n  | 
force  in  the  financial 
until  it  went  on  the 
Now,  Polaris  can  confl 
against  bigger  rival 
charging  35%  less  to 
die  trades  done  orp 
"We  can  expand  our 
ness  without  havin 
spend  on  computers,fc 
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sonnel,  or  branch  offices,"  says  Jeffrey 
Wu,  Polaris  assistant  vice-president. 

Such  success  stories  threaten  more 
traditional  firms.  In  Hong  Kong,  for  in- 
stance, the  bourse  has  long  been  domi- 
nated by  some  450  small  brokerages. 
They  have  used  their  voting  clout  on 
the  exchange  to  impose  minimum  com- 
mission rates,  preventing  competition 
from  discount  brokers.  Hong  Kong  also 
lias  lagged  in  technology.  Online  traders 
can't  execute  trades  through  computer 
networks  because  the  system  still  re- 
quires that  trades  be  typed  in  manually. 

Rut  by  next  year,  regulators  expect 
to  install  a  more  advanced  trading  sys- 
tem. The  resulting  competition  will  like- 
ly force  many  smaller  firms  out  of  busi- 
ness. Because  investors  can  see  both 
Wall  Street  and  the  local  market  on  the 
same  screen,  they'll  soon  notice  the  big 
difference  in  commissions  and  services. 
COMPANY  COMING.  More  serious  compe- 
t  it  ion  is  on  the  way.  E*Trade  will  launch 
in  Japan  soon  and  plans  to  enter  South 
Korea  later  this  year  and  Hong  Kong 
and  Southeast  Asia  by  early  2000. 
( lharles  Schwab,  which  also  is  setting  up 
in  Japan,  offers  Hong  Kong  customers 
access  to  U.S.  markets  and  wants  to 
add  Hong  Kong  stocks.  Interactivebro- 
kers.com,  a  subsidiary  of  Greenwich 
(('onn.)-based  Timber  Hill  Group,  is 
rolling  out  online  futures  and  options 
products  in  Hong  Kong  and  is  looking 
elsewhere. 

To  be  sure,  there  are  risks.  Instant 
access  to  other  markets  will  make  short- 
comings in  corporate  disclosure  and 
oversight  more  noticeable  to  investors, 
so  countries  with  weak  standards  may 
be  more  vulnerable  to  the  next  financial 
shock.  The  Net  makes  it  easier  to  move 
money  around  markets.  Says  Mark 
Dickens,  executive  director  of  Hong 
Kong's  Securities  &  Futures  Commis- 
sion: "Regional  markets  and  companies 
are  going  in  have  Lo  lifl  their  games." 

By  forcing  this  change,  the  Internet 
will  help  Asia  emerge  from  its  econom- 
ic slump.  Brokerages  enjoyed  easy 
growth  during  the  good  years,  but  now 
the  Net  is  exposing  them  to  global  com- 
petition as  never  before.  If  that  leads 
them  to  provide  customers  with  better 
and  cheaper  service,  Asian  investors 
and  companies  could  be  big  winners. 

By  Bruce  Rhihorn  in  Houy  Kong, 
with  Jennifer  Veale  in  Seoul  anil  bu- 
reau reports 
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Read  a  special  report  on  Asia's  stars  of 
business,  politics,  and  finance.  Check 
www.businessweek.com. 


COMMENTARY 


By  Brian  Bremner 


DON'T  KILL  ALL  THE  LAWYERS 
-SEND  THEM  TO  JAPAN 


This  may  seem  unkind  to  suggest. 
Okay,  it's  a  little  sadistic.  But 
Japan  needs  more  lawyers — an 
army  of  them.  That's  right,  in-your- 
face  sharpies  willing  to  haul  execu- 
tives and  bankers  before  a  judge  for 
bloodletting.  This  is  anathema  in  a 
nation  that  values  harmony.  Rut  at 
this  point  in  Japan's  struggle  to 
emerge  from  recession,  without  more 
lawyers,  shareholder  activism,  finan- 
cial reform,  and  corporate  restruc- 
turing won't  have  much  impact. 

Here's  why:  Japan  only  has  rough- 
ly 16,800  licensed  lawyers,  vs. 
900,000  in  the  U.  S.  This  at  a  time 
when  demands  on  the  legal  system 
are  explod- 
ing. Take 
Japan's 


bankruptcy  courts.  There  were  some 
100,000  personal  and  corporate  bank- 
ruptcy filings  last  year,  a  40%  jump. 
Yet  there  are  maybe  300  specialists 
familiar  with  the  bankruptcy  code. 

A  judge  shortage  has  created  a 
backlog  of  cases.  Those  that  do  get 
heard  take  up  to  five  years  to  re- 
solve. Some  judges  are  so  over- 
whelmed that  they  don't  have  time  to 
read  up  on  a  case  before  they  pound 
the  gavel,  slowing  things  down  even 
more  as  attorneys  explain  key  issues. 
Japan  can't  find  enough  attorneys  to 
serve  as  trustees  in  debt  workouts 
and  corporate  receiverships. 

A  properly  staffed  and  more  effi- 
cient legal  system  could  sort  out 
these  conflicts  and  set  the  stage  for 
the  sale  of  distressed  assets  to  global 
investors.  That  would  allow  Japanese 
banks  to  clear  dud  loans  off  their 
books.  More  lawyers  are  also  needed 


to  handle  loan  collection,  shareholdei 
disputes,  and  the  sale  of  assets  ac- 
quired during  Corporate  Japan's 
spending  splurge  in  the  1980s. 

Japan  has  purposely  kept  the  judi 
ciary  in  check  with  skimpy  budgets  I 
and  just  one  state-sanctioned  law 
school:  the  Legal  Training  &  Re- 
search Institute.  Undergraduate  law 
students  must  pass  one  of  the 
world's  toughest  bar  exams.  It  takes) 
the  average  student  five  attempts  tq 
succeed,  and  only  one  try  a  year  is 
allowed.  Those  who  go  on  to  be  at-  j 
torneys  aren't  in- 
terested in  making 
the  process  any 
easier  for  newconvj 
ers.  Scarcity,  afterj 
all,  enables  them  tj 
draw  higher  fees.  Foreign  la\] 
firms  can't  fill  the  gap  becauij 
they  aren't  allowed  to 
rm  local  joint  ven- 
tures. It's  no  wonde 
that  some  compani 
use  yakuza  gangs 
"mediators"  to 
chase  down  a  debt 
or  rough  up  a  poten 
tial  claimant. 
True,  the  corporate 
demand  for  quality  legal 
vices  is  forcing  the  government  to  ir 
crease  its  judicial  budget  and  stream 
line  its  bankraptcy  code.  There's  eve 
talk  of  creating  a  U.  S.-style  networl 
of  law  schools.  Rut  what's  really  nee 
ed  is  a  change  in  mind-set.  Yes,  litig 
tion  is  messy  and  expensive.  And  th 
excesses  of  the  U.  S.  legal  system 
aren't  worth  emulating. 

Rut  legal  conflict  creates  winners 
and  losers,  sets  precedents,  and  dis 
closes  sensitive  information  about  i 
deeds  to  the  public.  Punitive  dam- 
ages help  deter  crooks  and  corpora 
malfeasance.  Maybe,  just  maybe,  a 
terrible  injustice  to  the  little  guy 
gets  undone.  For  Japan's  economic 
overhaul  to  work,  it  needs  a  deep 
and  sophisticated  judiciary.  And  if 
you  think  I'm  nuts,  well,  sue  me. 


Brainier  covers  Japanese  bu.siin 
anil  economics. 
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Where  In  The  World 
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One-year  slock  market 
total  returns  in  U.S.  dollars 
ended  3/31/99* 
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Prudential  Has  The  Answers 

Investing  overseas  offers  many  exciting  rewards — and  special  risks.  Changing  economic  and 
political  conditions  around  the  world  can  cause  some  markets  to  soar  while  others  stumble. 
That's  why  you'd  be  wise  to  tap  the  investing  expertise  of  Prudential.  We  can  help  you  navigate 
the  challenges  of  international  investing  and  find  some  of  today's  most  promising  opportunities. 


It's  time  to  discover  the  rewards  of  global 
investing.  The  U.S.  stock  market  has  delivered  strong 
returns  in  the  past  few  years.  But  today,  many  investors 
are  recognizing  that  a  portion  of  their  portfolio  should 
be  overseas  in  order  to  be  positioned  for  future  growth 
opportunities. 

Prudential  can  help  you  discover  foreign 
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Call  today  for  your  free  prospectus.  Find  out 
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Ithough  the  shares  have  a  common  portfolio,  their  performance  and  ratings  may  vary  because  of  differences  in  loads  and  fees  paid  by  shareholders 
Vesting  in  different  classes.  Foreign  investments  are  subject  to  special  risks  including  currency  fluctuation  and  the  impact  of  social,  political  and 
bnomic  change.  These  risks  may  result  in  greater  share  price  volatility.  *Source:  Morgan  Stanley  Capital  International  (MSG).  The  above  map 
ustrates  the  performance  of  major  world  stock  markets  for  the  1  -year  period  ended  March  31,1 999.  It  does  not  represent  the  performance  of  any 
udential  mutual  fund.  MSG  country  indices  are  unmanaged  indices  which  include  those  stocks  making  up  the  largest  two-thirds  of  each 
pantry's  total  stock  market  capitalization.  Returns  reflect  the  reinvestment  of  gross  dividends.  This  map  is  for  illustrative  purposes  only  and  is  not  indicative 
rlfie  past,  present  or  future  performance  of  any  specific  investment,  nor  is  it  indicative  of  the  countries  in  which  the  above  funds  may  invest.  Investors 

'§|not  invest  directly  in  stock  indices.  ^  

Morningstar  periods  ended  4/30/99.  Ratings  are  subject  to  change  every  month,  are  historical  and  do  not  represent  future  performance.  1 0%  of  the  funds  in  a  category  receive  5  stars.  The  next  22.5%  receive 
.tars;  the  next  35%  receive  3  stars.  Prudential  Europe  Growth  Fund  (Class  A)  received  5  stars  (3  years)  among  944  funds.  Prudential  World  Fund/Global  Series  (Class  A)  received  4  stars  (3  years)  and  4  stars 
years)  among  944  and  464  funds,  respectively.  Morningstar  proprietary  ratings  reflect  risk-adjusted  performance.  Morningstar  ratings  are  calculated  from  the  funds'  3-,  5-  and  1 0-year  returns  (with  fee  adjustments) 
excess  of  90-day  Treasury  bill  returns,  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  Shares  of  the  Funds  are  distributed  by  Prudential  Investment  Management  Services  LLC, 
mber  SIPC,  751  Broad  Street,  Newark,  NJ  07102,  a  subsidiary  of  The  Prudential  Insurance  Company  of  America,  751  Broad  Street,  Newark,  NJ  07102. 
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The  Internet,  which  has  transformed  busings,  is  now 
undergoing  its  own  transformation.  It's  not  just  about 
websites.  It's  not  just  about  selling  products/Now  it's 


about  selling  actions^rfese  actions,  or^services,  are 
being  created^fompanies  just  like^ours.  And  they're 
not  being  given  away.  In  othej^ords,  there  is  money 
iilemade.  Beginning  no^rCww.hp.com/e-servtces 
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EDITED  BY  PAUL  MAGNUSSON 


WILL  KOSOVO  BECOME 

THE  BERLIN  OF  THE  BALKANS? 


After  nearly  three  months  of  nato  bombings,  missiles 
gone  awry,  widespread  ethnic  cleansing,  and  stepped-up 
preparations  for  possible  ground  action,  is  Serbian  strong- 
man Slobodan  Milosevic  finally  about  to  cry  uncle?  That  was 
the  question  on  June  2  as  a  Russian-European  Union-U.  S. 
peace  plan  emerged  in  Bonn  and  emissaries  were  dispatched 
to  try  and  nail  down  a  deal  in  Belgrade. 

Though  details  of  the  plan  were  sketchy  as  business  week 
went  to  press,  the  overture  appeared  to  be  the  most  serious 
attempt  yet  to  end  the  Kosovo  conflict. 
The  blueprint  carried  by  Russian  media- 
tor' Viktor  S.  Chernomyrdin  and  the  Eu- 
ropean Union  envoy,  Finland  President 
Martti  Ahtisaari,  is  built  on  a  complex 
multinational  foundation.  The  key  ele- 
ment: a  U.  N.-sanctioned  resolution  that 
would  authorize  a  50,000-strong,  NATO- 
led  force  and  a  separate  corps  of  Russian 
troops  in  Kosovo.  The  heavily  armed 
peacekeepers  would  be  responsible  for 
then-  separate  zones,  sort  of  a  Berlin-in- 
the-Balkans  situation  that  harkens  back 
to  Germany  after  World  War  II. 
u.N.  protectorate.  Many  obstacles  lie  in 
the  path  of  this  deal.  Despite  exhausting 
negotiations  in  Bonn,  Chernomyrdin,  Ahtisaari,  and  U.  S. 
Deputy  Secretary  of  State  Strobe  Talbott  still  hadn't  nailed 
down  critical  details,  such  as  how  many  Serbian  troops  could 
remain  in  Kosovo  or  when  the  bombing  halts.  It's  not  clear  how 
Yugoslav  President  Slobodan  Milosevic's  status  as  a  war  crim- 
inal would  affect  a  settlement.  Nor  was  it  clear  that  Milosevic 
would  accept  the  olive  branch  extended  by  his  Russian  allies. 
He  rejected  peace  overtures  as  recently  as  February.  But  if 
Milosevic  and  the  Kosovar  Albanians  agree,  refugees  could  re- 
turn and  the  rebuilding  of  a  shattered  nation  could  begin. 

While  the  White  House  and  the  Russians  deny  it,  the  lat- 
est peace  plan  lays  the  groundwork  for  the  partition  of  Koso- 


KOSOVO  NEXT?  U.S.  troops  in  Albania 


vo,  turning  it  from  a  semi-autonomous  province  to  a  U. 
protectorate.  "It  may  be  the  only  thing  that  can  work,"  sa 
Dov  S.  Zakheim,  a  former  top  Pentagon  official.  One 
NATO's  key  goals  is  the  return  of  refugees,  and  an  area  polio 
by  NATO  could  lure  the  Kosovars  back.  What's  more,  if  Mil 
sevic  is  allowed  to  retain  some  forces  in  Kosovo  and  they  st 
in  the  Russian  zone,  it  would  reduce  the  prospect  for  tensio 
with  the  Kosovar  Albanians.  The  refugees  "will  vote  wi 
their  feet  on  whether  this  is  a  decent  agreement,"  sa; 

|  Michael  Mandelbaum,  a  professor  at  ti 

1  Johns  Hopkins  School  of  Advanced  I 

~"  —  *- •  ternational  Studies.  "They  will  only  i 
tffcyjL  turn  tu  territory  controlled  by  NATO." 
^^Bff"  The  freshly  minted  peace  plan  is  i 

ready  drawing  fire  within  nato.  Briti 
officials,  who  have  been  the  most  haw 
ish,  fear  that  a  de  facto  partition  w 
embolden  other  separatist  groups 
Turkey  and  elsewhere.  The  prospect 
separate  armies  patrolling  Kosovo  is  al 
disturbing.  Says  Talbott:  "There  ne© 
to  be  a  unity  of  command  for  this  to  1 
really  effective."  The  Administration  i 
sists  that  the  top  commander  will  ha 
~  the  flexibility  to  send  whatever  troo; 
he  chooses  anywhere  in  the  province.  Nevertheless,  drawii 
the  lines  for  the  zones  could  be  critical — and  may  determii 
whether  Milosevic  and  the  Kosovar  Albanians  sign  off. 

If  the  negotiations  succeed,  all  sides  could  claim  victoi 
The  Russians  will  claim  credit  for  ending  the  war.  nato  w 
say  it  halted  the  killing,  returned  the  refugees,  and  oust< 
most  Serb  forces.  Milosevic  can  claim  that  he  decapitated  tl 
Kosovo  Liberation  Army  and  saved  Yugoslavia  from  forth 
fragmentation.  And  Bill  Clinton?  He  can  claim  success 
regaining  the  Kosovars  their  beloved  homeland.  It's  a  mess 
deal.  But  then  again,  this  is  the  Balkans. 

By  Stan  Crock  in  Washingtt 


GLOBAL  WRAPUP 


SINGAPORE  BANKS  GET  MOVING 

►  The  island's  banks  are  scrambling  to 
prepare  for  more  competition,  now 
that  the  government  is  opening  the 
banking  sector  to  outside  players. 
Government-linked  Keppel  TatLee 
Bank  Ltd.,  the  smallest  of  Singapore's 
five  banks,  sold  a  24.9%  stake  to 
Allied  Irish  Banks  PLC  on  June  2  for 
$870  million  in  a  complicated  three- 
year  bond  deal.  Meanwhile,  John 
Olds,  chief  of  Development  Bank  of 
Singapore  Ltd.,  plans  to  merge  dbs's 
local  and  foreign  shares,  which  cur- 


rently trade  at  different  prices  on  the 
Singapore  exchange,  "so  we  can  more 
easily  determine  what  the  intrinsic 
value  of  the  stock  is,"  he  says.  That 
would  make  it  easier  for  DBS,  the 
island's  largest  bank,  to  acquire  other 
banks  through  stock  swaps. 

SCANDAL  IN  MEXICO 

►  The  revelation  by  a  fugitive  Mexi- 
can financier  that  he  donated  $20  mil- 
lion to  the  ruling  Institutional  Revo- 
lutionary Party  (pri)  for  the  1994 
presidential  election  is  shaking  up 
Mexico's  political  Establishment. 


President  Ernesto  Zedillo  Ponce  de 
Leon  has  acknowledged  receiving  the 
money  from  Carlos  Cabal  Peniche, 
who  is  jailed  in  Australia  and  await- 
ing possible  extradition  to  Mexico  on 
fraud  charges.  Zedillo  claims  the 
donations  were  legitimate.  But  oppo- 
sition politicians  believe  the  money 
came  from  Cabal-controlled  compa- 
nies that  later  went  bankrupt  and 
were  absorbed  at  taxpayer  expense  il 
the  government's  $65  billion  bank 
bailout.  The  scandal  tarnishes  Zedil- 
lo's claim  that  he  was  elected  in  the 
fairest  elections  ever  held  in  Mexico. 
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By  Joan  Oleck 


WANTED  FOR  ADOPTIONS:  WORLDWIDE  STANDARDS 


Last  December,  Americans  Patrice 
and  Kevin  Foley  traveled  to  the 
former  Soviet  Union  republic  of 
Moldova,  to  the  same  orphanage 
where  two  years  earlier  they  had 
adopted  their  son,  Christopher.  This 
;ime,  a  19-month-old-girl  awaited 
;hem.  But  the  Foleys  were  alarmed 
at  how  badly  conditions  had  deterio- 
rated. The  spartan  institution  now 
had  no  heat  and  faced  chronic  short- 
ages of  food  and  medical  supplies. 
'We  were  distraught  about  the  chil- 
dren who  had  no  hope  for  adoption," 
jays  Patrice,  who  lives  in  Mountain- 
side, N.J. 

The  Foleys'  story  is  echoed  by  oth- 
ar  adoptive  parents  journeying  to  the 
former  Soviet  Union  and  South  Korea, 
[n  these  countries,  economic  chaos  has 
prompted  an  unprecedented  situation: 
There  are  more  children  available  for 
adoption  than  there  are  U  .S.  and 
Western  European  families  to  take 
them.  Whereas  adoptable  foreign  ba- 
bies used  to  be  scarce,  Russia,  for  in- 
stance, has  had  113,000  unclaimed 
ihildren  in  each  of  the  past  two  years, 
according  to  Human  Rights  Watch. 

This  explosion  of  human  misery  is 
exacerbating  the  mercenary  aspects 
long  plaguing  internation- 
al adoption.  Facilitators 
abroad  who  work  for 
U.  S.  adoption  agencies 
often  demand  huge  cash 
sums,  some  of  which 
ends  up  as  local  bribes. 
With  a  record  15,674  chil- 
dren brought  into  the 
U.  S.  last  year,  shady 
dealings  are  more  appar- 
ent. On  May  27,  for  ex- 
ample, federal  prosecu- 
tors accused  three 
Americans  of  running  a 
baby-smuggling 
scheme — by  bribing  Mex- 
ican officials  and  forging 
birth  certificates  to  bring  Mexican  in- 
fants to  New  York  illegally. 

At  the  same  time,  such  sordid  inci- 
dents "play  into  the  fears  of  the  coun- 
try of  origin  as  to  what  happens  to 
their  children,"  says  Maureen  Evans, 
executive  director  of  the  Joint  Council 
on  International  Children's  Services,  a 


OVERSUPPLY:  There  are  more  orphans  today  than  families  to  take  them 


LUCKY  BABY: 

The  Foleys  saw 
hunger  in  Moldova 


concerns  can  lead  to  moratoria  on 
adoption  from  countries  like  China 
and  Russia,  wreaking  havoc  among 
adoptive  families  and  the  children 
awaiting  them. 

SENATE  BID.  What  can  be  done  about 
such  a  complex,  emotionally  laden  is- 
sue? The  U.  S.  can  start  by  ratifying 
the  Hague  Convention  on  Intercoun- 
try  Adoption,  a  treaty  that 
has  been  in  the  works  for 
five  years.  So  far,  11  coun- 
tries, including  the  U.  S., 
have  signed  the  treaty, 
while  32  more  have  taken 
the  next  step  and  ratified  it. 
In  March,  the  treaty  and  en- 
abling legislation  were  intro- 
duced in  the  Senate  by  Sen- 
ators Mary  L.  Landrieu 
(D-La.)  and  Jesse  A.  Helms 
(R-N.  C),  both  of  whom  are 
adoptive  parents.  Healings 
are  expected  this  summer. 
"Many  countries  have  indi- 
cated that  U.  S.  ratification 
"  is  the  single  most  important 
thing  we  can  do  to  strengthen  the 
process  of  intercountry  adoption," 
says  Landrieu. 

The  treaty  would  help  curb  traf- 
ficking and  other  abuses  by  setting  in- 
ternational standards  for  adoptions. 
Along  with  the  multiple  sets  of  state 
regulations  that  license  adoption 


coalition  of  adoption  agencies.  These      agencies  today,  the  U.  S.  State  Dept. 


would  establish  accreditation  criteria. 
Under  the  Senate  bill,  agencies  would 
be  periodically  re-accredited,  which 
could  help  rein  in  those  that  are  slop- 
py or  corrupt.  Right  now,  parents 
who  encounter  price-gouging  or  dis- 
honesty can  complain  to  the  states. 
But  many  don't  police  the  process 
well,  so  agencies  face  little  real  scruti- 
ny. Fee  scales  also  would  be  made 
public.  And  prospective  parents  would 
be  required  to  take  counseling  and 
buy  liability  insurance. 

Accreditation  might  even  help  re- 
duce bribery  demands  by  foreign  bu- 
reaucrats. When  I  adopted  my  daugh- 
ter from  Russia  in  1996,  I  had  to 
hand  over  $11,000  in  new  $100  bills  to 
a  facilitator.  No  one  told  me  who 
would  get  the  money  or  what  it  was 
for;  I  was  warned  not  to  ask. 

The  treaty  also  would  help  to  as- 
suage edgy  governments'  mistrust  by 
setting  up  formal  systems  to  track 
children  after  they've  been  adopted. 
"The  treaty  would  allay  fears  that  in- 
ternationally adopted  children  are 
being  treated  as  servants  or  other- 
wise misused,"  says  Evans.  In  an  age 
of  globalization,  when  complex  rales 
regulate  cars  and  computers  crossing 
international  boundaries,  we  can 
surely  do  no  less  for  children. 

Oleck's  daughter,  Anya,  is  now  3 
years  old. 
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55 

56 

57 

62 
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ACROSS 

L  Neutral  stock  recommendation 

5.  Control  (former  mainframe 

maker) 

9.  Overcharges 

14.  Lackawanna  Railroad 

15.  Dutch  cheese  center 

16.  North's  nickname 

17.  Interest-accrual  starting  point 
for  a  bond 

19.  Quiet  partner 

20.  Airfone  company 

2L  Middle  name  of  Twentieth 
Century  Fox's  owner 

23.  Sets  a  price 

24.  Occupational  suffix 


25.  Piece  of  legislation 

26.  Storage  compartment 

28.  Literary  representative:  Abbr. 

29.  Night,  in  Nantes 

31.  NYSE  clock  setting:  Abbr. 
34.  Bandy  words 
37  747  seat  location 

38.  Corporate  VIP 

39.  Southwest  Airlines'  38 
Across 

43.  Type  of  mortgage:  Abbr. 

44.  Unimportant 

45.  Matsushita  competitor 

46.  Chap 

47.  Windows  '98  illustration 

48.  English  channel 


50. 
51 
52. 
55. 
58. 
61 
62. 
64. 


67. 
68. 
69. 
70. 
71. 


From  Z 

Netscape  buyer  in  '99 
Phone-book  abbreviation 
Anheuser-Busch  raw  material 
Scrabble  owner 
Important  numero 
Sports-section  type  size 

Communications-channel 
capacity- 
Fiery  felony 

Gen.  Robt.  

Prefix  for  scope  or  meter 
Major  Canadian  retailer 
Seagull  relative 
Big  brand  for  Nabisco 


DOWN 

1.  Protect  one's  profits,  perhap: 

2.  Give  a  speech 

3.  Soda-bottle  size 

4.  Poor  grade 

5.  Take  off,  on  a  return 

6.  Roll  with  the  punches 

7.  Lyle's  partner  in  the  sugar 
business 

8.  Part  of  ACLU 

9.  The  way  things  are  usually 
done:  Abbr. 

10.  Brand  name  for  olestra 

1 1.  Word  of  regret 

12.  "  derriere"  (see  ad  at  righ 

13.  Bishops'  jurisdictions 
18.  Aerodynamic  force 

22.  Short-term  government  deb 

27.  Railroad  car  company 

28.  Bob  Rubin,  in  the  '70s 

29.  Producer  of  photo  equipm 

30.  Software  buyer 

31  First  communications 
satellite 

32.  Interviewed 

33.  British  conservative 

34.  Layered  haircut 

35.  Fujimori's  homeland 

36.  West  Point  team 

37.  cost  (free) 

40.  Give  off 

4L  Canon  copier  competitor 
42.  Computer  key 

48.  Wise  Foods  owner 

49.  Squander 

50.  First  American  monopolis 

51.  Civil  War  general  Doubled 

52.  Less  polite 

53.  nous  (confidentially) 

54.  BP  bought  it  in  '70 

55.  Levi  Strauss  head 

56.  Mean  sort 

57.  "Que  _?" 

59.  Aid  in  wrongdoing 

60.  Auction,  for  example 
63.  Recent  Annapolis  grad: 

Abbr. 

65.  Job  for  Goldman  Sachs: 
Abbr. 


For  answers  to  this  puzzle: 

Turn  to  page  86  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure 
www.businessweek.com  (URL:  www.businessweek.com  adsection  puzzlesbylincoln  index 
Puzzle  created  by:  Stanley  Newman. 
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www.lincolnvehicles.com 


Kick  derriere 


the  world's  most  powerful  luxury  SUV*  It  pampers  seven  passengers  in  three  rows  of  leather-trimmed  seats.  While  its  300-hp  engine  tows  up  to 
I  pounds.  Over  a  mountain.  With  an  attitude.  Call  800  688-8898,  visit  www.lmcolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer. 

'models  built  alter  12/8/98 

Lincoln  Navigator.  What  a  luxury  I  JSbMBRJ  should  be. 


The  Corporation 


TURNAROUNDS 


THE  FALL  AND  RISE 
OF  HARPERCOLLINS 

How  CEO  Jane  Friedman  overhauled  the  No. 3  publisher 


The  gloomy  mood  in  the  conference 
room  at  HarperCollins  Publishers 
Inc.  was  straight  out  of  Edgar  Allan 
Poe.  Gathering  to  meet  their  new  boss 
in  November,  1997,  the  Harper  staff  had 
endured  soul-weaning  travails:  an  80% 
profit  plunge,  a  warehouse  bulging  with 
unsold  books,  a  brutal  layoff,  and  a  S270 
million  charge  against  eamint 
Worse,  the  publisher  had  i 
become  a  pariah  in  the  lit-  \ 
erary  community  after  can-  \ 
celing  106  book  contracts —  I 
5%  of  its  U.  S.  total— in  a 
cost-saving  move.  Rumors 
were  life  that  Rupert  Mur-  \ 
doch's  News  Corp..  Harper's  \ 
parent  since  1987,  would  sell  I 
the  New  York  publisher  just 
to  be  rid  of  its  troubles.  Says 
David  Steinberger.  head  of 
Harper  corporate  strategy:  "People  were 
really,  really  bummed  out." 

But  then  a  bright-faced  Jane  Fried- 
man, imported  from  rival  Random 
House  Inc.  to  be  Harper's  chief  execu- 
tive, took  the  podium.  In  an  upbeat  talk, 
she  dispelled  the  melancholy  atmosphere 
and  assured  the  crowd  that  the  house  of 
Harper  would  not  fall.  "I  have  confi- 
dence in  the  future."  she  told  them. 
HUNGRY.  Today.  Friedman,  53,  has  closed 
the  chapter  on  the  turnaround  story  at 
Harper,  the  nation's  third-largest  book 
publisher.  Now  she's  showing  that  there 
is  life  beyond  mere  cost-cutting.  Fried- 
man has  managed  to  boost  profitability 
on  a  smaller  but  more  focused  roster 
of  titles.  She  has  also  restored  morale, 
stemmed  a  talent  exodus,  and  is  using  a 
growing  cash  cushion  to  launch  a  mar- 
keting effort  that  shows  signs  of  once 
again  luring  top  writers.  Says  Susan 
Katz,  head  of  the  company's  children's 
division:  "We've  got  this  hunger  now." 

The  new  rigor  within  the  187-year-old 
publishing  house  has  produced  a  rash 
of  best  sellers,  and  agents  are  once 
again  shopping  hot  new  authors  to 
Harper.  So  far  this  year,  it  has  placed  13 
titles  on  The  New  York  Times  best-sell- 
er list,  including  Perfect  Murder.  Perfect 


Town,  Lawrence  Schiller's  book  about 
the  JonBenet  Ramsey  case,  and  The 
Professor  and  the  Madman,  Simon  Win- 
chester's tale  of  how  the  Oxford  English 
Dictionary  came  to  be.  Harper's  21  best 
sellers  last  year  trailed  industry  leader 
Random  House,  which  had  74 — but  that 
was  a  vast  improvement  from 
'97.  when  Harper  only  had 
five  best-sellers. 

Nor  is  Friedman's  team 


hanging  around  waiting  for  top  auth 
Recent  signings  include  Monty  Robe 
whose  Shy  Boy  is  due  out  this  montl 
a  follow-up  to  last  year's  best-sel] 
The  Man  Wfio  Listens  to  Horses;  ch 
rearing  expert  Heidi  E.  Murkoff, 
thor  of  the  What  to  Expect  series; 
R.  L.  Stine,  author  of  the  Goosebia 
kids'  horror  books.  Says  Susan  Knc 
who,  as  senior  \ice-president  at  Pa 
chute  Publishing  LLC,  markets  Stir 
work:  "They  now  can  focus  on  publi 
ing,  rather  than  getting  their  house 
order." 

The  renewed  focus  is  reflected 
Harper's  bottom  line.  Operating  inco 
tripled  for  the  fiscal  year  ended  1 
June,  to  S37  million,  on  flat  sales  of  $ 
million.  The  strong  results  continue 
year.  For  the  first  nine  months,  opei 
ing  earnings  rose  61%.  to  S42  million, 
revenues  of  $595  million.  And  operat 
margins,  which  had  sunk  to  a  fiightT 
ingly  thin  1.6%  in  1997,  are  back  ud 
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You  will  have  one  view  to  all 
the  information  you  need. 

Your  team  will  work  as  one 
to  move  ideas  forward. 


Your  organization  will  convert 
knowledge  into  results. 


Where  do  you  want  to  go  today? 


Microsoft 


Introducing 

Microsoft  Office  2000. 

Now  the  intranet  is  more  than  just  a  great  idea. 
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With  Microsoft  Office  2000,  the  intranet  finally  becomes  a  practical  business  tool  for  you 
and  your  team.  That's  because  Office  2000  builds  upon  productivity  tools  you're  familiar 
with  by  adding  HTML  as  a  standard  file  format.  This  means  you  can  instantly  share 
information  with  anyone,  anywhere  over  your  intranet,  just  by  clicking  "Save  as  Web  Page." 
Plus,  new  Outlook*  Today  gives  you  a  customizable  view  that  integrates  your  key  information 
with  your  team  intranet — so  you  have  a  single,  powerful  "dashboard"  to  give  you  a  quick 
read  on  the  information  that's  most  important  to  you  and  your  team. 
To  see  Office  2000  in  action,  experience  the  multimedia  demo  at 
www.microsoft.com/office/2000 


Microsoft 

Offitt 

What  Productivity  Means  Today 


Now  Microsoft  Office  2000  lets  you: 


Have  a  single,  consolidated  view  of  your  e-mail,  calendar,  contacts,  tasks,  folders,  and  Web  sites 

Easily  save  files  to  a  Web  server  and  maintain  rich  Office  functionality  within  the  browser 

Create,  manage,  and  update  an  informative  team  intranet  site  without  having  to  do  any  programming 


icrosoft  Corporation  All  rights  reserved  Microsoft,  the  Office  logo.  Outlook,  and  Where  do  you  want  fo  go  today''  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 
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age  for  big  consumer- 
book  publishers,  accord- 
ing to  the  Simba  Infor- 
mation Inc.  research 
firm. 

In  fact,  Harper  is  a 
rare  good-news  story  in 
an  otherwise  dreary 
consumer-book  business. 
Even  as  superstores 
such  as  Barnes  &  No- 
ble Inc.  and  Borders 
Group  Inc.  expand,  and 
as  online  revenues  ex- 
plode through  Internet 
retailer  Amazon.com 
Inc.,  overall  unit-sales  of  consumer 
books  have  barely  grown  since  1995  and 
will  increase  only  about  2%  yearly 
through  2002,  estimates  researcher 
Veronis,  Suhler  &  Associates  Inc.  Part- 
ly due  to  restructuring  charges,  operat- 
ing profits  at  No.  2  Penguin  Group  fell 
16%  last  year,  to  $80  million,  and  fell 
12%  at  No.  4  Simon  &  Schuster,  to  $53 
million.  Random  House,  owned  by  Ger- 
man conglomerate  Bertelsmann,  does- 
n't issue  public  reports. 

Harper's  turnaround  began  three 
years  ago  under  Anthea  Disney,  Mur- 
doch's battle-hardened  restructuring 
artist.  Disney,  who  had  re- 
vamped TV  Guide,  axed  con- 
tracts on  marginal  books — 
such  as  a  volume  of  Jell-0 
recipes — and  on  others  where 
authors  had  missed  deadlines. 
The  moves  shook  the  clois- 
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DATA:  HARPERCOLLINS  PUBLISHERS  INC.,  NEWS  CORP. 


was  a  natural  choice  to  restore  the  com- 
pany's credibility.  Starting  out  as  a  pub- 
licist shepherding  Julia  Cliild  on  author's 
toiu's,  she  had  risen  steadily  in  the  Ran- 
dom House  hierarchy.  In  the  mid-1980s, 
Friedman  won  praise  for  creating  a  suc- 
cessful books-on-tape  effort  at  Random's 
Knopf  Publishing  Group  subsidiary.  And 
as  second-in-command  at  Knopf,  she 
published  numerous  best-selling  authors, 
including  Anne  Rice  and  Michael  Crich- 
ton.  Even  rivals  are  impressed.  Says 
Michael  Lynton,  ceo  of  Penguin  Group: 
"Jane  Friedman  is  a  terrific  publisher." 
That  credibility  helped  Friedman  lure 
a  slew  of  publishing 
hotshots.  To  run  the 
crucial  adult  fiction 
and  nonfiction  fields, 
last  year  she  snagged 
Cathy  D.  Hemming, 
who  marketed  books 
by  Stephen  King  and 
Bill  Gates  at  Pen- 
guin. Marketing  head 


PERFECT 


I    lilt  Of  MpXDER,  /\*.M/M 
tXD  Tflf.  MAhl.\<,  OF  1JIF 

Oxford  English  Dictionar' 
SIMON  WINCHESTER 


JonBenet 

AND  THE 

CITY  OF  BOULDER 


LAWRENCE  SCHILLER 

Aotho,  of  iht  'I  Re*  ><nli  Tints  himffn  AHtKICA\  TXACEDY 

IMPROVING  THE  BOOKS: 

A  gut  instinct  for  the 
saleable  prompted 
Friedman  to  boost  best- 
sellers including  the 
su  rprise  hit  Ya-Ya 
Sisterhood 


tered  book  business — especially  coming 
as  they  did  from  Murdoch,  whose  news- 
papers and  Fox  Television  Network  are 
best  known  for  raunchy,  downmarket 
fare.  But  today,  other  publishers  are 
being  forced  to  follow  suit.  Simon  & 
Schuster  admits  to  about  a  10%  cut  in 
titles  this  year  from  1997. 

Following  the  Draconian  cuts  at 
Harper,  News  Corp.  figured  Friedman 


§i»ine  ihtxeh  of  the 

YA-YA  S I STE R K 0 0 


*  v 

[RE  B  EuTw  E  L  Ljj 


ia*«r*|.n|*M*t 


Michael  Morri- 
son was  lured 
from  Random 
House,  where 
he  boosted  audio  book  sales. 

Friedman  quickly  proved  her  own 
willingness  to  roll  the  dice  when,  short- 
ly after  arriving,  she  ordered  up  a  huge, 
400,000-copy  printing  of  a  coffee-table 
book  about  the  movie  Titanic,  which 


News  Corp.'s  Fox  sti 
dios  co-produced.  IN 
one  knew  then  if  tl 
flick  would  bomb,  ar 
more  cautious  Harp< 
hands  wanted  to  stic 
to  the  initial  plan  for 
20,000-volume  run.  Bl 
Friedman  recalls, 
heard  good  tilings  aboi 
it  from  people  who  sa1 
early  screenings  and 
took  a  chance."  Th 
books  sold  out. 

Then,  last  yea 
Friedman  spotted  th 
potential  in  Divine  Secrets  of  the  Yc 
Ya  Sisterhood,  a  modest-selling  hare 
cover  novel  about  a  troubled  mothei 
daughter  relationship.  "Ya-Ya  had  th 
forever  feel,"  Friedman  recalls.  "Wome 
like  to  read  about  other-  women's  net 
roses."  She  launched  a  huge  national  a 
campaign  for  a  paperback  version  an 
urged  booksellers  to  talk  it  up.  The  ut 
shot:  Ya-Ya  has  been  a  Times  papei 
back  best-seller  for  more  than  a  year. 
ONLINE  PUSH.  To  keep  the  marketin 
dollars  flowing,  Harper  keeps  squeez 
ing  costs.  Its  book  list  was  down 
one-fifth  last  year,  to  3,627  titles  world 
wide,  and  another  10%  across-the-bo; 
cut  is  on  tap  for  next  year.  And  with 
fancy  computer  system,  set  up  undel 
Disney,  Harper  crunches  sales  and  de 
mographic  data  to  figure  how  man; 
books  should  ship  to  stores.  That  helpei 
cut  Harper's  rate  of  returned  book 
from  40%  in  1997  to  28%  last  year. 

Friedman  also  counts  on  online  re 
tailing  to  spark  sales.  Amazon.com  an< 
other  Internet  booksellers  only  ac 
count  for  2.5%  of  all  book  sale: 
now,  but  Jupiter  Communication! 
sees  that  hitting  11.3%  in  threi 
years.  Friedman  revved  up  Harp 
eris  Web  site  six  months  ago,  link 
ing  with  retailers  Amazon,  Barne; 
&  Noble,  and  Borders. 

Meanwhile,  Harper's  parent  of 
fers  ample  cross-marketing  oppor 
tunities.  The  publisher  has  an  of 
fice  on  Fox's  Hollywood  lot,  and  il 
has  spun  off  books  from  The  X 
Files  tv  show.  And  while  Harpei 
earns  just  6%  of  News  Corp 
revenues  and  3%  of  its  profits,  ru- 
mors of  a  possible  sale  of  the  unit 
seem  to  have  died  down.  "It  has 
made  a  lot  of  progress  and  it's 
here  to  stay,"  says  Thomas  J.  Perkins,  a 
News  Corp.  director  and  a  partner  at 
venture-capital  firm  Kleiner,  Perkins, 
Caufield  &  Byers.  Here,  it  seems,  is  one 
horror  story  with  a  happy  ending. 

By  Larry  Light  in  New  York 
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Hard  hat  area:  Ohio,  North  Carolina, 
South  Carolina,  California,  Alabama. 


Honda  currently  operates  seven  plants  throughout  the  U.S.  Each  year,  we  continue  to 
grow  and  expand  our  manufacturing,  research  and  development,  and  sales  operations. 
What  does  it  all  mean7  About  a  $4.4  billion  investment  in  America.  Plus,  an  additional 
$400  million  for  our  new  Alabama  facility  You  see,  when  it  comes  to  finding  ways  to 
contribute  to  the  American  economy  we're  always  using  our  heads. 


HONDA 

Thinking. 


To  learn  more,  write  to.  Honda.  955  L'Enfant  Plaza  5  W.  Suite  5300.  Washington.  DC  20024   ©  1999  Honda  North  America.  Inc 


So  we  started  a  support  group,  j 
IS  ,  u 


n«ite  Product  ^s that  rare  service  mental'ty-  Something  that's  obvious  through  every  encounter  you  have  with 
.cop.com  our  people  at  Boise  Cascade  Office  Products.  While  other  providers  offer  a  similar  large  selection 
suppiif     j  furniture  items,  you'll  notice  that  we  manage  to  deliver  it  all  in  a  way  that  makes  your  job  easier.  As  a  Boise 
custome;       an  count  on  impressive  service  as  part  of  every  fast  and  accurate  order. 

Call  888-B  d  you'll  see  what  we  mean    gQ|5^    IT  COULDN'T  BE  EASIER 


OFFICE  SUPPLIES  •  TECHNOLOGY  PROD JCTS  •  FJRNITJRE  •  PROMOTIONAL  PRODUCT 


qjoti  own  youv  own  Autfae*^ 
ffiui  nwsl  oftfe  fon^ 
it  feels  Ufa  a*  owm  y#u 


A  business  demands  your  constant  attention.  You  give 
up  nights,  weekends,  even  holidays,  submitting  to 
its  tyranny.  All  in  the  name  of  success.  The  first 
step  to  freedom  is  finding  an  insurance  company 
lo  safeguard  your  accomplishments.  One  thai 
understands  your  business,  offers  you  competitively 
priced  products  and  boasts  high  industry  ratings. 
At  Golden  Eagle,  you'll  discover  knowledgeable 
agents,  an  extensive  line  of  products,  an  A+  rating, 

Liberty  Mutual's  baching,  and  most  of  all,  a 
commitment  lo  protecting  your  success.  Because 
with  everything  you  have  to  do,  we  thought  you  could 
use  a  helping  hand.  To  find  a  Golden  Eagle  agent 
near  you,  please  call  1-800-688-8661,  ext.  6400. 


GOLDEN  EAGLE™ 

Insurance  Corporation 

PARTNER  AGENTS 

Golden  Eagle  Plaza 
San  Diego,  California 
www.goldeneaglecorp.com 


HOT  FUNDS! 

SIZZLING  FUNDS! 

HIGH-OCTANE  funds! 


SUPER  FUNDS! 


For  crying  out  loud,  everyone  calm  down  before  you  hurt  yourselves. 

Chasing  hot  hinds  is  a  dubious  investment  strategy  at  best. 
It's  frantic,  and  it  can  unnecessarily  expose  you  to  market 
volatility.  Which  is  why  we  recommend  a  method  of  investing 
that  is  rooted  in  research  and  discipline.  A  value  philosophy 
that  focuses  on  the  long  term,  with  the  idea  of  achieving  goals. 
Because  all  this  yelling  and  shouting  about  the  so-called 
"hot  funds,"  well,  it  doesn't  make  any  sense  to  us.  To  learn 
more  about  Lord  Abbett,  call  your  investment  professional  or 
Lord  Abbett  Distributor  LLC  at  800-800-3635  to  obtain  a 
prospectus  of  the  fund  you  are  interested  in. 


Lord  Abbett  mutual  fund  shares  are  distributed  by 

Lord  abbett  distributor  ux 

The  GM  Huildina  •  767  Fifth  Avenue  •  New  York,  NY  10 1 53-0203 


Lord,  Abbett  &  Co. 

Investment  Management 

A  Tradition  of  Performance  Through  Disciplined  Investing 


A  prospectus  contains  more  complete  information  about  a  fund,  including 
charges  and  expenses,  and  should  be  read  carefully  before  investing. 


Sponsors  of  the  1999 
Healthcare  Informatics 
Expo  &  Conference. 


Healthcare 
Solutions" 


www.ctg.com 

www.elumensolutions.com 


Even  the  nicest 
healthcare  systems  can 
have  hug  problems. 


H  Data  Dimensions 

www.data-dimensions.com 


www.ish-inc.com 


Kitnetra 


www.kinetra.com 


Lotus 


www.lotus.com 


TAB 

1-888-TAB-XPRS 


ELIMINATING  THE 

Y2K  BUG  is  only  one  of  the  challenges 
facing  healthcare  executives.  Every  month, 
Healthcare  Informatics  magazine  presents 
the  insights  that  CIOs,  CEOs  and  other  healthcare 
executives  need  to  manage  information  technology 
in  a  complex  and  ever-changing  industry.  From 
mission-critical  applications  for  hospitals  to 
scheduling  systems  for  clinics,  Healthcare  Informatics  explains  IT  opportunities 
and  risks  in  plain,  straightforward  terms.  To  subscribe  or  to  advertise,  visit  us 
at  www.healthcare-informatics.com. 


healthcare 

INFORMATICS 

The  Business  of  Healthcare  Information  Technology 

A  Division  of  The  McGraw-Hill  Companies 


The  Corporation 


ARISON:  SNAPPING 
UP  MORE  LINES  TO 
BECOME  A  ONE-STOP 
CRUISE  SHOP 


STRATEGIES 


FEW  ICEBERGS 
ON  THE  HORIZON 

Cruises  are  hot,  and  Carnival  is  riding  the  crest  of  the  wave 


The  mammoth  cruise  ship  christened 
the  Ecstasy  is  a  far  cry  from  the 
staid  liners  of  Grandma's  day.  Start 
with  the  wall-to-wall  neon  in  its  casino 
and  the  peacock  blue  Rolls-Royce  per- 
manently parked  in  an  indoor  prome- 
nade. Then  there's  that  World  Champi- 
onship Wrestling  bout  the  ship  hosted  in 
May.  Even  docked,  the  Ecstasy  isn't 
laid-back:  On  a  recent  Friday  morning 
in  the  Port  of  Miami,  2,000-plus  passen- 
gers from  one  Caribbean  cruise  are 
barely  ashore  before  the  next  group, 
bound  for  a  four-day  tour,  climbs  aboard. 
By  1  p.m.,  three  hours  before  cast-off, 
the  new  passengers  are  already  on  the 
Lido  deck  sipping  fruity  drinks  from 
yellow  cups  emblazoned  with  the  exu- 
berant "Fun  Ship"  logo.  "I  feel  like  I'm 
on  the  Love  Boat,"  one  giggles. 

The  hectic  pace  says  a  lot  about  Car- 
nival Corp.,  the  Miami-based  operator  of 
the  Ecstasy.  Chief  Executive  Micky  Ali- 
son and  his  team  have  built  the  world's 
largest  cruise  line  with  new  ships,  ac- 
quisitions, and  innovations.  But  if  good 
marketing  and  exuberant  consumer 


spending  have  gone  a  long  way  to  help- 
ing Carnival  grow,  much  of  Arison's  suc- 
cess comes  from  applying  efficiency  to 
cruising.  Taking  advantage  of  low  taxes 
and  wages  available  to  ships  registered 
outside  the  U.  S.,  they've  driven  the 
cost  of  sailing  down  to  $200  or  less  per 
person  per  day  on  their  largest  liners. 
"It's  rolling  up  your  sleeves  and  going 
to  work,"  says  Arison,  49,  who  along 


A 

Business 
Week 


Company 


To  justify  its  investment,  Carniv 
will  not  only  have  to  stay  out  ahead 
those  other  lines.  It  also  has  to  ste 
vacationers  away  from  attractions  li] 
Disney  World  and  Las  Vegas.  "Th^ 
biggest  challenge  is  continuing  to  md 
ket  the  cruise  vacation  as  a  viable  v 
cation  alternative,"  says  Tom  Huber,  j 
analyst  at  T.  Rowe 
Price  who  follows  the 
company  for-  its  mutual 
funds,  which  hold  2.4 
million  shares.  As  yet, 
there  is  little  direct  ev- 
idence that  cruise  lines 
are  stealing  business 
from  theme  parks  and 
casinos.  But  there's  no 
mistaking  who  Carni- 
val is  targeting  with 
those  Kathie  Lee  Gifford  ads:  bal 
boomers  entering  their  prime  cruisj 
years. 

Investors  love  Carnival  so  far.  Sal 
grew  at  an  average  annual  pace  of  lj 
over  the  past  decade,  to  $3  billion  1 
year.  Net  income  rose  33%  per  year 
average,  to  $836  million.  The  stock  li 
climbed  ninefold  in  the  past  10  yea 
handily  beating  the  Standard  &  Pod 
500-stock  index'  306%  gain.  In  Mail 
Carnival  steamed  to  No.  33  on  the  B J 
ness  Week  50  list  of  best  performer! 
EUROPE  AHOY.  Still,  there  are  cloJ 
here  and  there.  A  sell-off  sent  the  stl 
from  53'^  in  early  April  to  about  41 1 
day,  partly  because  Carnival  announl 
that  the  war  in  Kosovo  would  hurtl 
Mediterranean  business.  But  long-tel 
investors  like  Carnival's  plan  to  expl 
in  Europe,  a  relatively  untapped  nl 
ket.  Analyst  Robin  M.  Farley  ofl 
Alex.Brown  expects  net  income  to  gl 
17%  this  year,  to  $974.5  million,  on  J 
higher  revenues  of  $3.6  billion. 

Anyone  betting  on  Carnival  is  ■ 
ting  on  Alison.  The  ceo  since  1979,  | 
son  runs  it  very  much  like  a  pri 
company.  Of  Carnival's  16  board  ml 


Carnival  wants  share  not  only  fro 
other  cruise  lines  but  also  from 
resorts  like  Vegas  and  Disney  Worl< 


with  his  family  owns  40%  of  Carnival. 

Now  Arison  is  betting  $5  billion  on 
extending  the  franchise  even  further. 
With  eight  ships  on  order,  Carnival  will 
increase  capacity  44%  in  four  years.  But 
competitors  also  are  building  like  mad. 
The  industry  is  expected  to  add  10% 
more  bunks  each  of  the  next  three 
years,  in  line  with  10.5%  growth  in  '98. 


bers,  1 1  are  members  of  his  family 
nival  executives,  or  execs  who  do  t  I 
ness  with  the  company  or  the  fai 
Also,  Alison  sits  on  the  Carnival  bo;  I 
compensation  committee,  which  d< 
mines  how  much  he,  as  CEO,  shoullbf 
paid.  Alison  says  he's  considering  s-ep 
ping  off  the  committee  after  l;»o 
unions  criticized  the  practice.  Bu  h 
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[EC 


You're  looking  for  a  new  computer. 
But  it's  the  monitor  you'll  be  looking  at. 


If  you're  looking  for  a  new  system,  remember,  the  monitor  is  the  component  quality  and  durability.  We  not  only  offer  the  widest  variety  of  LCD 
you  interact  with  most.  So  choose  one  from  a  company  that's  always  monitors,  we're  also  one  of  the  few  companies  that  design  and  manufac- 
the  first  to  market  leading  edge  technologies.  MultiSync,""  from  NEC      ture  their  own  equipment.  So  next  time  you're  looking  for  a  computer, 


Technologies.  Monitors  with  a  heritage  of  engineering  excellence, 


don't  forget  to  iook  at  the  monitor.  Multi' 


NEC  Technologies 


MultiSync 
^■"Better 


To  learn  more,  call  (800)  NEC-INFO,  or  visit  us  at  www.nectech.com. 


OUR  REWARDS  PROGRAM  OFFERS 
23  MAJOR  ADVANTAGES  OVER  THE 
COMPETITION. 

THEY'RE  CALLED  AIRLINES. 
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Some  card  rewards  programs  allow  you  to  earn  miles  on  one  airline  or  just 
a  few.  But  only  our  award-winning  rewards  program  gives  you  the  freedom 
to  use  your  miles  on  every  maior  U.S.  airline,  with  no  mileage  cap  and 
no  expiration  date.  So  now  you  can  earn  free  travel  in  more  frequent  flyer 
programs  faster.  And  the  difference  doesn't  end  there.  There's  always  a  real 
person  to  answer  your  calls  and  help  you,  24  hours  a  day.  Should  your  business 
trip  run  longer  than  expected,  don't  worry,  we  give  you  the  convenience  of 
an  extra  billing  period  to  pay  when  you  need  it,  interest-free.  And,  of  course, 
the  Diners  Club  Card  is  welcomed  by  airlines,  hotels,  car  rental  companies 
and  millions  of  other  places  you  go.  Give  us  a  call  at  1  800  2  DINERS. 
You'll  find  the  conversation,  like  the  Card,  very  rewarding. 


I  Diners  Club 
w^  International 


3-881  iL^Sfc  IS!8*® 
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BREAKING  THE  PLASTIC  V 


B  Citicorp  Dmers  Club  Inc      www  dinersclubus  com 
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lefends  the  board  composition  as  "in 
he  shareholders'  interest."  Investors 
eem  willing  to  look  the  other  way.  "It's 
he  Alisons'  company,  that's  tine,"  says 
ialph  Wanger,  manager  of  the  Acorn 
'and,  which  holds  1.5  million  shares. 
!ut  "their  record  is  one  of  the  best  in 
ny  industry." 

Credit  a  culture  that  focuses  on  com- 
etition.  Sales  meetings  in  Las  Vegas 
rive  home  that  on-board  casinos  are 
ne  of  Carnival's  big  moneymakers.  Oth- 
r  ideas  lifted  from  land  resorts  include 

smoke-free  ship,  the  Paradise,  and 
larnival's  vacation  guarantee.  If  you 
on't  like  the  cruise,  Carnival  refunds 
le  unused  portion  and  flies  you  back. 

Arison  says  he  follows  one  simple 
lie:  fill  every  bunk  every  trip.  Reeent- 
that  hasn't  been  a  problem.  With 
ich  new  ship,  and  each  added  level  of 
mvenience,  demand  has  climbed. 
iVe've  moved  cruising  from  an  elitist 


ication  for  old  people  and  then-  parents 
a  mainstream  vacation,"  gloats 
obert  H.  Dickinson,  president  of  Car- 
val  Cruise  Lines,  the  largest  of  Car- 
val's  five  lines.  Last  year,  while  most 
.S.  companies  struggled  to  maintain 
icing,  cruise  lines  were  able  to  raise 
ices — in  Carnival's  case,  by  6%. 
IXURY  LINE.  Still,  some  argue  that 
uising  has  to  inn  out  of  steam  some- 
ne.  Jim  Cammisa,  publisher  of  the 
uvel  Industry  Indicators  newsletter, 
timates  that  only  10%  of  Americans 
end  $1,500  on  vacation  in  a  year,  the 
St  for  a  couple  to  cinise  for  four  days, 
lightening  Carnival's  risk  is  its  big 
t  on  future  growth.  Along  with  the 
ips  it  has  on  order,  it  has  been  buying 
her  lines.  To  pay  for  it  all,  long-term 
bt  rose  54%  last  year,  to  $1.6  billion. 


Alison's  goal  is  to  become  a  one-stop 
cruising  shop.  To  that  end,  he  bought 
the  high-end  Cunard  Line  last  summer 
for  an  eyebrow-raising  $500  million.  The 
troubled  owner  of  the  Queen  Elizabeth 
2  and  four  other  aging  ships  firmly  es- 
tablishes Carnival  in  the  luxury  mar- 
ket, which  charges  customers  up  to  $800 
per  day.  But  the  high  end  is  the  hardest 
place  to  make  a  profit,  travel  industry 
execs  say,  with  more  crew  per  passen- 
ger and  complicated  itineraries. 

Still,  Carnival  has  some  major  ad- 
vantages over  its  rivals.  The  company  is 
incorporated  in  Panama,  and  many  of 
its  ships  are  registered  in  Liberia.  That 
allows  Carnival  to  escape  duties  on 
liquor,  often  its  biggest  shipboard 
moneymaker.  And  Roderick  K.  McLeod, 
a  onetime  Carnival  executive  who  now 
runs  a  division  of  U.  S.-flagged  American 
Hawaii,  estimates  that  he  pays  at  least 
25%  more  than  foreign-flagged  vessels 


to  comply  with  U.  S.  wage  and  other 
labor  laws. 

Carnival  also  skips  U.  S.  coiporate  in- 
come tax  on  most  operations.  Over  the 
past  three  years,  it  paid  just  $19  million 
in  income  taxes  on  $2  billion  in  operating 
income.  By  contrast,  Las  Vegas  rival  Mi- 
rage Resorts  Inc.  paid  $278  million  in 
federal  taxes  on  $813  million  in  operating 
income.  So  far,  the  most  vocal  critics  of 
foreign  flagging  have  been  congressmen 
from  ship-building  districts  and  some 
unions.  But  don't  expect  immediate 
change,  since  it  would  i<use  protests  from 
corporations  and  port  cities. 

Low  costs,  rising  prices — not  a  bad 
combination,  if  you  can  manage  it.  Small 
wonder  that  Carnival  is  pushing  like 
there's  nothing  but  open  water  ahead. 

By  Nanette  Byrnes  in  Miami 


CARNIVAL  STEAMS  AHEAD  GIVING  INVESTORS  A  RIDE 


|  DATA.  BLOOMBERG  FINANCIAL  MARKETS.  BT  ALEX. BROWN 


By  flying  foreign  flags,  Carnival  paid 
just  $19  million  in  U.S.  taxes  on 
$2  billion  in  operating  income 
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Leo  Hindery's  marching 
orders  from  AT&T  are  to 
trump  the  Bells  by  helping 
redefine  the  cable  biz 

Building  a  cable-TV  empire  is  not 
easy  work.  For  Leo  J.  Hindery, 
president  of  AT&T's  cable  unit,  it 
has  meant  so  many  red-eye  flights 
that  he  has  had  to  outfit  his  company 
jet  with  a  bed.  "He  tells  me  it  has  be- 
come his  bedroom,"  says  his  longtime 
friend  and  onetime  college  professor. 
Father  William  F.  LeRoux.  "I  tell  him 
he  needs  to  go  home  and  take  a  nap." 
Not  likely.  Since  becoming  president 
f  Tele-Communications  Inc.  in  early 
1997,  the  52-year-old  Hindery  has  gotten 


)y  with  little  sleep — an  average  of  four 
hours  a  night,  his  friends  say — and  plen- 
ty of  deals.  Shuttling  between  his  home 
in  the  San  Francisco  suburb  of  Hills- 
borough and  offices  in  Denver  and  New 
York,  Hindery  has  engineered  the  two 
biggest  deals  in  the  recent  spate  of  con- 
solidation sweeping  the  cable  industry. 
Last  year's  $52  billion  AT&T-TC1  deal, 
followed  by  AT&T's  recent  $58  billion 
deal  to  acquire  MediaOne  have  trans- 
formed tci  from  a  lumbering  behemoth 
into  a  key  piece  of  AT&T's  bold  plan  to 
take  on  the  Baby  Bells. 

In  the  process,  Hindery  has  remade 
himself  into  one  of  the  most  powerful 
telecom  players  around,  no  less  than 
AT&T  Chief  Executive  C.  Michael  Arm- 
strong's right-hand  man  in  charge  of 
driving  sweeping  changes  that  promise 
to  remake  the  industry.  Just  two  years 


ago.  Hindery  was  little  known  outsi 
the  clubby  world  of  cable  executivj 
Now,  he  oversees  an  AT&T  unit  that  c\ 
trols  the  cable-TV  wires  that  pass 
million  homes.  With  affiliates  from  jol 
ventures  that  Hindery  negotiated,  Ail 
will  soon  have  the  ability  to  deliver  bJ 
phone  and  data  services  to  609c  of  f 
country's  households.  A  great  deall 
work  still  needs  to  be  done.  But  I 
2000.  AT&T  plans  to  begin  offering  ph<j 
and  data  services  to  its  cable  customq 
grabbing  market  share  from  entrenc 
phone  companies  by  combining  ph<) 
and  TV  service  into  a  single  package 

It's  Armstrong's  \ision.  But  he 
thank  Hindery  for  doing  the  heavy 
ing  that  has  put  his  grand  plan  wit 
AT&T's  grasp.  A  year  before  Armstri 
ever  approached  TCI,  Hindery  was  hj 
at  work  fixing  the  then-ailing  compa 
Recruited  as  president  by  Chairnj 
John  C.  Malone  in  February,  1997. 
dery  had  already  assembled  one  of  I 
top-performing  cable  companies 
Francisco-based  InterMedia  Partn| 
with  financial  backing  from  Male 
When  Hindery  left.  Intermedia  hadl 
million  subscribers  and  was  growinj 
twice  the  rate  of  the  industry  avera 

Now,  Malone  was  asking  Hinder] 
perform  similar  magic  for  tci.  The 
pany  was  $15  billion  in  debt,  ancll 
service  was  so  bad  that  nearly  lOOl 
of  its  11  million  subscribers  turned 
their  cable  boxes  during  a  year 
the  industry  was  growing  at  a  nei 
Wi  annual  clip.  Meantime,  tci's  s] 
price  had  slumped  by  35%. 

Within  weeks  of  arriving.  Hind 
fired  or  reassigned  25  top  executl 
He  distributed  stock  options  widely, 
he  reached  out  to  long  neglectedj 
vestors.  "I  talked  more  to  Leo  in  a 
than  I  had  to  John  Malone  in  14  ye*.' 
says  Mark  Greenberg,  whose  $400  lii 
lion  Invesco  Leisure  Fund's  largestlr>. 
gle  holding  was  tci  stock.  Both  £r. 
dery  and  Malone  declined  intervjK" 
for  this  story 

MIND  FOR  DETAIL.  To  help 

lackluster  service  and  be 
among  the  company's  far- 
staff.  Hindery  often  hopped  on  hije, 
for  quick  visits,  sometimes  hittir 
many  as  five  cities  in  a  single 
He  also  worked  to  mend  the 
his  boss  had  opened  between  tci 
other,  smaller  operators.  M; 
bruised  egos  as  he  gobbled  up  >T 
systems  for  nearly  three  decades  \u 
with  Hindery  at  the  helm,  formir  a 
liances  with  other  cable  companies 
came  a  crucial  part  of  tci  turnaiBr. 
strategy. 

Fortunately  for  tci,  Hindery  pwe 
 -  -  I- 


d  intervp". 

restore  fci 
)oost  mcmli 
r-flung  i 


tin  ajj 

e  !tf 
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4:00  p.m. 

Radisson  Hotel  To  the  tin  trained  eye, 

did  Rewards  Member  .  ^nr\r\ 

Richard  Wheeler  earning  2000  points 


toward  a  free  i 
lool{s  surprisin 
lil{e  checking  i 


Radisson 

HOTELS  WORLDWIDE 

The  difference  is  genuine. SM 

How  easy  is  it  to  earn  free  travel,  meals  and  merchandise  in  the  new  Radisson  Gold  Rewards"  program'; 
Simply  check  in.  That's  it.  Because  as  a  member,  each  time  you  check  into  a  U.S.  Radisson  hotel,  you  wil 
receive  2000  Gold  Points*  or  500  airline  miles.  In  fact,  because  Radisson  Gold  Rewards  is  a  member  of  the 
Gold  Points  Network,  you  can  earn  Gold  Points  at  participating  partners  including  MCI  WorldCom,  SkyMall 
Country  Inns  &  Suites  By  Carlson,  and  T.G.I.  Friday's:  Sign  up  for  Radisson  Gold  Rewards  at  any  Radissor 
hotel  in  the  U.S.  or  visitwww.radisson.com.  Because  at  Radisson,  hospitality,  as  well  as  Gold  Points,  come  eas) 


SkyMall 


MCI  WORLDCOM 


For  reservations  call  1  -800-333-3333,  visit  us  at  www.radisson.com  or  contact  your  travel  professional. 
For  Gold  Points  information,  call  1-800-508-9000  or  visit  www.goldpoints.com. 

Terms  and  Conditions:  Subject  to  all  program  rules,  terms  and  conditions  of  the  Gold  Points  Rewards"  program.  For  complete  program  rules  or  to  enroll, 
visit  www.radisson.com  or  write  for  complete  terms  and  conditions  to:  Radisson  Gold  Rewards'"  P.O.  Box  1 707,  Minneapolis,  MN  55440-1 707. 
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Special  Advertising  Feature 

Mixing 
Business  with 
Pleasure 
by  Lincoln 
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wers  from  puzzle  #13 
in  Business  Week. 

f  LINCOLN 

1-800-688-8898 


to  be  everything  Malone  was  not:  cour- 
teous, gracious,  and  diplomatic.  Friends 
say  he  has  an  encyclopedic  memory  for 
personal  detail.  Along  with  the  big  Hin- 
dery  backslap  comes  a  torrent  of  per- 
sonal questions  that  delight,  charm,  and 
disarm  those  across  the  table.  "When 
he  comes  into  a  room,  he's  hugging 
everybody,"  says  cable  broker  John 
Waller. 

SHIPPED  OUT.  Playing  the  peacemaker 
has  come  naturally  to  Hindery,  whose 
early  family  life  was  strained,  eventual- 
ly ending  with  Ms  parents'  divorce.  As  a 
kid,  he  spent  summers 
away  from  home  in 
Tacoma,  Wash.,  work- 
ing as  a  fruit  picker 
and  doing  odd  jobs  at 


LEO  HINDERY, 
AT&T'S  CABLE  GUY 


million  to  take  a  20%  stake  in  Hinderjs 
newly  created  InterMedia  Partners  I 
fund.  Before  long,  Hindery  became  ci 
of  Malone 's  chief  dealmakers,  buying  k- 
ble  systems  for  tci  and  Intermedia.  I 
By  1992,  Malone  was  impresa 
enough  with  Hindery  to  let  him  leads 
$2.3  billion  deal  to  buy  Viacom's  cal 
systems  in  the  San  Francisco  area  a 
divide  them  between  the  two  comi 
nies.  When  the  deal  got  bogged  dot 
over  tax  issues,  again  it  was  Hind* 
who  untangled  the  mess.  "It  would! 
four  in  the  morning  in  San  Franci* 
and  he's  on  the  ph« 
with  ideas  about  m 
to  redo  the  deal,"  I 
calls  Viacom  Vte- 
Chairman  PhilippeP 


BORN  1947,  Tacoma,  Wash, 
a  nearby  resort,  ac-    Dauman,  who  neg 


cording  to  friends.  Lat- 
er, while  at  Seattle 
University,  he  paid  his 
tuition  by  working  in 
the  school  cafeteria  be- 
fore spending  six 
months  as  a  seaman 
aboard  a  Merchant  Ma- 
rine ship. 

From    there,  the 


EDUCATION  Seattle  Univer- 
sity, economics  1969;  Stan- 
ford University,  MBA,  1971 

EARLY  JOBS  Newsboy,  gro- 
cery store  stocker,  merchant- 
marine  sailor 

CURRENT  JOB  President, 
AT&T  Broadband  &  Internet 


ed  for  the  enterta 
ment  giant. 

Five  years  lal 
Malone  urged  Hindr 
to  join  TCI,  giving  j 
wide  leeway  to  fix  I 
by  then  deeply  tif 
bled  company.  Srr| 
move.  Although  t(jr 
nology  had  progress 


Q  p  r\i  ippc 

path  to  becoming  a   to  the  point  where 


power  broker  in  the 
cable  industry  was 
long  and  windy.  After 
Hindery  got  his  MBA 
from  Stanford  Univer- 
sity in  1971,  he  went 


CAREER  HIGH  Hammering 
out  agreement  between  John 
Malone  and  Michael  C.  Arm- 
strong for  sale  of  cable-tele- 
vision giant  TCI  to  AT&T  for 
$52  billion 


promise  of  500  cl; 
nels  was  within  sii 
not  until  Malone  hi 
Hindery  to  clean t 
tci  was  he  able  to 
at&t's  Armstrong' 


to  work  in  the  finance     _   TCl's  headquarter; 


department  of  mining- 
company  Utah  Inter- 
national, then  switched 
over  to  serve  as  cfo 
of  investment-banking 
firm  A.G.  Becker 
Paribas  before  landing 
as  cfo  of  the  San 
Francisco  Chronicle  in 
19S5.  When  Hindery 
negotiated  the  sale  of 
the  newspaper's  cable 
systems  to  TCI,  he  be- 
come fascinated  with 
John  Malone's  vision  of 
500-channel  cable  TV. 


BIGGEST  CHALLENGE 
AHEAD  Heading  up  AT&T's 
effort  to  offer  phone  and 
data  services  to  its  cable 
customers  by  the  end  of 
2000  and  to  grab  market 
share  from  entrenched  phone 
companies  by  bundling  them 


Englewood,  Colo. 

A  deal  for  AT&'j 
buy  tci  came  abous 
tci'  talks  fin-  ATA 
use  tci's  lines  fizjn 
over  issues  of  con'i 
Malone,  eager  to  < 
the   entire  compl 


told  Hindery  onlv  l 

_wlth  J_V_  service   he  wanted  a  steep  fe 

HOME  AWAY  FROM  HOME 

Company  jet,  equipped  with 
a  bed,  for  shuttling  between 
San  Francisco  home  and 
offices  in  Denver  and  New 


York 


mium  for  tci's  stlk 
He  got  it  last  Jn> 
when  at&t  agreejt 
pay  an  estimated 
billion  for  the  coi 
ny,  or  a  steep  $ 


Hinderv    virtually    for  each  of  tci's  1 


sieged  Malone,  try- 
'  to  get  him  to  put 
up  money  for  an  in- 
vest im 'nt  fund  he  was 
creatin  ;  to  buy  small 
cable  lerations.  "I 
cam  ()ed  nut  on  his 
doorstep  until  he 
would  listen."  Hindery 
later  recalled.  In  1989, 
Malone  provided  $40 


ANNUAL  SALARY 

$900,000 


NET  WORTH  $100  million 

FAMILY  Married,  one 
teenage  daughter 

HOBBIES  Stock-car  racing, 
cattle  ranching,  reading  his- 
tory books 


lion  subscribers 
part  of  the  deal, 
strong  agreed  to 
Malone  $5.5  billic 
shop  for  program  ii 
assets  through  L$er 
ty  Media  Corp.fe 
AT&T  unit  Malone  ic\ 
manages. 

Within  weeks,  c 
closing  the  tci  je; 


86  BUSINESS  WEEK  /  JUNE  14,  1999 


Guts.. 


The  COSC-certified  Concord  Impresario 
Chronographe  is  one  of  the  most  precise 
timepieces  ever  made.  Inside:  The  world's 
first  automatic  chronographe  movement  that 
measures  time  to  1/10  of  a  second,  and 
reports  day,  date  and  month  via  dial  windows. 

On  the  wrist:  Heroic  style  and  serious 
substance.  Surgical  grade  stainless  steel  or 
solid  18  karat  rose  gold.  All  carved  and 
crafted  by  hand.  Inside  and  out,  no  other 
automatic  chronograph  can  measure  up  to 
the  Concord  Impresario. 


For  more  information  call:  1-888-81 -CONCORD 

©1999  Concord  Watch  Company 


($  BAILEY  BANKS  &  RIDDLE 

WORLD  RENOWNED  JEWKLRRS  SINCE  1832 

For  the  location  nearest  you,  please  call  1 -800-65 1-4BBB 


Retirement  Myth  #7 7 

ANNUITIES  ARE 

LOW-YIELDING, 

FIXED-RATE 

INVESTMENTS. 


NOT  AT  FIDELITY. 


FIDELITY  VIP  GROWTH  PORTFOLIO 

33.13% 

ONE  YEAR 

23.35% 

FIVE  YEAR 

18.28%* 

TEN  YEAR 

28.11%  23.26%  18.24%" 

AVERAGE  ANNUAL  TOTAL  RETURNS  AS  OF  3/31/99. 


These  numbers  are  even  more  impressive  when  you  realize  they're  tax  deferred  as  part  of  a  Fidelity  annuity. 

The  Fidelity  VIP  Growth  Portfolio  is  just  one  of  the  28  different  portfolios  you'll  have  access  to  if  you  purchase  a  Fidelity 
annuity  Surprised?  You're  not  alone.  In  fact,  most  people  don't  even  know  what  an  annuity  is.  That's  where  we  come  in. 
At  Fidelity',  we  offer  more  than  annuity  products.  We  offer  the  straight  talk  and  guidance  you  need  to  determine  if 
annuities  are  right  lor  you.  Why?  Because  we  believe  annuities  can  be  a  smart  addition  to  a  retirement  savings  program. 
And  we'd  like  to  help  you  understand  why. 


Fidelity 


Investments 


TO     SPEAK     WITH     AN     ANNUITY     SPECIALIST,  CALL 

1-800-544-4713   ext.  316 


TO 

C  A 


MEET 
L  L  1 


WITH  A  REPRESENTATIVE 
-800-544-9797  OR 


AT  YOUR  LOCAL  INVESTOR  CENTER 
VISIT  WWW.FIDELITY.COM 


'Fidelity  refers  to  Fidelity  Investments  Life  Insurance  Company  and  in  NY,  F.mpire  Fidelity  Investments  Life  Insurance  Company. 

Reiurns  do  not  include  a  surrender  charge 

Returns  include  the  5%  surrender  charge  which  decreases  by  l%  each  year,  and  the  $30  maintenance  fee 

P  ist  performance  is  no  guarantee  ol  future  results  Annuity  values  will  fluctuate.  VIP  refers  to  Variable  Insurance  Products  Fund,  Variable  lnsurap 
I'p  ducts  Fund  II,  and  Variable  Insurance  Products  Fund  III  Returns  as  of  November  I,  1997,  include  the  0  80%  annual  annuity  charge  for  Retirerrlt 
rves  Returns  prior  to  November  1,  1997,  include  a  1  00%  annual  annuity  charge.  For  more  complete  information  including  charges  fi 
call  1-800-544-471  3  lor  a  free  prospectus  Please  read  it  carefully  before  you  invest  or  send  money.  Taxable  amounts  withdrawn  pnofc 
9V  will  be  subject  to  a  10%  penally  tax  as  well  as  ordinary  income  tax  Fidelity  Retirement  Reserves  (policy  form  no.  NRR-96100)  is  issueowt 
Investments  Life  Insurance  Company.  For  NY  residents.  Retirement  Reserves  is  issued  by  Empire  Fidelity  Investments  Life  lnsuraK 
NY.  Distributed  by  Fidelity  Brokerage  Services,  Inc.  (member  NASD)  Fidelity  Insurance  Agency,  Inc.,  and  Fidelity  Investm* 
\j  rti    oi  Texas.  Inc  72907. H 
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eople 


rlindery  was  out  on  the  hunt  again. 
)n  May  1,  AT&T  broke  up  an  an- 
lounced  deal  for  Comcast  to  buy  Den- 
ver's MediaOne  for  $43  billion  with  a 
!58  billion  counteroffer  of  its  own.  AT&T 
vanted  Comcast's  5  million  subscribers, 
vhich  included  those  in  such  high- 
growth  areas  as  Boston  and  Atlanta, 
^gain,  it  was  largely  Hindery  and  his 
ndustry  contacts  that  allowed  AT&T  to 
irevail.  To  undo  the  Comcast  deal, 
lindery  called  on  another  old  friend, 
lediaOne's  largest  investor,  Amos  B. 
lostetter  Jr.,  whom  Hindery  enlisted 
y  offering  him  more  money  for  his 
.5%  stake. 
While  Hindery  was  winning  the  war 
3  enlarge  at&t's  empire,  he  was  also 
dnning  another  battle  inside  the  com- 
any.  When  the  at&t-tci  combination 
'as  first  announced,  Chairman  Arm- 
;rong  selected  company  President  John 
i.  Zeglis  to  run  the  newly  created  unit 
lat  would  hold  the  cable,  phone,  and 


It  won't  be  easy  selling 
phone  users  on  the 

merits  of  cable  unless 
reliability  improves 


ita  properties.  Almost  from  the  be- 
nning,  however,  Zeglis  and  Hindery 
ashed,  say  insiders.  Zeglis  and  other 
'&t  executives  were  aghast  at  the  sor- 
'  state  of  tci's  still-shoddy  services, 
y  company  insiders,  tci  executives, 
it  used  to  at&t's  bureaucratic  ways, 
istled  at  AT&T  efforts  to  overhaul  tci 
'  sending  in  armies  of  staffers. 
Rumors  spread  that  Hindery  was 
ntemplating  leaving  if  Zeglis  retained 
ntrol.  But  by  early  March,  Arm- 
rong  threw  his  weight  behind  Hin- 
iry,  who  now  reports  directly  to  the 
&T  chief  and  has  full  control  of  the 
ble  unit.  Zeglis,  meanwhile,  was  giv- 
AT&T's  foreign  operations  to  over- 
I  e,  in  addition  to  running  at&t's  do- 
I  sstic   wireless   and  long-distance 
I  siness.  Neither  Zeglis  nor  Armstrong 
™  mmented  for  this  story. 

fOTAL  DEAL.  Now,  Hindery  sits  atop  a 
issive  unit  that  is  still  in  need  of  plen- 
more  fixing.  Until  tci  improves  its 
erall  reliability,  it  will  be  hard  for 
&t  to  sell  potential  customers  on  the 
tion  that  it  can  provide  the  same 
ality  of  service  offered  by  local  phone 
npanies.  After  years  of  scrimping  on 
'estment  because  of  its  heavy  debt 

d,  tci  is  now  rushing  to  install  state- 

tmei  .  
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A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


T.  Rowe  Price  Blue  Chip  Growth  Fund 

invests  in  today's  leading  growth  companies 
as  well  as  those  with  the  ability  to  become 
tomorrow's  industry  leaders.  These  blue 
chip  companies  can  offer  you  excellent 
long-term  capital  appreciation  potential. 

The  fund's  strategy  has  proven  effec- 
tive. As  the  chart  indicates,  the  fund  has 
outperformed  its  Lipper  Category  Average 
since  inception.  Of  course,  past  perfor- 
mance cannot  guarantee  future  results. 
No  sales  charges. 


Performance  Versus  Competitors 

Average  Annual  Total  Returns  as  oi  3/3 1/99 

■  Blue  Chip  Growth  Fund 

□  Upper  Growth  Funds  Average 

25.46%  2412% 
|20.36<fl 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-341-5601 

www.  troweprice.  com 


Invest  With  Confidence 

T.RoweRice 


-Ik 


Fund  inception  dale:  (V30/03.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions, 
nvestment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original  purchase. 
Source  for  Lipper  data:  Lipper,  Inc.) 

or  more  information,  including  lees  and  expenses,  request  a  prospectus.  Read  it  carefully  before  investing.  T,  Rowe  Price 
nvestment  Services,  Inc.,  Distributor,  bcckm8(>74 


Many  happy  returns. 
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People 


of-the-art  fiber-optic  cables  to  eompe- 
with  phone  companies. 

But  Hindery's  biggest  challenge 
simply  merging  entrepreneurial  TCI  wi 
the  more  cautious  at&t,  which  fears  si 
lying  its  dependable  service  record. 
Hindery  still  needs  to  strike  more  de; 
to  fulfill  at&t's  promise  of  deliveri 
phone  service  over  its  cable  wires.  T 
key  will  be  jump-starting  negotiatio 
over  access  to  Time  Warner  Inc.'s  wir 
throughout  the  country,  which  Hinde 
desperately  needs  to  reach  fully  20% 
his  potential  customers.  But  Time  Wai 
er  is  hardballing  him  on  price.  Comj 
eating  the  deal  is  the  25%  stake  in  Tir 
Warner's  entertainment  unit  that  AT 
will  acquire  in  its  MediaOne  deal.  Tir 
Warner  wants  at&t  to  clump  the  sta 
and  may  link  the  issue  to  the  line-acce 
negotiations,  insiders  say. 

Those  who  know  Hindery  are  cor 
dent  he  will  smooth  over  those  issu 
before  long.  In  the  meantime,  frien 


On  the  side,  Hindery 
owns  a  cattle  ranch 
and,  for  toys,  collects 
NASCAR  race  cars 


say  he  is  enjoying  his  newfound  si 
cess  and  status  to  the  hilt.  His  de 
making  has  made  him  a  rich  man,  w 
an  annual  salary  of  $900,000  and 
million  from  stock  options  exercised  di 
ing  his  two  years  at  TCI.  Hindery  a 
holds  an  estimated  5.3  million  additioi 
stock  options,  according  to  the  k 
proxy  materials  issued  by  tci,  valu 
at  around  $55  million. 

If  he  has  lots  of  money,  however,  ft 
time  remains  sparse.  Hindery  rarely  X 
a  chance  to  swing  by  the  1,400-ac 
spread  he  bought  outside  Denver 
raise  cattle.  Likewise,  it  has  be 
months  since  he  has  had  the  chance 
jump  behind  the  wheel  of  one  of  I 
three  Pontiac  stock  cars  he  garages  w 
nasoak  racing  legend  Richard  Petty. 

Hindery  still  manages  to  turn 
airplane  in  the  direction  of  San  Frj 
Cisco  each  Friday  night,  so  that  he 
spend  a  weekend  with  his  wife  and  J 
year-old  daughter,  Robin,  who  plans  I 
enter  Princeton  University  in  the  fa 
Thanks  to  his  fully  fueled  and  conl 
jet,  Hindery's  home  life  remains  a  rl 
priority.  Still,  that's  not  likely  to  sll 
him  down  in  his  race  to  build  AT&J 
new  wired  empire. 

Eij  Ronald  Grover  in  Los  Ange 
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be  safe. 

squeak  by. 

no  thanks. 

You've  never 
cut  corners. 
It's  just  part  of 
measuring  up  to 
the  most  important 
standards  you  know. 
Your  own. 


To  make 
high  performance 
a  reality  for  your 
entire  company, 
consider  Infinium. 
We  can  help  you  unleash 
the  potential  of  your 
organization,  so  every  team 
has  the  edge  to  turn 
customers  into  advocates. 
Visit  www.infinium.com/bw 
to  learn  more  about  how 
our  team  can  help  your  people 
do  great  work.  Infinium: 
enterprise  software 
solutions  to  optimize 
business  performance. 

Infinium  is  a  registered  trademark  of  Infinium  Software. 
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Beating  Fraud 
To  the  Punch 


WORKERS'   COMPENSATION   FRAUD   CAN  HURT. 

GAB   ROBINS   CAN  HELP. 


John  McNulty,  the  national  director  of  GAB  Robins'  Special  Inves- 
tigations Unit  (SIU),  has  spent  15  years  fighting  workers  compen- 
sation fraud.  In  an  interview  from  his  office  in  Lake  Mary,  Florida, 
McNulty  explains  why  companies  need  to  get  tough  on  crime. 


O:  What  does  the  term  "workers'  com- 
pensation fraud"  really  mean? 

A:  Workers'  compensation  fraud  comes 
in  all  shapes  and  sizes.  The  most 
common  type  of  workers'  compensation 
fraud  is  "malingering."  This  occurs 
when  the  employee  can  function  at  a 
much  higher  level  than  he  or  she  is 
reporting  to  either  the  insurance  carrier 
or  doctor.  This  is  also  the  hardest  type  of 
fraud  to  prove.  Another  large  category 
of  fraud  is  called  "contrived  fraud."  In 
these  cases,  workers  exaggerate  the 
extent  or  an  injury,  intentionally  inflict 
an  injury  on  themselves,  insist  that  they 
are  injured  when  they  are  not,  or  claim 


that  they  were  injured  on  the 
job  when  they  were  injured 
elsewhere.  A  third  major  type 
of  fraud  is  "provider  fraud." 
For  example,  some  doctors 
will  bill  for  unnecessary  ser- 
vices, or  tests  that  they  have 
not  performed. 


10  RED  FLAGS  FOR 
WORKERS  COMPENSATION  FRAUD 


Fraud  may  be  present  if: 

1.  The  injured  worker  is  disgruntled  or 
facing  imminent  firing  or  layoff. 

2.  The  injured  worker  has  a  history  of 
short-term  employment. 

3.  The  injured  worker  is  experiencing 
financial  difficulties. 

4.  The  accident  is  unwitnessed. 

5.  The  incident  is  not  promptly  reported 
by  employee  to  supervisor. 

6.  The  symptoms  are  all  subjective  (i.e., 
headaches,  nausea,  inability  to  sleep.) 

7.  Diagnosis  is  inconsistent  with  treatment. 

8.  Medical  bills  submitted  are  photocopies. 

9.  Attorney  lien  or  representation  letter  is 
dated  the  day  of  the  reported  incident. 

10.  Attorney  inquires  about  a  settlement  or 
buy-out  early  in  the  life  of  the  claim. 


O:  Why  should  employers  get 
involved  in  combating  work- 
ers' compensation  fraud? 

A:  According  to  studies  by  the  National 
Insurance  Crime  Bureau,  an  estimated 
20%  of  all  workers'  comp  claims  contain 
some  element  of  fraud.  And  the  dollars 
involved  can  add  up  quickly 
when  the  average  total  cost  of  an 
on-the-job  injury  is  $26,000, 
according  to  the  National  Safety 
Council.  The  National  Council 
on  Compensation  Insurance 
estimates  the  cost  of  workers' 
comp  fraud  alone  at  as  much  as 
$8  billion  a  year. 

Risk  managers  in  many  busi- 
nesses and  institutions  expend 
considerable  effort  in  increasing 
the  safety  of  the  workplace  both 
to  keep  employees  healthy  and 
to  reduce  the  impact  that  costly 
injuries  can  have  on  the  bottom 
line.  But  the  costs  of  fraud  con- 
tinue to  be  felt. 

O:  Can  employers  combat  fraud? 

A:  Every  employer  has  the  right 
and  responsibility  to  combat 


insurance  fraud.  In  fact,  many  state 
actually  require  that  insurance  compa 
nies  or  self-insured  businesses  or  institu 
tions  implement  fraud  prevention  anc 
detection  activities.  Thirty-nine  states 
for  example,  require  insurance  compa 
nies  to  report  suspicious  claims  to  a  gov 
ernment  agency.  Twenty-six  state 
require  that  fraud  warnings  be  posted  or 
insurance  claim  documents.  Seventeer 
states  require  insurance  companies  tc 
provide  a  fraud  plan  that  details  hov 
they  are  combating  the  fraud  problem 
and  14  states  require  insurance  compa 
nies  to  have  dedicated  special  investiga 
tions  units  designed  to  detect  anc 
prevent  fraud  in  claims.  Eacl 
year  more  states  are  enacting 
such  legislation. 

As  a  leading  third  part 
administrator  (TPA)  manag 
ing  workers'  compensatioi 
claims  for  many  self-insure< 
entities,  GAB  Robins  help 
its  customers  meet  stat 
requirements  and  take  step 
to  detect,  investigate  anc 
ultimately  prevent  worker; 
compensation  fraud.  GA1 
Robins'  SIU  has  the  largest  staff  0 
licensed  fraud  investigators  of  any  TVA 
With  backgrounds  in  the  medical,  lega 
and  insurance  fields,  these  experts  ca 
also  train  a  customer's  in-house  claim 
professionals  to  spot  the  "red  flags" 
potential  fraud,  (see  box) 

O:  What's  the  bottom  line? 

A:  The  results  of  fraud  investigation^ 
when  they  are  warranted,  more  thai 
justify  the  modest  costs  involved.  Fcj 
one  customer,  GAB  Robins'  SIU  savel 
more  than  $500,000  in  just  one  yeal 
through  reduced  or  denied  claims  pay 
ments  resulting  from  evidence  of  frauc 
And  some  investigations  are  turned  ove 
to  authorities  for  prosecution.  You  cal 
ask  John  McNulty  a  question  or  link  tj 
the  Coalition  Against  Insurance  Frauj 
by  visiting  the  GAB  Robins  websit 
(www.gabrobinsna.com). 

Clara  Van  Hast,  a  New  York-based  writel 
reports  frequently  on  insurance  and  ml 
management. 


John  McNulty, 
National  Director, 
SIU  for  CAB  Robins 
North  America 
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EMERGENCY  PROCEDURE 


IN  THE  EVENT  OF 
AN  ACCIDENT* 


CHECK  FOfc  INJURIES, 

CHECK  CLAIM  AGAINST 
TANDARDIZED  FRAUD  INDICATORS, 


Detecting  insurance  fraud  isn't  just  about  conducting  an  investigation, 
but  determining  if  a  fraud  investigation  even  needs  to  be  done. 
Review  for  fraud  indicators  is  just  a  normal  part  of  GAB  Robins'  claims 
handling  process  because  we  integrate  our  Special  Investigations 
Unit  (SIU)  with  our  claims  operations.  And  if  fraud  indicators  do 
show  an  investigation  is  needed,  our  SIU  investigators  work 
with  the  adjuster  and  client  to  ensure  that  each  claim  is  resolved 
fairly.  Questions?  answers@gabrobins.com  or  call  888.888.4242 


GAB 
Robins 


©1998  GAB  Robins  North  America,  Inc. 


Visit  us  at  www.gabrobinsna.com 


Science  &  Technology 


MEDICINE 


AIDS  DRUGS: 
GIVING  IT  A  REST 

Time  off  from  the  regimen  may  actually  help  fight  the  virus 


Richard  Apodaca,  trying  to  control 
the  deadly  virus  in  his  body  was 
taking  45  pills  a  day  and  feeling 
terrible.  "It  was  really  horrible,"  recalls 
the  55-year-old  aids  patient,  a  former 
leather  craftsman  and  marathoner.  "The 
side  effects  were  so  large,  you  began 
to  think  it  might  not  be  worth  it." 

So  a  few  months  ago,  Apodaca  took  a 
radical  and  controversial  step.  As  part 
of  a  new  clinical  trial  at  San  Francisco 
General  Hospital,  he  stopped  taking  the 
powerful  drugs  that  have  helped  thou- 
sands of  other  patients  keep  hiv  in  check. 
"It's  been  truly  wonderful,"  he  says. 
"I  feel  absolutely  better,  I've  gained 
five  pounds  and  I'm  running  again." 

Apodaca  is  on  the  front  lines  of  a 
bold,  contrarian  strategy  for  fight- 
ing the  AIDS  virus.  The  idea  is  to 
stop  drug  treatment  in  carefully 
monitored  breaks  lasting  from  a 
few  weeks  to  many  months.  Tanta- 
lizing new  evidence  suggests  that 
such  drug  holidays  could  actually 
bring  therapeutic  benefits.  They 
may  help  the  immune  systems  of 
recently  infected  people  better  fight 
1 1  iv,  for  instance,  or  cause  the  vims 
to  become  more  susceptible  to  later 
drug  treatment  in  those  infected 
for  years.  "This  is  a  hot  idea,"  says 
activist  Mark  Harrington  of  the 
Treatment  Action  Group. 
sobering.  But  the  main  impetus  for 
the  new  approach  is  the  sobering  real- 
ization that  today's  drugs — even  when 
they  work — don't  have  a  prayer  of  erad- 
icating the  virus,  as  researchers  sug- 
gested just  three  years  ago.  Indeed,  the 
most  recent  studies  show  that,  given 
mv's  ability  to  hide  in  the  body,  more 
lhan  HO  years  of  successful  suppression 
would  be  needed  to  wipe  the  body  clean 
of  the  virus. 

Meanwhile,  the  drugs  have  serious 
side  effects,  ranging  from  nausea  and 
pain  to  disorders  in  fat  metabolism  that 
cause  disfiguring  body  changes  and,  pos- 
sibly, diabetes  and  heart  disease.  Taking 
them  requires  exhausting  regimens  of  a 
■.inzeii  or  more  pills  a  day.  As  a  result, 
al  ients  don't  know  how  they'll  get 
through  even  10  years,  let  alone  spend 


the  rest  of  their  lives  on  therapy,"  says 
Martin  Delaney,  founding  director  of  the 
activist  group  Project  Inform.  Worse, 
as  hiv  develops  resistance,  the  drugs 
are  failing  to  keep  the  virus  in  check  in 
tens  of  thousands  of  patients.  So  "maybe 
the  better  part  of  valor  is  to  back  off 
and  have  a  ding  holiday,"  says  Dr.  An- 
thony S.  Fauci,  director  of  the  National 
Institute  of  Allergy  &  Infectious  Dis- 
eases. Such  a  break  would  give  the 
body  a  chance  to  recover  from  the 
drugs'  debilitating  effects. 

Scientists  and  activists  caution,  how- 


body  itself  contain  the  virus.  The  the( 
is  that  a  modest  resurgence  of  the  vh 
acts  like  a  vaccine,  spurring  the  immi 
system  to  greater  efforts.  In  the  hig 
publicized  case  of  a  man  known  as 
Berlin  patient,  such  a  strategy  has 
abled  him  to  keep  the  virus  in  che 
without  drugs.  Now,  researchers  are 
perimenting  to  see  if  it  works  in  oth 
as  well.  "It  would  be  great  if  it  did, 
it  may  be  a  little  too  good  to  be  tru 
says  Delaney. 

SURPRISE  DISCOVERY.  But  a  seco 
phenomenon  may  offer  real  benefits  t 
much  larger  group  of  patients  infect 
with  hiv.  At  a  scientific  workshop 
Toronto  on  May  22,  German  virolog 
Veronica  Miller  presented  a  study  tl 
stunned  researchers  and  activists.  Mil 
who  is  head  of  the  hiv  interdisciplin; 
research  group  at  Goethe  University 
Frankfurt,  found  a  number  of  patie 
who  harbored  high  levels  of  drug-res 
tant  viral  strains  and  who  also  had  t 
en  drug  breaks  of  more  than  t 
months.  When  she  looked  at  the  vi 


A  TYPICAL  GRUELING  REGIMEN 


VIRACEPT  (NELFINAVIR) 

Inhibits  an  AIDS  enzyme 
called  protease.  The 
regimen  calls  for  the 
patient  to  take  nine  pills 
per  day  and  often 
a  fiber  supplement  to 
control  diarrhea. 


RETROVIR  (AZT) 

The  first  approved  AIDS  drug, 
it  attacks  an  AIDS  enzyme 
called  reverse  transcriptase. 
Patients  typically  take  six 
pills  a  day.  Can  cause  anemia, 
which  is  then  treated  with 
a  drug  called  EPO 


EPIVIR  (3TC) 

Adding  this  second  reverse 
transcriptase  inhibitor  helps 
slow  the  development  of 
resistance  to  this  class  of 
drug.  Patients  take  two  pills 
a  day.  Side  effects  include 
nausea  and  hair  loss. 


ever,  that  the  approach  is  fraught  with 
peril,  since  the  virus  almost  always 
surges  back  when  drugs  are  halted.  But 
"many  people  are  already  going  off  ther- 
apy out  of  disgust — and  are  electrified 
by  how  good  they  feel,"  says  Delaney. 
That's  why  researchers  and  activists  are 
rushing  to  start  trials,  like  the  one  at  SF 
General,  aimed  at  figuring  out  if  drug 
holidays  can  help  strike  a  better  bal- 
ance between  the  damaging  effects  of 
drugs  and  virus.  "It  is  one  of  the  higher- 
risk  strategies  we've  tried,  but  it  may 
offer  high  benefits,"  says  Dr.  Douglas 
L.  Mayers  of  Detroit's  Heniy  Ford  Hos- 
pital, who  is  planning  one  such  trial. 

In  recently  infected  individuals,  whose 
immune  systems  have  yet  to  be  rav- 
aged by  hiv,  some  scientists  hope  that 
treatment  interruptions  may  help  the 


strains  in  39  of  these  patients,  she  ( 
covered  that  in  26  of  them,  the  resist 
virus  had  reverted  back  to  its  origi 
form — which  is  sensitive  to  all 
drugs.  "That  had  not  been  seen  befc 
It  surprised  us,"  says  Miller. 

Moreover,  when  the  patients  star 
taking  drugs  again,  the  therapy  knocl 
hiv  down  to  extremely  low  levels  in 
patients — a  response  that's  been  s 
tained  now  for  six  months.  "This  i 
very  impressive  finding,"  says 
Steven  G.  Deeks,  who  runs  clinical  tr 
at  sf  General.  The  leading  hypothesi: 
that  while  hiv  can  develop  ding  re: 
tance,  the  mutations  required  make 
virus  less  "fit."  So  when  the  drugs 
halted,  a  few  remaining  copies  of 
more  robust  original  "wild  type"  vi 
come  roaring  back.  They  then  displ 
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Earn  Triple  Miles 

or 

Gold  Passport  Points  plus  1000  bonus  miles 
on  every  stay. 

(Triple  mites  includes  500  standard  pins  1000  bonus  miles.) 


Earn  Quadruple  Miles 

or 

Gold  Passport  Points  plus  1500  bonus  miles 
on  every  stay. 

Only  when  you  use 
your  American  Express  "  Card. 

Quadruple  miles  includes  500  standard  plus  1500  bonus  miles.) 


Cards 


AMERICAN 


Qualify  with  just  two  stays  at  Hyatt  between  June  I  and  August  31. 

You'll  then  earn  Maximum  Miles  on  these,  plus  any  additional  stays  in  June,  July 
and  August.  What's  more,  there's  no  limit  to  the  number  of  frequent  flyer  miles 
you  can  earn  from  any  one  of  Hyatt's  18  participating  airline  partners. 

Participating  is  easy.  Simply  join  Gold  Passport,  Hyatt's  award-winning 
frequent  traveler  program.  If  you're  already  a  member,  be  sure  to  sign  up  for  this 
exciting  promotion.  When  you  stay  at  any  Hyatt,  give  your  Gold  Passport 
number  when  you  check  in.  We'll  keep  track  of  your  bonus  miles  for  you. 

And  earn  even  more  miles.  Just  use  your  American  Express  Card  and 
request  the  American  Express  Card  "bonus"*  to  earn  the  most  miles  for  your 
stay.  After  October  15,  we'll  send  you  a  certificate  with  the  total  bonus  miles  you 
have  earned.  Then  you  can  select  the  frequent  flyer  account  to  credit. 

Great  Deal.  In  addition  to  earning  Maximum  Miles,  you  can  also  enjoy 
savings  with  great  rates  at  select  Hyatt  hotels  and  resorts  worldwide.  To  make 
reservations,  call  your  travel  planner  or  I  800  233  1234  and  ask  for  DEALS. 

Sign  up  for  Maximum  Miles.  And  let  Gold  Passport's  benefits  and  services 
enhance  your  stays  while  you  make  this  summer  more  rewarding  than  ever 


:ipatmg  Airlines:  Aeromexico,  Alaska  Airlines.  All  Nippon  Airways,  American  Airlines;  America  West  Airlines;  British  Airways.  Cathay  Pacific  Airways,  Continental  Airlines, 
i  Air  Lines,  Korean  Air  Lufthansa,  Midwest  Express  Airlines.  Northwest  Airlines.  South  African  Airways.  Thai  Airways  International.  TWA;  United  Airlines  and  US  Airways, 
■mexico  Club  Premier  members  choosing  kilometers  for  their  stays  will  receive  1 .000  kilometers  for  every  500  miles  awarded.  British  Airways  Executive  Club  U.K.  members  choosing 
Wes  for  their  stays  will  receive  50  Air  Miles  for  every  500  miles  awarded.  'The  American  Express  "bonuses"  are  valid  on  all  participating  airlines  except:  American  Airlines1." 
•h  Airways,  Korean  Air.  and  Lufthansa. 

is  and  Conditions:  A  stay  is  defined  as  one  or  more  consecutive  nights  at  a  single  Hyatt  property  at  an  eligible  rate.  Only  one  bonus  per  member  per  stay  regardless  of  the 
oer  of  rooms.This  promotion  is  valid  6/1  8/31/99  and  is  subject  to  the  terms  and  conditions  of  the  Gold  Passport  program.  Other  restrictions  apply.  For  full  terms  and  conditions 
e  call  Hyatt  or  visit  wwwgoldpassport.com.  Hyatt  Hotels  and  Resorts  encompasses  hotels  and  resorts  managed,  franchised  or  operated  by  two  separate  groups  of  companies-Hyatt 
joration  and  its  affiliates  and  affiliates  of  Hyatt  International  Corporation.  ©1999  Hyatt  Corp.  American  Airlines  is  the  registered  trademark  of  American  Airlines.  Inc. 


You  are  everywhere. 

Now  there's  a  phone  that  works  everywhere  too. 
The  Ericsson  788  is  the  smallest  Go-Everywhere  " 
tri-mode  phone  around.  Which  means  you  get 
unsurpassed  coverage  in  all  50  states  and  a  phone 
that  fits  in  your  shirt  pocket.  And  as  small  as  the 
788  is,  it  has  the  ability  to  store  up  to  200  numbers, 
plus  voice  mail,  paging  and  the  ability  to  vibrate 
when  you  get  a  call.  So  you  can  be  reached  discreetly 
and  still  make  yourself  heard. 


Actual  Size. 


Science  &  Technology 


the  weaker  mutated,  resistant  strains. 

In  the  short  term,  breaks  in  treat- 
ment could  mean  lower  sales  for  makers 
of  aids  drugs.  "It's  in  industry's  interest 
to  encourage  people  to  take  pills  forev- 
er," observes  Harrington  of  the  Treat- 
ment Action  Group.  Indeed,  activists 
and  scientists  say  that  companies 
haven't  been  interested  in  studying  the 
effects  of  drug  holidays.  Companies  say 
the  evidence  of  benefits  is  still  too 


scanty.  "Most  researchers  do  not  advo- 
cate treatment  breaks,"  says  Glaxo 
spokesperson  Maiy  Faye  Dark.  If  treat- 
ment breaks  do  restore  the  drugs'  abil- 
ity to  suppress  the  virus,  then  the  result 
could  actually  be  higher  sales  for  com- 
panies over  the  long  term. 

The  still  unanswered  question  is  how 
quickly  resistance  could  reemerge  after 
a  successful  ding  holiday.  But  patients 
like  Glenn,  a  West  Coast  journalist  who 


has  been  fighting  hiv  for  more  than  <| 
years  and  who  just  stopped  his  drag 
don't  much  care.  "I'm  not  really  expec 
ing  long-term  benefits  from  stopping 
he  says.  "But  I'm  at  the  end  of 
rope — there  are  no  more  drags  that  cd 
help."  For  thousands  of  patients  straj 
gling  to  live  with  a  life-long  infectiol 
carefully  monitored  drug  holidays  m£j 
be  their  next  best  hope. 

By  John  Carey  in  Washingtti 


THE  INTERNET 


A  ROSE TTA  STONE' 
FOR  THE  WEB? 

The  XML  lingo  could  make  it  easier  to  find  and  use  data 

M 


iracle  that  it  is,  the  World  Wide 
Web  is  not  without  shortcom- 
ings. Mind-numbing  delays  and 
irrelevant  search  results  are 
enough  to  tiy  the  patience  of  the  most 
saintly  Web  surfers.  And  E-business 
companies  have  a  long  litany  of  woes, 
ranging  from  security  problems  to  diffi- 
culties in  swapping  data  across  the  Net. 

A  powerful  technology  has  emerged 
that  could  cure  many  of  these  ills — if 
conflicting  corporate  agendas  will  allow 
it.  Called  XML,  for  extensible  markup 
language,  it's  a  new  and  clever  way  to 
tag  electronic  information  with  identify- 
ing codes.  The  coding  scheme  is  based 
on  the  same  principles  as  html,  the  cur- 


rent lingua  franca  of  the  Web.  But  next 
to  XML,  html  looks  like  baby  talk,  xml 
employs  far  more  precise  tags  to  de- 
line  and  format  electronic  information 
(table,  page  100).  A  number  on  an  html 
Web  page,  for  example,  could  be  a  price, 
a  measurement,  or  a  heart  rate,  as  far 
as  computers  are  concerned.  An  xml 
page,  in  contrast,  will  specify  what  that 
number  represents. 

BIG  HITCH.  If  xml  were  widely  adopted, 
searches  would  be  more  accurate  and 
almost  instantaneous,  and  business  part- 
ners could  link  operations  without  all 
the  crashes  and  fat  consulting  fees  that 
E-business  now  entails.  "XML  could  turn 
the  Web  into  one  giant  database,"  says 


Anthony  J.  Blake,  a  vice-president 
AT&T  Labs  in  Menlo  Park,  Calif.  F 
translating  information  wending  tlu-oii£ 
disparate  computer  systems,  he  add 
xml  "could  be  the  new  Rosetta  stone 

There's  just  one  hitch:  For  xml 
perform  as  promised,  there  must  I 
agreement  on  the  tags  used  within  va 
ious  markets  and  interest  areas.  Whi 
xml's  basic  language  was  standardize 
last  year  by  the  World  Wide  Web  Co 
sortium,  the  tags  that  will  be  used 
define  specific  data  for  banking,  telecoi 
munications,  retailing,  and  other  are 
are  still  up  for  grabs.  But  software  1 
vals  aren't  waiting.  IBM,  Microsoft,  Or 
cle,  Sun  Microsystems — plus  a  host 
E-business  startups  such  as  Ariba  Tec 
nologies  and  Commerce  One — are  £ 
trumpeting  their  unique  expertise 
xml.  So  the  technology  is  already  star 
ing  to  fracture.  Without  better  coorc 
nation,  warns  Timothy  S.  Sloane,  an  a 
alyst  with  Boston's  Aberdeen  Grou 
the  whole  idea  of  universal  standan 
"could  drift  into  never-never  land." 

On  May  25,  a  Boston-based  standan 
group  called  oasis  (Organization  for  tl 
Advancement  of  Stractured  Informatk 
Standards)  tried  to  draw  a  line  again 
fragmentation.  It  created  a  central  clea 
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YOUR  MIND  IS  ON  YOUR 


computers, 


WHO'S  MINDING 


your 


business 


Compaq  and  Windows  NT  Workstation. 
A  Better  Business  Solution. 


By  providing  a  desktop  solution  that's  built  around 
reliability,  speed,  and  ease  of  use,  the  Compaq 
Deskpro  ,  with  Microsoft"  Windows  NT  Workstation, 
addresses  the  changing  needs  of  your  growing 
business.  Windows  NT  Workstation  has  that  familiar 
Windows  interface,  it's  completely  supported  by 
the  experts  at  Compaq,  and  it's  proven  to  work  more 
reliably  -  increasing  productivity  -  saving  you  money. 
Make  sure  you  run  Windows  NT  Workstation  on 
your  next  Compaq  Deskpro  -  and  mind  your  business, 
not  your  computers. 


www.compaq.comlproductsldesktopslnt4.html 
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XML  will  be  a  boon  to  consumers- 
if  it  isn't  sidelined  by  dueling  standards 


inghouse  on  the  Web,  called  XML.org,  to 
coordinate  xml  news  and  proposals  for 
tags.  Unfortunately,  Microsoft  Corp.  had 
the  same  idea.  One  day  before  XML.org 
went  live,  Microsoft  unveiled  BizTalk.org 
as  the  main  repository  not  only  for  its 
own  xml  tags  and  products  but  also  for 
those  of  its  partners  in  E-business,  such 
as  Ariba  and  Commerce  One. 

xml  enthusiasts  studiously  avoid 
bashing  Microsoft,  whose  huge  reach 
gives  it  unmatched  ability  to  promote 
the  language  around  the  globe.  "Mi- 
crosoft is  not  trying  to  co-opt  XML,"  in- 
sists Forrester  Research  Inc.  analyst 
Joshua  Walker.  Last  week,  the  Red- 
mond (Wash.)  giant  took  steps  to  defuse 
the  tension  by  joining  oasis.  Still,  Walk- 
er thinks  Microsoft  should  go  further 
and  "let  oasis  host  BizTalk.org."  oasis 
Executive  Director 
Laura  Walker  says 
her  organization 
would  welcome  Mi- 
crosoft'sw  participa- 
tion— and  Microsoft 
may  not  be  averse. 
"We  have  no  inter- 
est in  fracturing 
xml,"  says  James 
Utzschneider,  head 
of  BizTalk. 

Coordination  HTML 
would  bring  many 
benefits.  Suppose, 
for  example,  you 
wanted  to  compare  XML 
prices  on  digital  TVs. 
Today,  you  either 
slog  through  online 
catalogs  at  each  manufacturer's  site  or 
you  punch  in  a  geneiic  search  queiy.  Ei- 
ther way,  good  luck.  With  keywords  like 
"digital"  and  "price"  saturating  Web-site 
descriptions,  you'd  be  better  off  browsing 
a  magazine  rack.  With  xml  tags,  a  single 
search  sentence  would  elicit  all  published 
prices.  What's  more,  search  engines 
would  know  to  knock  only  at  doors  rele- 
vant to  digital  TV.  Such  efficient  target- 
ing, multiplied  by  billions  of  searches  a 
year,  would  greatly  ease  the  current 
strain  on  Web  servers. 
EYES  ON  THE  ROAD.  Smaller  searches  are 
just  the  beginning.  Unlike  html,  which 
is  a  fairly  rigid  set  of  standards,  the 
XML  language  is  designed  for  flexibility. 
Groups  with  shared  interests — from 
footwear  to  ice-cream  manufacturing — 
can  create  their  own  dialects.  Wireless 


equipment  makers,  for  example,  are 
working  on  a  valiant  called  wxml  whose 
goal  is  a  speedier  Internet  experience 
for  road  waniors.  Web  sites  coded  with 
wxml  will  recognize  the  memoiy,  mo- 
dem, and  display  limitations  of  the  user's 
phone  or  other  handheld  device.  Instead 
of  sending  pages  laden  with  graphics, 
they'll  dispatch  text  synopses. 

Cell-phone  companies  Motorola,  Lu- 
cent Technologies,  and  at&t  have  an- 
other variant  called  vxml.  It  will  con- 
vert xml  text  into  speech  so  car  phone 
users  can  keep  their  eyes  on  the  road. 
This  versatility  matters  to  companies 
such  as  Charles  Schwab  Corp.  "We  in- 
tend to  give  customers  access  to  our 
services  over  wireless,"  says  Dawn  G. 
Lepore,  Schwab's  chief  information  offi- 
cer, "xml  is  part  of  the  future." 


ACTIVITIES  THAT  BEG  FOR  XML 


MOBILE  COMPUTING       WEB  SEARCHES 


Over  a  slow  wireless 
link,  pictures  really  bog 
you  down 

Your  notebook  down- 
loads only  material 
tagged  as  text 


The  keywords  "laptop 
prices"  bring  you  lap 
dancers  and  "EARN 


Tags  on  the  data  filter 
out  everything  but  PC 
laptop  prices 


The  technology's  greatest  impact, 
however,  will  be  in  E-business.  Today, 
manufacturing  giants  such  as  General 
Motors  Corp.  connect  to  their  channel 
partners  and  parts  suppliers  through 
an  expensive  and  cumbersome  protocol 
called  Electronic  Data  Interchange,  or 
EDI.  This  software  painstakingly  codes 
business  information  such  as  financial 
statements  and  purchase  orders  so  dis- 
parate computer  systems  can  accurately 
swap  data.  While  EDI  works,  it  usually 
requires  that  partners  link  up  over  the 
same  private  network.  So  a  supplier 
serving  two  or  more  masters  may  need 
more  than  one  edi  system. 

xml  changes  all  that,  gm  is  working 
with  at&t  and  DataChannel  Inc.,  a  small 
company  in  Bellevue,  Wash.,  to  tailor 
xml  tags  so  that  any  computer  on  gm's 


"extranet"  will  be  able  to  deal  with  giv 
data.  That  doesn't  mean  gm's  syste 
will  be  an  open  book,  though.  Its  xiv 
will  be  customized  so  that  each  but 
ness  partner  can  see  only  the  inform 
tion  it  needs.  Parts  suppliers  can  con 
into  the  system,  but  they  can't  examii 
executives'  salaries. 
INSIDE  EDGE?  If  xml's  benefits  are  cryst 
clear,  the  business  models  are  less  ob-\ 
ous.  Nobody  can  make  money  selling  b 
sic  xml  technology.  It's  free,  as  are  mat 
of  the  tools  and  tags  already  develope 
For  Microsoft,  Sun,  and  IBM,  the  key 
xml's  efficiency  for  integrating  networl 
It  means  these  systems  giants  can  ser 
more  corporate  customers — and  go  aft 
companies  now  using  rival  software. 

Today,  many  companies  are  struggli 
with  multiple  computer  systems  th 
communicate  or 
with  difficulty.  S 
Java  programmi 
language  was  t 
first  step  towa 
a  remedy,  since 
Java  application 
run  on  any  compi 
er.  Now,  explai 
Marie  Wieck,  dir< 
tor  of  xml  techno 
gy  at  ibm's  softwE 
group,  "xml  w 
do  for  data  wl 
Java  does  f 
applications." 

Mention  JaM 
however,  and  ccf 
flicting  strateg: 
come  into  sharp 
lief.  Java  has  already  fragmented,  w 
Microsoft  promoting  its  own  approa 
Nobody  will  be  surprised  if  xml  t£ 
developed  under  Microsoft's  BizT 
framework  perform  most  effectiv 
with  Microsoft's  own  Web  brows 
Java  dialect,  and  software  developm* 
technologies. 

There's  no  way  to  avoid  such  a 
flicts.  But  it  would  help  if  the  gia 
could  hold  their  fire  long  enou 
for  xml  to  launch  as  a  cohesive  te 
nology.  Microsoft's  Utzschneider  promi 
that  when  the  last  pieces  of  the 
language  are  released  this  fall,  "we 
adopt  them  and  make  any  changes  ne 
ed  to  BizTalk."  For  that,  all  consum 
and  companies  will  be  grateful. 

By  Neil  Gross  in  New  York,  u 
Michael  Moeller  in  San  Mateo,  Cal 


E  BUSINESS 

Suppliers  and  customers 
can  browse  your  online 
catalog 

Tags  let  you  restrict 
and  customize  a  visitor's 
view  of  your  data 
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Dur  business.  And  the  combination 
>elta  BusinessElite  and  American 
ress  makes  it  even  easier  to  do  busi- 
i|  worldwide.  On  BusinessElite1" 
11  have  the  most  personal  space  of 
ing  airlines'  business  classes,  so  you 
work,  relax,  dine,  even  rejuvenate 
oute  to  Japan,  India,  Brazil  and 
jpe  -  where  Delta  has  the  most  non- 
s  to  the  most  cities.  And  when  you 


arrive,  the  American  Express"  Card  lets 
you  do  more.  With  no  pre-set  spending 
limit,  no  business  expense  is  too  great. 
And  with  the  Membership  Rewards'1 
program,  Cardmembers  earn  one  point 
for  every  dollar  charged  on  an  enrolled, 
eligible  American  Express  Card:1'  Then, 
you  can  transfer  those  points  over  to 
your  Delta  SkyMiles  account.  Making 
business  even  more  of  a  pleasure. 


BUSINESS 


elite 


A  Delta 


AMERICftWl 
|  EXPRESS 


Cards 


ill  ^ sPace  ,s  defined  as  the  sum  of  legroom  and  recline.  Legroom  based  on  measurements  taken  from  the  foremost  point  of  the  bottom  scat  cushion  !■<  the  back  of  the  scat  in  front  of  it  using 
J  ikhead  seats  on  wtdebody  aircraft.  "There  is  a  $25  annual  fee  for  the  Membership  Rewards  program.  Some  Corporate  Cards  and  some  Optima  Cards  may  not  be  eligible.  Terms  and  fees  for 
'ate  Cards  may  vary.  ©1999  Delta  Air  Lines,  Inc. 
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THE 

INFORMATION  PARADOX 

REALIZING  THE  BUSINESS  BENEFITS  OF  INFORMATION  TECHNOLOGY 

How  do  we  pick  the  10  winners  from  a  field  of  100  or  200  projects?  Meeting  this 
selection  challenge  is  key  to  solving  the  Information  Paradox. 


When  Nova  Gas  Trans- 


f  ON  BUSINESS  MAGAZINE  /  Mi  CRAW  HILL  RYERSON 


mission  (NGT),  one  of 
North  America's  largest  nat- 
ural gas  pipeline  companies, 
conducted  its  budget  review,  it 
faced  a  daunting  challenge.  There 
were  requests  for  168  capital  infor- 
mation technology  (IT)  projects,  cov- 
ering everything  from  replacement  of  PCs 
to  implementation  of  enterprise-wide  software 
packages,  improved  pipeline  maintenance  systems 
and  electronic  commerce  initiatives. 

This  situation  is  typical.  Today,  most  IT  groups 
have  a  backlog  of  projects  and  programs  that  exceeds 
their  capacity  to  get  the  work  done  -  and  the  capaci- 
ty of  their  organizations  to  absorb  IT-enabled  change. 
The  project  overload  is  a  key  facet  of  the  Information 
Paradox  -  defined  by  the  lack  of  a  consistent  link 
between  IT  investments  and  business  results.  It's  one 
reason  why  increasing  IT  budgets  do  i  lot  automatical- 
ly improve  business  results. 

The  central  question  is:  "How  so  w<  pick  10  win- 
ners out  of  a  field  of  100  or  200  projects  on  your  desk?" 

Picking  the  winners  used  to  be  a  matter  of 
instinct.  This  method  could  work  in  a  simpler  world 
where  there  were  only  a  handful  of  big  IT  projects  to 
pick  from.  But  it  won  t  cut  it  in  today's  more  complex 
wor  ld.  Nevertheless,  i  nany  organizations  still  select  pro- 
jects using  seat-of-the-pants  decision-making  meth- 
ods. Typically,  there  i:  annual  budget-time  ritual,  with  free-for-all  compe- 
tition for  scarce  resoun  .imong  dozens  of  project  sponsors.  Executives  may 
y  to  make  simple  go/  •  >  go  decisions  on  a  hundred  or  more  projects. 
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DMR's  Benefits  Realization 


Realizing  the  Business  Benefits 
of  Information  Technology 


|OHN  THORP  &  DMR'S  CENTER 
FOR  STRATEGIC  LEADERSHIP 


DMR's  Benefits  Realization 

Approach  provides  a 
new  basis  for  applying  IT 
in  business  in  ways  that 
deliver  business  results  more 
consistently  and  predictably. 


Approach  provides  an  intelli- 
gent alternative  to  traditional 
selection  methods.  Called  Port- 
folio Management,  it  gives  decision- 
makers a  panoramic  view  of  all  the 
competing  projects  and  programs. 
They  then  select  a  structured  grouping  of 
investment  programs  aimed  at  achieving 
defined  business  results,  while  meeting  clear 
risk/reward  standards. 

It  is  like  financial  portfolio  management,  which  also 
helps  decision  makers  choose  among  increasingly! 
numerous  and  complex  investment  options  in  a  j 
volatile  environment.  Adopting  this  new  approach  gen- 
erally involves  taking  the  five  practical  steps: 

1 .  Categorize  programs  to  clear  the  decision  field  of  clut- 
ter and  focus  attention  on  major  business  opportunities. 

2.  Prepare  "value  cases"  for  key  programs  that  review! 
not  only  financial  criteria  but  also  alignment  with  busi- 
ness strategies  and  the  degree  of  risk. 

3.  Manage  risk  systematically  by  diversifying  the  portfolio! 
across  varied  investment  programs  and  by  improving! 
the  risk  profile  of  each  program. 

4.  Manage  program  interdependencies  with  a  focusl 
on  the  four  central  issues  of  sequencing,  overlaps] 
resource  competition  and  change  bottlenecks. 

5.  Adjust  portfolio  composition  over  time  as  keyl 
programs  are  completed  and  priorities  change. 

Organizations  as  diverse  as  Boeing,  Oregon  Department  of  Transl 
portation  (ODOT),  and  NGT  have  applied  DMR's  Benefits  Realization  to  man| 
age  large  numbers  of  IT  and  business  transformation  projects. 


For  more  information,  see  WWW.DMR.COM 
or  to  read  ,t  t  -  nplete  book  chapter,  please  visit  http://aelsections.biisinessweek.eom 
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Please  visit  our  sponsor  s 
Web  site  at  www.fujitsu.com. 


GLOBAL  IT  SOLUTIONS 
DELIVERED  LOCALLY 


(AND  VICE  VERSA.) 


FUJITSU 


AMDAHL 


In  the  IT  business  there  are  times  when  bigger  is  better.  This 
is  one  of  them.  Welcome  to  the  world  of  Fujitsu  IT  solutions. 
<>)  It's  a  global  network  of  Fujitsu  Group  companies  with  more 
than  55,000  IT  service  professionals.  All  sharing  resources, 
expertise,  technologies  and  a  common  goal:  delivering 
optimum  IT  solutions  that  help  you  achieve  better  business 
results.  cP  Group  companies  Fujitsu,  Amdahl,  DMR  Consulting 
Group  and  ICL  each  offer  IT  expertise  globally  as  well  as  in 
their  home  regions.  Individually  or  in  concert,  they  provide 
strategic  consulting,  applications  development  and  maintenance,  infrastruc- 
ture, outsourcing  and  industry-specific  solutions.  qD  Whether  you  do  business 
right  here  or  around  the  globe,  we  have  a  world  of  IT  experience  to  meet  your 
business  needs,  qD  To  learn  more,  visit  <www.fujitsu.com>. 
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Developments  to  Watch 
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BALLOONS  FOR 
SPACE  EXPLORATION: 
NOT  HOT  AIR   

SKIES  FILLED  WITH  COLORFUL 

hot-air  balloons  are  a  delight 
this  time  of  year.  But  it's  the 
balloons  you  can't  see  that 
excite  scientists.  These  bal- 
loons— filled  with  helium,  not 
hot  air — float  up  22  miles  or 
more  to  the  edge  of  space. 

There,  above  99.5%  of  the 
earth's  atmospheric  distor- 
tions, telescopes  can  view  dis- 
tant stars  and  galaxies  with  a 
clarity  impossible  from  the 
ground.  Balloons  can  even  lift 
equipment  too  bulky  for  a 
commercial  rocket  to  put  into 
orbit.  And  balloon  flights  are 
a  bargain.  Costs  typically  inn 
a  few  hundred  thousand  dol- 
lars— a  fraction  of  the  tab  for 
a  rocket  launch. 

Guess  who's  backing  this 
el-cheapo  alternative  to  NASA's 
fiery  blast-offs?  NASA.  Now 
xasa  is  looking  beyond  "ordi- 
nary" high-flying  balloons  to 
superballoons  that  can  hover 
on  the  fringe  of  space  for 
months,  perhaps  even  years. 
At  its  plant  in  Sulphur 
Springs,  Tex.,  Raven  Indus- 
tries Inc.  is  stitching  together 
a  superlight  inflatable  hide 
that  will  be  tested  in  October. 
The  telecommunications  in- 
dustry  also  sees  more  to  bal- 
loons than  hot  ah1.  A  transat- 
lantic consortium,  led  by 
Washington-based  Sky  Station 
International  Inc.,  hopes  to 
float  stratospheric  "satellites" 
over  scores  of  cities  in  the 
next  decade.  Otis  Port 


CONFUSING  THE  COMMON  COLD 

RESEARCHERS  FROM  THE  UNIVERSITY  OF  SOUTH  CAROLINA 

report  that  an  experimental  medicine  developed  by 
Boehringer  Ingelheim  Corp.  in  Ridgefield,  Conn.,  halved 
the  severity  of  symptoms  in  people  paid  to  catch  colds 
in  the  name  of  science.  The  results  were  published  in 
the  May  19  issue  of  the  Journal  of  the  American  Med- 
ical Assn. 

To  test  the  drug  Tremacamra.  the  noses  of  177  volun- 
teers were  inoculated  with  a  cold  virus.  Of  the  volun- 
teers, 80  received  the  experimental  medicine,  some  be- 
fore the  cold  virus  was  administered  and  others  12 
hours  later.  The  rest  received  a  placebo.  Patients  kept 
detailed  logs  of  symptoms  for  the  next  three  weeks,  and 
blood  tests  were  performed  to  objectively  monitor  viral 
infection.  In  patients  who  developed  colds,  Tremacamra 
reduced  symptoms  by  50%. 

The  drug  appeal's  to  protect  against  colds  by  posing 
as  a  decoy,  luring  varus  particles  away  from  the  body's 
cells.  It's  still  too  early  to  say  whether  the  medicine  is  a 
cure  for  the  common  cold.  Experts  are  encouraged  by 
the  results  but  say  they  need  to  determine  if  the  drug 
works  outside  the  controlled  environs  of  the  lab.  □ 


BUT  CAN 
IT  DO 

WINDOWS? 


C3PO,    THE  AXCST-RIDDEN 

Star  Wars  robot  with  a 
heart  of  gold,  is  no  longer 
alone.  Engineers  at  Honda 
Motor  Co.  in  Japan  have  cre- 
ated a  robot,  called  P3.  that 
not  only  looks  like  a  human 
being  but  moves  like  one. 
The  pm  does  more  than  i 
traipse  back  and 
forth:  It  can  go  up 
and  down  stairs, 
open  and  close 
doors,  lift  things 
up  and  set  them 
h a c k  do w n  . 
shake  hands, 
even  bow. 

To  make  their 
walking  android. 
Honda's  engineers  i 
spent  hundreds  of  v 
hours  studying  the 
mechanics  of  human 
motion.  Thirteen 
years  and  two  pro- 
totypes later,  the  5- 
foot,    2-inch,  287- 
pound  P3  was  born. 
Made  of  magnesium, 
aluminum,  and  resin. 


V 


this  baby's  frame  was  de- 
signed to  match  a  human  be- 
ing's skeletal  structure.  It 
walks  at  speeds  up  to  1.24 
mph,  equivalent  to  a  human 
stroll,  and  runs  on  a  single 
138-volt  battery  for  25 
minutes  before  needing  a 
recharge. 

Because  data  from  actual 
human  walking  tests  was 
used  to  program  P3's  move- 
ments, the  latest  version 
walks   confidently  over 
bumps,  inclines,  and 
stairs  with  no  addi- 
tional   help.  For 
now,  the  robot  is 
entirely  prepro- 
grammed and 
cannot  decide  its 
own  movements. 
A  remote  control 
is     needed  to 
make  it  change 
direction.  Honda 
estimates  it  will 
take  at  least  10 
years  before  a  ro- 
bot like  the  P3  is 
marketed    to  con- 
sumers. Designers 
vow  that  these  ver- 
sions,   unlike  C3PO, 
won't  nag  their  own- 
ers.   Nellie  Andreeva 
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A  DIET  SUPPLEMENT! 
TO  EGG  ON 
SLUGGISH  SPERM 

IN  THE  U.S.,  POOR  SPE 
quality  contributes  to  40% 
all  infertility  cases.  Pro 
dures  such  as  in  vitro  fei 
ization  and  intracytoplasi 
sperm  injection — the  dir 
injection  of  a  single  sp« 
into  an  egg — can  solve 
problem,  but  they  are  cos 
and  invasive.  Now  Sig 
Tau,  an  Italian  pharmace 
cal  company,  claims  to  h 
developed  a  dietary  sup] 
ment  that,  taken  twice  a 
can  improve  the  quality 
man's  sperm  in  just 
months.  The  product,  ca 
ProXeed,  contains  twTo  ty 
of  L-camitine.  a  naturally 
curring  compound  import 
in  fat  metabolism. 

Fertility  specialists  are 
trigued  but  emphasize  tl 
is  no  proof  yet  that  the 
plement  works.  "It  may 
effective  in  many  patie 
but  we  still  need  to  do  n 
studies,"  says  Dr.  Jon  L. 
or,  a  urologist  at  the  Uni 
sit y  of  Minnesota.  Pi 
urges  infertile  men  to  con 
a  doctor  before  popping) 
supplement  because  50^ 
men  have  problems  L-cg 
tine  won't  solve. 

Scientists  have  known 
35  years  that  L-carnitir 
highly  concentrated  in  spd 
related  tissues.  They  thed 
that  if  L-carnitine  pro\l 
the  energy  sperm  need] 
swimming,  then  men  who 
it  might  produce  poor  quf 
sperm.  European  studie| 
about   300  subfertile 
seem  to  bear  this  out. 
tlu-ee  to  six  months  on 
eed,  80%  of  the  men  prodl 
more  sperm  that  were  lfe 
motile  than  before,  and  ■ 
suffered  no  side  effects.  I 

Sigma  Tau  is  selling! 
supplement  by  phone  an<B 
ternet,  but  other  version 
L-carnitine  are  availabl  e 
drugstore  shelves.  Pryoijfi 
begin  a  clinical  trial  onlk. 
men  later  this  summer,  ft 
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he  has  her  mother's  eyes, 


er  father's  nose 


td  financial  security  from  GE 


itroducing  insurance  and  investments  from  a 
ame  you  can  trust.  GE. 

or  every  step  you  take  in  life,  you  can  trust  GE  to  help.  Over  five 
lillion  people  already  turn  to  the  GE  Financial  Assurance  family 
1  companies  for  mutual  funds,  life  insurance,  annuities,  long  term 
ire  insurance,  supplemental  healdi  insurance  and  auto  insurance. 
)  when  you  diink  of  insurance  and  investments,  diink  of  GE. 

isit  us  at  www.ge.com/ financial. 


We  bring  good  things  to  life. 


INSURANCE  •  MUTUAL  FUNDS  •  ANNUITIES  •  LONG  TERM  CARE  INSURANCE  •  AUTO  INSURANCE  •  SUPPLEMENTAL  HEALTH  INSURANCE 
urance  and  investment  products  available  from  the  GE  Financial  Assurance  family  of  companies.  Mutual  funds  and  variable  insurance  products  are  offered  by  Capital  Brokerage 
"p..  Member  NASD/SIPC,  and  available  through  select  broker  dealers.  Capital  Brokerage  Corp.  does  business  as  GE  Capital  Brokerage  Corporation  in  IN,  MN,  NM  andTX. 


How  Texhco  helps  light  the  Greater  5EnnLE  Hrea. 


Bright  lights  filling  dark  rainy  days. 
Coffee  bars  percolating  around  the  clock. 
It  any  place  needs  electricity,  it's  the 
Greater  Seattle  Area. 

And  Texaco  keeps  the  power  flowing. 
We've  figured  out  how  to  take  the  same  natural 
gas  that  generates  heat  for  oil  refining  and 
use  it  to  produce  over  1 45,000,000  watts 
of  electricity.  In  fact,  Texaco  plays  a  part  in 


providing  over  800,000  area  homes  and 
businesses  with  the  power  they  depend  on. 

We're  doing  the  same  around  the  globe, 
supplying  large  cities  and  small  villages 
with  reliable  and  environmentally  friendly 
electricity.  Because  as  long  as  the  world 
needs  the  energy  to  keep  running,  we'll 
relentlessly  pursue  ways  to  find  it. 

At  Texaco,  we've  got  a  lot  of  bright  ideas. 


@  H  World  Of  Energy 
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IIG  BLUE'S 
ILUNT  BOHEMIAN 

irry  Ricciardi's  real  job  at  IBM:  Talking  turkey  to  the  boss 


f  you  want  to  understand  what  has 
made  Lawrence  R.  Rieciardi  the  most 
trusted  adviser  to  IBM  Chairman 
Louis  V.  Gerstner  Jr.,  look  at  the  $14 
ion  deal  he  negotiated  in  November 
h  at&t.  At  the  center  of  the  complex 
eement  is  the  $5  billion  sale  of  the 
Global  Network  data-communications 
eline.  It  was  Rieciardi  who  argued 
t  IBM  should  sell  the  unit,  and  then 
bboinly  held  out  until  at&t  met  his 
:e — even  though  no  one  at  IBM,  in- 
ling  Gerstner,  thought  he  could  get  it. 
d  in  typical  Rieciardi  fashion,  he 


due  to  a  worldwide  oversupply.  "He's 
sort  of  a  fearless  fighter  about  what  he 
believes  in,"  says  Xerox  Coip.  ceo  G. 
Richard  Thoman,  a  close  friend  who  has 
worked  with  Rieciardi  at  IBM,  rjr,  and 
American  Express  Co.  "He's  both  ex- 
tremely bright  and  extremely  willing  to 
express  his  opinion."  And  he  gets  re- 
sults: Last  month,  IBM  announced  it 
would  shift  the  mix  of  its  chip  business  to 
focus  on  higher-profit  products. 

This  sort  of  give-and-take  has 
been  going  on  between  Gerst- 
ner and  Rieciardi  for  more 


::E3^%iE:  Last  month's  move  to  focus 
:===="  =  on  higher-profit  chips  was 
irtly  a  result  of  Ricciardi's  prodding 


into  a  financial-services  powerhouse  to 
fixing  ibm's  balance  sheet  and  turning 
Big  Blue  into  a  nimble  Internet  competi- 
tor. Colleagues  say  the  two  have  devel- 
oped a  shorthand  that  sometimes  reduces 
communications  to  a  series  of  facial  ex- 
pressions. Says  Vernon  Jordan,  who  has 
served  on  the  board  of  American  Ex- 
press and  rjr  Nabisco:  "There's  a  mutu- 
al respect  and  understanding  of  each  oth- 
er's modus  operandi." 

Plainly  put:  They  share  a  no-holds- 
barred  approach  to  doing  business.  Yet 
on  the  surface,  the  two  appear  to  be 
more  different  than  alike:  Gerstner  im- 
peccably tailored;  Rieciardi  rumpled,  with 
a  semffy  beard,  an  unruly  mop  of  gray 
hail',  and  woni  khakis.  Those  differences 
disappear,  though,  when  it  comes  to 
work.  "Lany  Rieciardi  has  a  first-class 
mind.  And  more  important,  he  works 
that  mind,"  says  Gerstner. 
profits  UP.  The  one-two  punch  of 
Gerstner  and  Rieciardi  is  paying  off  hand- 
somely for  IBM.  The  $82  billion  computer 
giant's  revenue  growth,  stuck  in  the 
low-single-digit  range  for  most  of 
Gerstner's  six-year  tenure,  has 
begun  to  edge  up,  hitting  15% 
for  the  first  quarter.  IBM  stock, 
meanwhile,  is  up  23%  from  $91 


>othly  negotiated  side 
Is,  including  $4  billion 
t  will  pay  IBM  to  de- 
>p  software  and  $5  bil- 

ibm  will  fork  over  to 
t  for  access  to  the  network 
r  the  next  five  years, 
tieciardi,  though,  is  far  more 
i  Gerstner's  chief  deal-closer.  Offi- 
y,  his  title  is  IBM  senior  vice-pres- 
lt  and  corporate  counsel.  Unoffi- 
ly,  "He's  really  Lou  Gerstner's 
iigliere"  says  Karl  M.  von  der  Hey- 
,  vice-chairman  of  PepsiCo  Inc.,  who 
keel  with  both  Gerstner  and  Rieciardi 
ur  Nabisco  Inc.  While  Gerstner  is 

company's  visionary  and  top  busi- 
!  strategist,  Rieciardi  is  Ms  intellectual 
tiding  board,  ready  to  challenge  Ger- 
ir's  thinking  whenever  needed.  "Lar- 
vill  always  tell  me  what  he  thinks," 
3  Gerstner.  "I  do  not  want  people 
and  me  who  tell  me  . . .  what  they 
k  I  want  to  hear." 

le  need  not  worry  about  that.  Lately, 
aardi  has  been  pushing  Gerstner  to 
ace  the  company's  involvement  in 
noiy  chips,  a  business  ibm  is  getting 
imered  in  because  of  depressed  prices 


than  20  years.  To- 
gether at  American 
Express,  rjr 
Nabisco,  and  now 
ibm,  the  duo  has 
compiled  one  of 
the    most  ad- 
mired track 
records  in  busi- 
ness. They  have 
gone  from 
building  Ameri- 
can Express 


since  the  beginning  of 
he  year.  (On  May  27, 
!M  stock  split  for  the 
second    time    in  two 
years.)  Analysts  say  Rie- 
ciardi deserves  some  of 
he  credit.  "He's  one  of 
the  unsung  heroes  of  the 
turnaround,"  says  Mer- 
rill Lynch  &  Co.  analyst 
Steven  M.  Milunovich. 

Now,  the  58-year-old 
Rieciardi    is  helping 
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Gerstner  keep  the  mo- 
mentum going.  He  has 
guided  the  company 
through  58  acquisi- 
tions, mostly  smaller 
deals  in  software  and 
services.  At  the  same 
time,  he  has  been  re- 
viewing the  company's 
portfolio  of  businesses 
and  putting  some  units 
on  the  block,  such  as 
IBM's  high-end  printer 
business. 

The  scalpel  isn't  his 
only  tool.  Ricciardi  also 
has  made  a  big  contri- 
bution to  the  top  line. 
He  noticed  that  IBM 
was  collecting  royalties 
on  its  hardware  tech- 
nology but  had  mostly 
ignored  software 
patents.  He  more  than 
doubled  IBM's  patent 
revenue,  to  $1.1  billion  last  year,  by  going 
after  companies  that  \iolated  IBM  soft- 
ware patents. 

peacemaker.  Inside  the  company,  Ric- 
ciardi aims  to  make  the  lumbering  giant 
more  competitive.  It  was  Ricciardi  who 
decided — shortly  after  joining  the  com- 
pany— to  leave  IBM's  battery  of  lawyers 
at  home  and  go  to  Washington  to  con- 
vince the  feds  that  the  historic  1956  con- 
sent decree  limiting  anticompetitive  prac- 
tices at  the  company  was  no  longer 
relevant.  Except  for  a  handful  of  man- 
agers Gerstner  brought  in,  the  entire 
management  of  IBM  had  spent  their  ca- 
reers with  the  consent  decree,  so  they 
were  cautious  by  natwe.  Ricciardi  went 
to  make  peace.  "My  father  always  said: 
'Separate  the  generals  from  the  peace- 
makers,' "  he  says.  Ricciardi  did — and  he 
cut  a  deal  ending  the  consent  decree  in 
stages  by  2001.  That  was  a  huge  morale 
booster  because  it  allowed  IBM  to  price 
and  bundle  its  products  more  aggres- 
sively. 

Still,  Ricciardi  isn't  admired  by  all. 
Some  former  IBM  managers  dismiss  him 
as  simply  "Lou's  lawyer,"  rather  than  an 
independent  voice  in  the  company.  What's 
more,  they  say,  Ricciardi  has  contributed 
to  making  the  IBM  culture  less  collegial. 
He  can  be  mercurial,  stubborn,  and  un- 
necessarily blunt.  Thoman  defends  him, 
though:  "There  are  many  times. . .  where 


While  IBM  managers 
took  the  consent  decree 
for  granted,  Ricciardi 
went  solo  to  Washington 
and  got  it  shelved 


his  18-year-son  sit  in  on 
all  the  talks  with, 
bankers,  lawyers,  and 
public  relations  people. 
"It  was  an  education 
for  me  to  see  how  they 
all  worked."  Ricciardi 
says. 

At  that  time.  Riccia- 
rdi wasn't  sure  he 
wanted  a  career  in 
business.  As  an  under- 
graduate at  Fordham 
University,  he  studied 
history,  ait,  and  litera- 
ture, and  was  interest- 
ed in  teaching  litera- 
ture at  the  college 
level.  But  he  went  to 
Columbia  law  school  as 
a  compromise  between 
literature  and  business. 
Even  then,  he  took  lit- 
erature and  Chinese 
classes  on  the  side. 
To  this  day,  Ricciardi  remains  a  rest- 
less spirit.  He's  an  avid  traveler,  a  vora- 
cious reader,  a  collector  of  rare  books, 
antiques,  and  ait.  In  Florida  during  ear- 
ly March  for  a  three-day  strategy  session 
with  IBM's  top  300  execs.  Ricciardi  passed 
up  golf  and  tennis  for  a  solitary  tour  of 
the  ait  galleries  of  South  Beach,  where 
he  picked  up  a  piece  for  his  home.  His 
house  is  one-of-a-kind,  too:  circular,  made 
of  stone  and  concrete,  with  an  atrium  in 
the  middle.  Ricciardi  describes  it  as  a 
"concrete  bagel." 

At  home,  where  he  lives  with  wife 


Lucy,  a  retired  software  executive,  I 
ciardi's  an  early  riser.  He  will  get  up  £ 
in  the  morning  and  sit  in  the  bathi 
reading  a  book.  On  average,  he  says 
reads  a  book  a  clay — and  often  read 
series  of  books  on  a  single  topic, 
spent  18  months  consuming  everythj 
he  could  on  the  Ottoman  Empire. I 
started  because  I  realized  I  know  noth 
about  the  Ottoman  Empire." 
TABLOID  READER.  Still  Ricciardi  L 
an  elitist  intellectual  who  woulc 
know  a  baseball  from  a  golf  score, 
the  office,  he  may  start  the  day  w 
the  Wall  Street  Journal  but  he  lea 
with  a  tabloid  under  his  arm.  "I 
clown  at  night,  I'm  tired  and  crari 
and  I  open  up  the  New  York  Post, 
I've  got  to  tell  you,  man,  it  just  jui 
me  up." 

What  really  gets  him  juiced  is  a  c 
lenge.  The  kick  for  him  is  putting  his 
tellect  to  work  on  IBM's  problems, 
likes  to  win — whether  it's  in  negotiati 
with  a  partner  or  putting  together  a 
bying  campaign.  He's  an  overachie 
even  when  he's  on  vacation.  Last  year 
a  barge  and  bicycling  trip  in  France  \ 
family  and  friends,  Ricciardi  said 
would  stay  on  the  barge  while  the  otl 
rode  bikes.  Once  there,  that  all  chanj 
Ricciardi,  says  his  friend,  Karl  von 
Heyden,  "was  the  first  one  on  the  b 
each  morning,  and  he  was  ahead  of 
pack  all  clay." 

Ricciardi's  a  bit  of  an  adventurer. 
Friends  say  that  on  business  trips 
usually  scouting  out  a  side  trip  to  s 
exotic  locale.  He  roamed  the  back  str 


RICCIARDI'S  MARK  ON  IBM 

BUYING  Since  Gerstner  arrived  in  1993,  Big  Blue  has  swallowed  58  com 
panies — without  a  hitch.  Credit  Ricciardi,  who  has  helped  shape  strategy 
and  smoothly  close  those  deals.  Ricciardi  keeps  IBM  out  of  megadeals,  pi 
ferring  smaller  companies  that  are  easily  digested.  Says  Gerstner:  "The 
legacy  of  this  management  group  will  include  the  deals  we  didn't  do." 
Insiders  say  that  list  includes  Apple  Computer  and  Digital  Equipment. 


SELLING  IBM  is  not  shy  about  pruning  its  businesses.  Currently  on  the 
block:  The  high-end  printer  unit.  Ricciardi  scored  a  coup  in  November 
when  he  negotiated  the  sale  of  IBM's  worldwide  data-communications  net 
work  to  AT&T  for  $5  billion.  Now,  Ricciardi  is  pushing  for  IBM  to  cut  bac 
its  struggling  memory-chip  business. 


TECHNOLOGY  Ricciardi  took  a  look  at  IBM's  patent  portfolio  and  realize 
Big  Blue  had  ignored  a  key  area  of  technology — software.  So  Ricciardi 
pushed  to  aggressively  enforce  the  company's  software  patents  with  come 
nies,  including  Oracle  and  Adobe  Systems.  Result:  IBM's  patent  revenue 


Larry  would  say  something  was  dumb  "^.^.ffP^^^Ay-^L'^lJ^^J 


and  would  get  it  disposed  of  right  away." 

Ricciardi,  bom  in  the  Bronx,  got  his 
first  taste  of  business  from  his  father,  an 
Italian  immigrant  who  was  an  investor  in 
four  film-processing  companies  that  were 
merged  and  taken  public  in  1961.  He  let 


CONSENT  DECREE  IBM's  1956  antitrust  consent  decree  with  the  Justic 
Dept.  made  IBM  overly  gun-shy.  Ricciardi  negotiated  an  end  to  the  decre' 
in  1996 — providing  a  huge  boost  to  morale  and  freeing  IBM  to  be  more 
competitive.  Now,  the  company's  sales  force  is  allowed  to  package  IBM 
hardware  in  its  service  deals,  something  that  was  prohibited  by  the  decre 
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What's  it  going  to  take  to  create  communications  products 
that  make  a  bigger  bang  in  the  market? 


It  takes  working  with  the  WOrld  ledder  in  communications  semiconductors.  Today  you  need  lots 
of  experience  (been  there  since  the  beginning),  expertise  (solutions  at  all  levels),  and  innovative 
thinking  (thanks  to  our  invention  engine  Bell  Labs)  You  also  need  best-of-breed  technology, 
heth.er  it's  standard  or  custom  ICs,  systems-on-a-chip,  or  optoelectronic  components.  Plus  the  best 
ideas  to  reduce  your  time-to-market,  no  matter  what  you  sell  or  where  you  compete.  See  how 
.cent's  Microelectronics  Group  can  help  you  make  an  impact  (without  getting  burned). 

Blast  over  to  www.lucent.com/2micro  or  call  1-800-372-2447  ext.  973. 


We  make  the  things  that  make  communications  work!" 


Make  a  dot  here  with  your  pen. 


Now  do  that  5,952,000  times  in  a  secon 
and  you'll  understand  Hewlett-Packard' 
Color  Layering  Technology. 


With  HP's  Color  Layering  Technology,  you'll  get 
brilliant  photo-quality  color  printouts.  Fast. 


>w  good  is  HP's  Color  Layering  Technology?  It's  like  nothing  you've 
er  seen  before.  Color  Layering  creates  up  to  80  times  more  colors 
l  actually  mixing  the  colors  on  the  page  to  give  you  real  greens, 
il  oranges,  real  purples  and  loads  of  other  colors.  And  HP  combines 
s  with  an  ink-firing  system  that  delivers  up  to  5,952,000  drops  of 
;  per  second.  Ordinary  inkjet  printers  just  can't  fire  this  many  drops 
ink  through  so  many  nozzles  —  so  depending  on  the  printout. 


HP  printers  with  Color  Layering  Technology  can  print  up  to  2.5'  times 
faster  than  other  inkjet  printers.  The  result  is  faster  coverage,  greater 
color  saturation,  richer,  more  brilliant  colors  and  skin  tones  more 
like  real  life  —  even  on  plain  paper.  In  fact,  HP  Color  Layering  is  so 
good,  PC  Magazine  awarded  three  HP  printers  an  "A"  and  excellent 
ratings  for  photo-quality  color  and  speed.  Discover  Color  Layering 
for  yourself  and  see  just  how  real,  real  life  can  be. 


iet  Real.  Fast. 

r  complete  line  of  printers  with  HP  Color 
|ering  Technology  starts  at  under  $200!' 
more  information,  visit  www.hp.com/go/printers 


ised  on  identical  images  using  best  available  modes. 

timoted  US.  retail  price. 

ipKjnghl  1999  by  Hewlett-Packard  Company 


HEWLETT 
PACKARD 


Expanding  Possibilities 


Information  Technology 


of  Hanoi  on  one  of  the  first  visits  by  a 
U.  S.  businessman,  visited  a  temple  in 
Nepal  where  chickens  were  being  sacri- 
ficed and,  after  wandering  into  a  militaiy 
zone  in  Beijing,  was  detained — until  a 
guide  could  convince  officials  he  wasn't 
a  spy.  "He  doesn't  live  for  his  work,"  says 
Mend  and  former  American  Express  col- 
league Mark  Ewald,  who  was  along  on 
those  trips. 

Indeed,  Ricciardi  is  one  to  cut  loose. 
Thoman  remembers  a  trip  to  Rio  de 
Janeiro  the  two  took  when  they  were 
both  at  AmEx.  He  says  Ricciardi  loves 
the  samba.  "We  stayed 
up  all  night,"  recalls 
Thoman.  "He's  passion- 
ate about  good  food, 
good  wine,  good 
conversation." 
NEW  TECHIE.  Now, 
Ricciardi  is  applying  that 
passion  to 


BORN  Au£ 


LAWRENCE  ROBERT  RICCIARDI 

14,  1940,  Bronx,  N.Y. 


EDUCATION  B.A.  in  literature,  Fordham  University,  1962. 
Received  law  degree  from  Columbia  University  in  1965  and  was 
a  Fulbright  Teaching  Fellow  in  Law  at  the  University  of  Rome  in 


lawyer  to  have  Ricciardi  replaced.  Fit 
Gerstner  was  told  no  dice,  and  to  gfi 
it  time.  Gerstner  and  Ricciardi  say  tig 
don't  recall  the  incident. 
NOT  BORED.  After  12  years  at  Amll 
Ricciardi  joined  Gerstner  at  rjr  Nairn 
co,  where  the  pair  kept  up  a  frenzB 
pace  of  deals,  nearly  one  a  week,! 
reduce  the  company's  staggering  d4t 
load.  Gerstner  says  it  was  there  tn 
Ricciardi  honed  his  business  skills.  ji-S 
deed,  in  1993  when  Gerstner  leftl 
run  ibm,  Ricciardi  and  von  der  HE 
den  were  appointed  co-chairmen  of  m 
Ricciardi  eventually  i 
came  president  of  rI 
He  stayed  there  until  if 
decided  to  retire,  follty 
ing  management  chanss 
at  the  company. 

It  didn't  take  long  ■ 
Gerstner  to  come  call«! 


understanding    "I  said  to  him  I  thougl 


CAREER  After  working  at  a  New  York  law  firm  and  for  govern- 
ment agencies,  Ricciardi  joined  American  Express  in  1973  as 
international  counsel  and  served  in  a  variety  of  executive  posi- 
tions during  his  16-year-tenure.  He  followed  American  Express' 
then-CEO,  Louis  Gerstner,  to  RJR  Nabisco  in  1989  as  general 
counsel.  After  a  brief  stint  as  president,  he  left  to  join  Gerstner 

'"octu'lu-    at  IBM  in  1995  as  general  counsel.  r1""11  a  '"^"j"? 

they  de-   ~-   Gerstner.   And  1 

FIRST  EXPOSURE  TO  BUSINESS  Father  was  an  investor  in 
four  film-processing  companies  that  were  merged  and  taken  pub 
lie  in  1961.  He  let  his  18-year-old  son  sit  in  on  all  the  discus- 
sions with  the  bankers,  lawyers,  and  PR  people.  "It  was  a  great 
lesson." 

TECHNOLOGY  Although  his  kids  call  him  a  "techno-dolt,"  Ric- 
ciardi has  taken  a  crash  course  in  technology.  Coming  in  to  the 
office  every  day  by  7:30,  he  was  tutored  in  the  basics  of  PCs. 
Having  mastered  Windows  95,  he's  on  to  Windows  NT.  An  avid 
fan  of  the  Internet,  he  takes  brief  breaks  to  surf  the  Web.  "I  tell 
them  to  hold  the  calls.  I  get  on  the  Web,  and  I'm  off  in  cyber- 
space. It's  like  taking  a  walk." 


high  tech.  When  he  told 
his  kids  he  was  joining 
ibm,  they  thought  it  was  a 
hoot  that  their  dad  would 
tiy  to  understand  an  in- 
dustiy  that  changes  direc- 
tion by  the  nanosecond. 
Ricciardi  says 
scribed  his  iv  skills  as  at 
the  level  of  "techno-dolt." 

Not  for  long.  Ricciardi 
is  running  Windows  NT  on 
the  computer  in  his  office 
so  that  he  can  get  a  feel 
for-  the  operating  system. 
Ricciardi  had  a  tech  tutor 
in  his  early  days.  He 
would  come  into  the  office 
and  have  someone  from 
research  sit  with  him  and 
explain  what  an  operating 
system  was,  what  middle- 
ware was,  how  the  soft- 
ware operates  with  the 
hardware.  "It's  like  learn- 
ing Russian,"  Ricciardi 
says. 

Ricciardi  may  look  like 
IBM's  resident  bohemian 
scholar,  but  he  regularly 
sits   in   on  operations 
meetings  covering  every 
aspect   of  Big   Blue — 
something  corporate  lawyers  typically 
do  not  do.  Gerstner  asked  Ricciardi  to 
work  on  the  Lotus  deal  even  before 
joining  IBM  in  May  of  1995.  Gerstner 
also  turned  to  Ricciardi  when  Thoman 
left  IBM  as  chief  financial  officer  in  June 
of  1997  to  join  Xerox.  It  was  Ricciardi 
who  stepped  in  for  a  year  until  the  va- 
cancy could  be  filled. 

The  two  have  been  close  since  1978, 


FAMILY  Wife  Lucy,  retired  former  CFO  at  software  maker  Hyperi 
on  Solutions.  Two  sons:  Andre,  30,  writes  fiction  and  does  cre- 
ative work  for  ad  agencies,  living  in  San  Francisco;  Niccolo,  33, 
consultant  and  former  managing  director  for  Goldman  Sachs  in 
Asia,  living  in  Kyoto,  Japan. 

PASSIONS  Collecting  books,  art,  travel.  Voracious  reader,  dives 
into  a  single  topic  exhaustively.  Recently  spent  18  months  read- 
ing everything  he  could  find  on  the  Ottoman  Empire.  Now  read- 
ing Islamic  Tiles,  by  Venetia  Porter.  "If  I'm  not  absolutely  crazy 
in  the  office,  I  read  a  book  a  day,  on  average." 

when  Ricciardi  was  the  lawyer  for  the 
travel-reservations  business  Gerstner 
ran  at  American  Express.  But  the  re- 
lationship almost  didn't  get  started. 
Shortly  after  he  started  at  American 
Express,  Ricciardi  was  appointed  Ger- 
stner's  lawyer,  but  Gerstner  wasn't  hit- 
ting it  off  with  the  outspoken  Ricciardi, 
says  close  friend  Ewald.  Gerstner, 
Ewald  says,  went  to  the  company's  top 


was  a  joke  that  he  if 
retired.  He  has  suc« 
natural  inquisitivens; 
and  a  love  of  comp; 
problems  that  he  was  ;o 
ing  to  be  bored  to  Um 
within  a  month,"  reel 
had  hi 

mother  of  all  challene 
to  offer  him." 

It  was.  But  there's  J 
plenty  more  to  do.  Anih 
er  unofficial  Ricciardi  ih 
Mentor.    He's  worlni 
with  several  execs,  m 
eluding  Chris  Caine,  \:e 
president  of  governor 
programs.  Ricci?d 
plucked  Mm  from  two?\ 
els  down  in  the  orgai'sf 
tion  to  run  IBM's  lobbu 
efforts.  In  late  Febnsr 
Ricciardi  flew  dowri 
Washington   to  get  a 
overview  of  current 
islation  and  lobbyimje 
forts  from  Caine  anch 
40-person  staff.  Caine  loi 
Ricciardi  he  wanted  B 
to  take  up  the  causli 
protecting  consumer  )i 
vacy    online.  Riccilra 
wasn't  convinced,  p# 
because  of  IBM's  missteps  in  the  mare 
Caine  didn't  give  up.  Finally,  Riccj 
told  him:  "You  can  come  back  to  ni( 
consumer  protection,  and  I'll  comni 
you  you're  wrong."  The  bluntness  v 
vintage  Ricciardi.  Caine  wasn't  mil& 
though.  He  knows  the  boss  geti-tl 
same  treatment  sometimes,  too. 

By  Ira  Soger  in  Armonk,  N.  Y,  p 
Diane  Brady  in  Greenwich,  Conn. 
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The  best 
>enef  it  choices 
come  from 
Tie  Principal.  - 

Group  Life,  Dental,  Vision  and  Disability, 
plus  great  service,  all  from  one  provider. 


plan  ahead. 


Want  the  best  insurance  benefits 
for  your  employees?  That's  exactly 
what  coverage  from  The  Principal 
delivers.  We  offer  a  full  range  of 
competitive  insurance  products 
including  group  life,  dental,  vision 
and  disability,  plus  the  flexibility 
to  package  these  options  to  fit 
your  needs  and  budget. 

And  with  service  that's 
dedicated  to  your  area,  you'll 
get  fast,  accurate  claims 
processing.  All  this  from 
The  Principal,  a  company 
with  over  a  century  of 
financial  expertise.  No  won- 
der employers  choose  us  more 
often  than  any  other  major  carrier 
for  their  group  life,  dental,  long 
and  short  term  disability  and 
vision  coverage.*  So  if  you're  not 
getting  this  kind  of  performance 
from  your  provider,  it's  time  to 
change.  Call  your  broker  or 
The  Principal  at  1-800-986-3343 
to  help  your  company  get  ahead. 


get  ahead. 


Plan  Ahead.  Get  Ahead. 


Financial 
Group 


Health,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Funds  •  401(k)  and  Pension  •  Securities  •  PPO  •  Home  Mortgages 


I  8  Principal  Life  Insurance  Company.  Des  Moines.  1A  50392  Products  and  services  offered  through  Principal  Life  Insurance  Company  (The  Principal),  its  subsidiaries 
filiates  Mutual  funds  and  securities  distributed  through  Princor  Financial  Services  Corporation  (member  S1PC)  Securities  and  health  care  products  not  available  in 
11  states  *According  to  the  total  number  of  Employer  Contracts  reported  for  life,  dental,  long  term  disability,  short  term  disability,  and  vision  coverages 

published  in  the  EBPR  Group  Life  and  Health  Report  in  May  1998. 

www.principal.com 


Reach  these  Business  Week  Mutual  Fund  advertisers  on  the  Web: 


American  Century 

www.americancentury.com 

Charles  Schwab 

www.charlesschwab.com 

Fidelity  Investments 

www.fidelity.com 

Merrill  Lynch 

www.ml.com 


Principal  Financial  Group 

www.principal.com 

Prudential  Investments 

www.prudential.com 

Van  Kampen 

www.vankampen.com 

T.  Rowe  Price 

www.troweprice.com 


BusinessWeek 


www.businessweek.com 
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100% 
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Morningstar  Ratings™     Average  Annual  Total  Returns  as  of  3/31/99 


Overall 
As  of  3/31/99 


1-Year 


Since  Inception 


Technology 


i    i    i    i  i 

of  2,947  domestic 
equity  funds 


79.97%  49. 1 6% 


4/1/96 


Select  Equity 


i    i    t    i  i 

of  2,947  domestic 
equity  funds 


28.79'*  24. 


4/6/94 


Growth  Equity 


i    i    i  i 

of  2,947  domestic 
equity  funds 


24.72*  22.54* 


4/1/94 


Past  performance  is  no  guarantee  of  future  results  Please  read  the  prospectus  carefully  before  you  invest  or  send  money 
'Please  note:  The  Since  Inception  and  5-Year  Average  Annual  Total  Returns  are  the  same  for  the  period  ended  3/31/99 
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Northern  Trust  manages  an  impressive 
range  of  investment  choices,  including  the 
Northern  Funds®  family  of  mutual  funds. 
The  disciplined,  consistent  investment 
process  used  by  Northern  Trust  can  help 
you  reach  a  lifetime  of  investment  goals. 


Call  today  for  more  complete  information, 
including  a  prospectus  with  investment 
information  on  policies,  risk  considerations, 
charges  and  expenses. 

1-800-595-9111 

www.northernfunds.com 


Morningstar  proprietary  ratings  reflect  historical  risk-adjusted 
performance  as  of  3/31/99.  The  ratings  are  subject  to  change  every 
month.  Past  performance  is  no  guarantee  of  future  results.  Morningstar 
ratings  are  calculated  from  the  fund's  three-,  five-  and  10-year  average 
annual  returns  (if  applicable)  in  excess  of  90-day  Treasury  bill  returns 
with  appropriate  fee  adjustments,  and  a  risk  factor  that  reflects  fund 
performance  below  90-day  T-bill  returns.  The  Technology  Fund  received 
5  stars  for  the  three-year  period;  the  Select  Equity  Fund  received 
5  stars  for  the  three-year  period;  the  Growth  Equity  Fund  received 


5  stars  and  4  stars  for  the  three-  and  five-year  periods,  respectively. 
The  top  10%  of  the  funds  in  a  broad  asset  class  receive  5  stars,  the  next 
22.5%  receive  4  stars.  The  funds  were  rated  among  2,947  and  1,810 
domestic  equity  funds  for  the  three-and  five-year  periods,  respectively. 
Total  Return  is  based  on  net  change  in  NAV  assuming  reinvestment 
of  distributions.  Investment  performance  reflects  fee  waivers  in 
effect.  In  absence  of  fee  waivers,  Total  Return  would  be  reduced. 
Investment  return  and  principal  value  will  fluctuate,  so  that  shares, 
when  redeemed,  may  be  worth  more  or  less  than  the  original  cost. 


NOT  FDIC-INSURED 


May  lose  value 


No  bank  guarantee 


Shares  of  Northern  Funds  are  distributed  by  Northern  Funds  Distributors,  LLC,  an  independent  third  party. 


NF  663  0499 


When  your 


mulligan. 


Oakland  Raiders 
Boy  Scouts  of  America 

Invitational 
GolfTournamen 


JUNE    2  1  ,    19  9  9 


CASTLEWOOD  COUNTRY  CLUB 


LEASANTON 


C  A 


Join  us  for  a  unique  opportunity  to  golf  wil 
Raiders  legends,  coaches  and  current  player 
at  the  third  annual  Oakland  Raiders  Boy  Scou 
of  America  Invitational  Golf  Tournament  at 
Castlewood  Country  Club  in  Pleasanton. 

Your  entry  fee  enables  inner-city  East  Bay 
youth  to  participate  in  the  Boy  Scouts  of  Americ 
Scouring  is  a  fun  activity  that  develops  lifetim 
qualities  of  character,  citizenship  and  fitness 
essentials  for  our  country  's  future  leaders. 

Your  day  of  golf  begins  with  a  delicious 
brunch  and  a  chance  to  learn  more  about 
scouting  and  to  socialize  with  Oakland  Raide 
and  Raiderettes.  A  specialty  tee  package  is 
provided  for  each  player.  And  every  fourson 
includes  an  Oakland  Raider  legend,  coach  ( 
player. 

The  day  will  conclude  with  an  evening  ga 
reception,  dinner  and  auction. 

Please  join  us  for  an  unforgettable  day  of 
golf  and  camaraderie  to  support  a 
our  inner-city  East  Bay      ^/ 1 
Bi  i\  .V'  iuts  C*9b^^E„ 

W 


For  more  information  regarding  Player  Packages  ()x 
foursome  plus  a  Raider  participant for  S3-0O0)  or 
Tournament  Sponsorships  and  Program  Mertisir, 
please  contact Jason  Stein.  Deielopment  Depart mt 
SFRiC  Boy  Scouts  of  America:  -  10-6l4-?4l 


On 

June  11.  find  out  how 
something  this  small  changed 
everything  in  the  lives  of  six  men. 
General  H.  Norman  Schwarzkopf  tells 
the  stories  of  men  diagnosed  with 
prostate  cancer —  a  disease  that  each 
year  changes  the  lives  of  over 
180,000  Americans. 
Forever. 


Watch  "Prostate  Cancer:  A  Journey  of  Hope,"  a  new  documentary  on  PBS 
airing  June  1 1  at  9  p.m.  EST.  Check  your  local  listings. 
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quarterbacks 
for  a  living, 


mulligan. 


Oakland  Raiders 
Boy  Scouts  of  America 

Invitational 
GolfTournamem 


JUNE    2  1  ,     1  9  99 


CASTLEWOOD  COUNTRY  CLUB 

PLEASANTON,  CA 

Join  us  for  a  unique  opportunity  to  golf  wit 
Raiders  legends,  coaches  and  current  player 
at  the  third  annual  Oakland  Raiders  Boy  Seoul 
of  America  Invitational  Golf  Tournament  at 
Castlewood  Country  Club  in  Pleasanton. 

Your  entry  fee  enables  inner-city  East  Bay 
youth  to  participate  in  the  Boy  Scouts  of  Americ 
Scouting  is  a  fun  activity  that  develops  lifetim 
qualities  of  character,  citizenship  and  fitness 
essentials  for  our  country's  future  leaders. 

Your  day  of  golf  begins  with  a  delicious 
brunch  and  a  chance  to  learn  more  about 
scouting  and  to  socialize  with  Oakland  Raide 
and  Raiderettes.  A  specialty  tee  package  is 
provided  for  each  player.  And  even'  foursom 
includes  an  Oakland  Raider  legend,  coach  o 
player. 

The  day  will  conclude  with  an  evening  gal 
reception,  dinner  and  auction. 

Please  join  us  for  an  unforgettable  day  of 
golf  and  camaraderie  to  support  a 
our  inner-city  East  Bay      ^/ 1 
Bov  Scouts. 


For  more  information  regarding  Player  Packages  (yo 
foursome  plus  a  Raider  participant  for  $3,000)  or 
Tournament  Sponsorships  and  Program  Adi  vrtisin, 
please  contact Jason  Stein,  Development  Depart  me, 
SFBACBoy  Scouts  of  America:  ^  j      j  4_24( 


On 


June  11,  find  out  how 
something  this  small  changed 
everything  in  the  lives  of  six  men. 
General  H.  Norman  Schwarzkopf  tells 
the  stories  of  men  diagnosed  with 
prostate  cancer — a  disease  that  each 
year  changes  the  lives  of  over 
180,000  Americans. 
Forever. 


Watch  "Prostate  Cancer:  A  Journey  of  Hope,"  a  new  documentary  on  PBS 
airing  June  1 1  at  9  p.m.  EST.  Check  your  local  listings. 


Endorsed 


CANCER 


RESEARCH 


T  I  T  U  T  E 


AMERICAN 
V  CANCER 
f  SOCIETY 


NATIONAL  PROSTATE 
CANCER  COALITION 


hus  to  work,  gom6  down 
„  \  was  riding  a  bus  n  ly. 

■™1  "  "  ton  1  got  «6< 10  Cha'*  cement  truck  comes 
THen,  for  some  strange  tea- .  1  ^  ^ ,       «  ^  bus  had 

back,  ^  bad  no  ideaw-y  d         ^  ^  $ee  ,    ^     ^  (  wa$  foe. 


WHO'S   LOOKING  AFTER  YOU? 


State  Fund  provides  more  California  businesses  with  workers'  compensation  insurance  than 
any  other  company.   Our  comprehensive  services  include  expert  claims   handling.   We  have 
return  to  work  programs  that  can  help  employees  get  back  on  the  job  sooner.  QT^XTTE 
Along  with  loss  control  programs  that  can  prevent  accidents  in  the  first  place  ^s^ra' 
and  keep  your  costs  down.  So  your  business  will  be  insured  an  d  protected.  FUND!! 

Get  More.  Worry  L 

Coll  your  broker  or  1 -888-STATE  FUND 
www.  scif.com 


Excerpt  Ircm  "Angel  Encounters"  by  Karen  Goldman 
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E  INTERNET 


CLAIM  THIS  LAND . . . 
fHOOPS!' 

L  is  meeting  stiff-and  free-resistance  as  it  heads  abroad 


;he  U.  S.,  America  Online  Inc.  may 
a  Goliath.  But  in  Europe,  it's  still 
David  that  is  looking  more  threat- 
by  the  day.  In  the  second-largest 
et  for  Web  access,  aol  is  now  be- 
orced  to  aim  its  sling  like  never 
e  at  foes  small  and  large,  from  up- 
free  Internet  service  providers  to 
phone  companies, 
■where  is  the  battle  more  pitched 
in  Britain.  There,  on  June  1,  the 
2  giant  slashed  its  monthly  sub- 
ion  fee  from  $21.95  to  $16.  And 
linking  the  unthinkable:  giving  its 
:e  away  free.  Why?  To  fight  back  a 
horse  challenger  to  its  global  am- 
s — a  no-name,  no-fee  Internet  ser- 
.  provider  called  Freeserve.  Since 
?ptember,  1998  launch,  Freeserve 
abbed  1.1  million  users  in  Britain, 
ssing  aol  and  CompuServe's  1  mil- 
It's  a  massive  threat,"  says  Nick 
m,  managing  director  at  E-com- 
■3  merchant  WorldPay  in  Cam- 
e.  "In  Britain,  the  whole  of  aol's 
3ase  is  under  attack." 


Will  Freeserve  trounce  aol?  On  the 
surface,  aol  isn't  sweating  the  chal- 
lenge. "It's  like  Tiffany's  saying  it's  wor- 
ried about  Wal-Mart,"  scoffs  aol  Presi- 
dent Robert  W.  Pittman.  But  even  as 
aol  pooh-poohs  Freeserve,  the  online 
giant  is  quietly  considering  launching  a 
bargain-basement  service  in  Britain  by 
autumn  using  a  brand  different  from 
aol — possibly  its  Netscape  name  or  icq, 
the  company's  popular  free  instant-mes- 
saging service.  In  the  no-fiills  package, 
aol  may  charge  extra  for  such  services 
as  chat  and  instant  messaging,  which 
are  now  free  on  its  flagship  service,  says 
Pittman. 

snarled  PLANS.  A  lot  is  at  stake.  An 
electronic-commerce  powerhouse  with 
17  million  members  worldwide,  AOL  ul- 
timately wants  to  link  cyberstores  and 
advertisers  to  consumers  from  Stuttgart 
to  Sydney.  To  create  that  world  mass 
market,  aol  aims  to  be  No.  1  or  at  least 
No.  2  in  each  country  where  it  does 
business.  But  just  as  it  is  achieving  sec- 
ond-place status  in  most  European 
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Four  rentaL 


i 


s  can  maiee  you  a  proud  owner. 


i 


Free  Odyssey  Putter  after  just  four  rentals. 


1  lie  coolest  cars  on  the  road  earn  you  trie  coolest 
clulis  on  the  linlcs.  Enroll  in  Perfect  Drive  and  after 
just  four  rentals  you'll  earn  a  free  Odyssey  Putter. 
Odyssey  is  the  #  1  putter  in  golf  and  is  valued  at 
SI  15  -  that's  ahout  a  $29  gift  per  rental.  You  can 
also  earn  points  toward  other  Callaway  golf  cluhs, 
like  the  famous  Bigge  st  Big  Bertha*  d  river. 


In  addition,  memhers  can  earn  free  vehicle  rentals 
and  upgrades,  resort  vacation  packages  and  airline 
miles.  Winter  sports  fans  can  select  awards  from  K2 
skis  an  d  Bolle*  eyewear.  And,  unlike  other  companies' 
programs,  Perfect  Drive  awards  points  for  every  dollar 
you  spend,  including  tax  and  insurance.  To  enroll, 
stop  hy  our  counter  or  www.drivehudget.com. 


Chafer 
GOLF 


Fasibreak        perfect  twyry  } 


Budget 


Get  out  of  the  ordinary." 


Earn  an  Odyssey'"  DF  660  Putter  after  your  first  four  qualifying  Perfect  Drive  rentals  (totaling  at  least  US$300)  between  Apnl  1,  1999  and  September  30,  1999.  All  points  accumulated  in  these  four  trar 
will  be  allocated  towards  this  redemption.  You  must  redeem  for  this  special  putter  offer  prior  to  December  31,  1999.  Offer  is  limited  to  one  per  member  and  is  subject  to  availability.  See  enrollment 
for  complete  program  details.    1999  Budget  Rent  a  Car  Corporation.  A  global  system  of  corporate  and  licensee  owned  locations.  We  feature  Lincolns,  Mercurys  and  othei  fine  cars  and  trucks.  PO-0 


-1 


Cards 


For  Budget  CSR  use  only. 

In  BCD#  field  enter  U041513 

In  Promo  field  enter  TLA 

Write  RA# 

Write  Operator  ID 

Place  coupon  in  designated  coupon  area 

pST-040-99  IID-ET7389 


An  exclusive  offer  for  American  Express®  Cardmembers: 

Get  $25  Off  Weekly  Rentals  on  a 

Sport  Utility,  Luxury  Car,  Minivan  or  Jaguar. 


Tin,  certificate  untitle-*  yen  to  £25  off  a  weekly  rental  .it  participating  I 
American  Expres.-  I.  aril.  For  reservations,  call  your  travel  prof' 

WWW.drivebudget.COm.  To  take  advantage  of  tin-  offer,  ask  for  BCD#I  '04151  3 


3.  locations  only  wlien  von  pay  wi  In  tne 

ional  or  Budget  at  800-527-0700  m 


Certificate  valid  when  payment  is  made  with  the  American  Express  Card.  When  reserving  your  vehicle  for  $25  off  a  weekly 
rental  (5  day  minimum,  7  day  maximum),  mention  BCD  #1)041513.  Additional  days  extra.  Offer  valid  at  participating  U.S\ 
locations  between  6/14/99  -  9/30/99.  Blackout  dates  apply.  Offer  requires  24-hour  advance  reservations  and  is  subject  to 
vehicle  ava  ability.  Offer  applies  to  time  and  mileage  charges  only.  Taxes,  airport  concession  fees,  vehicle  license  fees,  addi- 
tional driv  !  fee,  refueling  services,  taxes,  LDW  surcharges,  and  optional  items  are  extra.  Offer  may  not  be  combined  with  — .  , 
I  orpRate,  ,  >  'rnment  or  tour/wholesale  rates  or  any  other  promotional  offers.  Vehicle  must  be  returned  to  the  original  rent-  KilQC 
ing  location,  "xcept  when  otherwise  permitted.  Local  rental  and  age  requirements  apply.  Locations  that  rent  to  drivers  under  « 
25  may  impose  an  age  surcharge.  One  certificate  per  rental.  Budget  rents  Lincolns,  Mercurys,  and  other  fine  cars  and  trucks. 
1999  Buciget  Rent  a  Car  Corporation.  A  global  system  of  corporate  and  licensee-owned  locations.  Gei°Uioin>.. 
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tie  genie  is  definitely  out  of  the  bottle, 

d  consumer  Internet  services  are  likely  to  all 

free  in  Europe,"  says  a  London  consultant 


A 

A  M  E  Ryl  C  A 


tries,  new  threats  loom  to  erode 
osition. 

lese  could  snarl  up  more  than  aol's 
mmerce  plans.  By  2001,  the  pace  at 
ti  aol  adds  new  U.  S.  subscribers  is 
cted  to  taper  off — as  the  Net 
ns  its  reach.  That's  when  aol  is 
ing  on  growth  abroad  to  make  up 
difference.  Overseas  customers 
!  account  for  40%  of  aol's  total  of 
lillion  subscribers 
01— and  up  to  10% 
arnings,  vs.  less 
1%  today,  says 
st  Abhishek  Garni 
nvestment  bank 
am  Blair  &  Co. 
are  the  long-term 
th  driver  of  the 
>any,"  says  Jack 
es,  president  of 
international, 
id,  until  Freeserve 
ired,  few  seemed 
estion  that  notion, 
launching  its  first 
jn  venture  in  Ger- 
'  in  1995,  aol's 
>eas  subscribers 
grown  to  a  re- 
able  3  million  in 
co  untries — mostly 
irope.  In  key  for- 
countries,  it  has 
this  with  the  help 
ep-pocketed  local 
ers  such  as  media 
Bertelsmann  in 
lany  and  Mitsui 
Jikkei  in  Japan, 
ound  the  world, 
>uts  a  local  twist  on  its  offerings, 
ritain,  for  instance,  cricket  gets 
billing  on  the  sports  channel 
|  than  just  soccer,  which  tops  most 
ries'  lists.  "We're  a  global  medi- 
nd  we  have  an  opportunity  to  es- 
h  ourselves  as  preeminent,"  says 
Executive  Stephen  M.  Case. 
R  OF  COPYCATS.  But  with  increas- 
savvy  rivals,  aol  could  lose  its 
lots  in  European  markets.  Con- 
'-electronics  retailer  Dixon  Group 
launch  of  Freeserve  has  spawned 
apycats,   says   analyst  George 
inor  of  British  investment  bank 
-ille  PLC.  That  accounts  for  45%  of 
tt  -n's  market,  estimates  market  re- 


searcher International  Data  Corp.  The 
new  Internet  service  providers  (isps) 
range  from  British  Telecommunications 
PLC's  bt  Clickfree  to  the  Virgin  Group's 
Virgin  Net  to  Microsoft  Network,  slated 
to  start  a  British  freebie  on  June  8. 

Now,  isp  giveaways  are  popping  up 
elsewhere  in  Em-ope.  In  July,  Sardinia's 
Tiscali  will  launch  a  service  for  all  of 
Italy,  fnac,  a  French  book,  music,  and 

OVERSEAS,  AOL  IS 
THE  AVIS  OF  THE  INTERNET 

Number  of  Net-access  subscribers 
in  each  country  for  the  top  player 
and  for  No.  2  AOL 


1  DEUTSCHE  TELEKOM'S  T-ONLINE  3.0  MILLION 

2  AOL  AND  COMPUSERVE 

1.1  MILLION 

1  DIXON'S  FREESERVE 

1.1  MILLION 

2  AOL  AND  COMPUSERVE 

1.0  MILLION 

FRANCE 

1  FRANCE  TELECOM'S  WANADOO 

710,000 

2  AOL  AND  COMPUSERVE 

400,000 

1  NIFTYSERVE 

2.7  MILLION 

9  AOL 

300,000 

CANADA 

1  SYMPATICO 

600,000 

2  AOL  AND  COMPUSERVE 

190,000 

DATA:  BUSINESS  WEEK 

electronics  retail  giant,  launched  one  on 
May  25.  Even  more  ominous,  on  May 
13,  deep-pocketed  bt  announced  it  would 
provide  free  Net  access  Europewide 
through  Sega's  new  Dreamcast  games 
console.  "The  genie  is  definitely  out  of 
the  bottle,  and  consumer  Internet  ser- 
vices are  likely  to  all  go  free  in  Eu- 
rope," says  media  consultant  Michael  A. 
Chamberlain  at  Arthur  D.  Little  Inc. 
in  London. 

How  can  free  services  survive?  Un- 
like U.  S.  telephone  companies,  those  in 
Britain  and  many  other  nations  share 
then-  local-calling  revenues  with  the  dial- 
up  isps  that  give  them  business. 
Freeserve,  for  example,  can  make  mon- 
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It's  perfect! 
No  one  in  this  cab'm  has 
to  know  I  paid  Coach. 
No  one  at  the  office  has  to 
know  I  flew  First  Class. 


ConnectFirst  fares.  Move  up  to  First  Class  for  the  price  of  Coach 


Just  between  lis.  there's  no  better  deal  in  business  travel  than  ConnectFirst  from  Northwest  Airlines.  When  you 
pay  full-fare  Coach  on  qualifying  connecting  flights,  you  receive  an  automatic  upgrade  to  First  Class.  Plus, 
you  receive  1,000  WorldPerks ''  Bonus  Miles  roundtrip.  Think  of  it:  the  amenities  and  comfort  of  First  Class 
for  the  price  of  Coach.  And  if  you  are  traveling  to  Asia,  ask  about  our  new  ConnectFirst  AsiaSM  fares.  For 
reservations,  book  online  at  www.nwa.com,  call  your  travel  agent  or  call  Northwest  at  1-800-225-2525  and 
ask  for  a  ConnectFirst  fare.  Next  time,  fly  First  Class  for  the  price  of  Coach.  Hey,  what  they  don't  know 
back  at  the  office  won't  hurt  them. 


NORTHWEST 
AIRLINES 

ConnectFirst- 


1-800-225-2525  /  www.nwa.com 


Travel  in  First  Class  using  a  "UP*  or  "UPLINK  fare  is  valid  in  moot,  but  not  all.  domestic  markets.  First  Class  seating  is  as 
|pt  o<  regional  jet  flights  Reser  i  ihons  m  First  Class  are  required  "assenger  must  travel  in  First  Class  if  seats  are  availat 

limited  Some  restrictions  appl> 

©I9W  Northwest  Airlines,  Inc   Northwest  recydes  enough  paper  pn  ducts  m  one  year  to  save  over  6,874,000  gallons  of  wal 
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y  splitting  the  telecom  fees  with 
phone  carrier,  while  also  charging 
>mers  for  technical  help  and  sell- 
idvertising  space  on  its  Web  site, 
deed,  credit  high  European  phone 
for  giving  birth  to  the  free  ser- 
in the  Old  World,  phone  compa- 
-only  now  deregulating — still  charge 
uners  by  the  minute  for  local  calls, 
ad  of  a  U.  S.-style  flat  rate.  Metered 
lg  keeps  many  Europeans  from  ex- 
ng  cyberspace.  For  15  hours  a 
h  online  in  Germany,  it  costs  $53 
sp  and  phone  fees,  says  market  re- 
her  International  Data  Corp.  That 
■ares  with  all-you-can-eat  In- 
;t  usage  costs  of  $19.95  a  ^ 
h  in  the  U.  S.  on  top  of  an 
ige  monthly  $20  phone 
sction.  To  stoke  u^age,  free 
eliminated  consumers' 
access  charges,  leaving 
to  pay  only  their  phone  fees. 


ing  that  bet,  too.  British  Telecom  offers 
both  kinds  of  services.  Its  $18.80-a- 
month  subscription  service  BT  Internet 
comes  with  E-mail  and  the  ability  for 
subscribers  to  set  up  home  pages.  Its 
no-fee  Clickfree  offers  basic  Net  access. 
And  Virgin  Net  may  reintroduce  a  pay- 
for  service  along  with  its  free  one  to 
attract  all  types  of  users,  says  David 
Johnson,  the  company's  business-devel- 
opment director. 

ENCROACHING.  Natch,  not  everyone 
wants  aol's  extras.  "I'm  not  keen  on 
service  providers  [like  aol]  that  push  a 
lot  of  their  own  content,"  says  Neil 
Rumbold,  a  27-year-old  software 
developer  from  Slough  who  pays 
to  use  Britain's  Global  Inter- 
net as  his  isp.  Meanwhile,  the 
freebies  are  getting  fancier. 
Freeserve,  for  one,  is  bulking 
up  on  content,  such  as  personal- 
finance  and  local-entertainment 


t  everyone  wants  AOL's  extras.  Says  one 
tish  Net  user:  "I'm  not  keen  on  service 
ividers  that  push  a  lot  of  their  own  content" 


L  claims  that  per-minute  phone 
;es  are  its  real  enemy.  The  com- 
plans  to  fight  metered  phone-pric- 
n  the  regulatory  front.  It  has  filed 
laints  with  the  European  Commis- 
and  German  courts,  charging 
sche  Telekom  with  unfair  competi- 
So  far,  the  company  has  had  some 
ss.  Federal  telecom  regulators  have 
id  a  formal  inquiry  into  whether 
5che  Telekom  is  improperly  subsi- 
l  T-Online,  its  isp  service,  by  of- 
l  it  at  $2  an  hour,  including  the 
)f  the  call.  At  certain  times  of  the 
hat's  less  than  the  cost  of  a  regular 
i  call,  and  it  effectively  prices  T- 
e  below  even  free  services. 

APPEAL.  In  the  meantime,  aol 
ping  that  its  pricey,  content-rich 
ce  will  prevail  against  the  on- 
ht  of  free  plain-vanilla  Web  hook- 
rvices.  "Some  people  get  on  first 

and  some  fly  standby,"  says 
lan.  Indeed,  aol  user  Robert 
doe,  a  40-year-old  market  manag- 
•  business  services  company  Hays 

the  English  town  of  Iver,  likes 

snob  appeal.  "It's  the  difference 
ien  a  gentlemen's  club  and  a  pub- 
ir,"  he  says.  "You  can  roll  up  to 
mblic  bar  for  a  pint  of  beer,  but 

on't  get  the  newspapers  and  ser- 

you  get  in  a  club." 

\  maintains  that  premium  services 

urvive,  and  a  few  rivals  are  mak- 


sites.  Virgin  Net  has  doubled  its  budget 
for  content  development.  And  Liberty- 
Surf  is  going  for  the  same  tactic  in 
France.  Says  analyst  Nick  Gibson  of  in- 
vestment and  research  outfit  Durlacher, 
"While  no  one  has  a  general  content 
service  as  developed  as  aol,  the  free 
access  providers  will  start  encroaching 
on  AOL." 

This  has  some  E-commerce  mer- 
chants worried  that  their  costly  aol 
partnerships  won't  bring  in  the  new 
subscriber  growth  they're  counting  on. 
"If  they're  not  getting  new  people,  it's 
not  attractive  to  retailers,"  says  one 
aol  merchant  in  Britain,  aol  disagrees. 
Executives  insist  that  aol  will  remain 
attractive  to  its  core  group  of  sub- 
scribers— newbies  who  don't  want  to 
pay  for  customer  service. 

In  the  face  of  attack,  aol  likes  to  re- 
mind industry  observers  that  it  has 
been  presumed  dead  many  times.  Three 
years  ago,  when  U.  S.  isps  started 
charging  fiat-rate  unlimited  usage,  aol 
abandoned  its  per-hour  fees  and  joined 
in,  signing  up  a  rash  of  new  members. 
"I'd  never  write  them  off,"  says  mc  an- 
alyst James  Eibisch.  Still,  the  deft  mar- 
keter is  finding  how  hard  it  is  to  trans- 
fer that  old  U.  S.  magic  overseas. 

By  Catherine  Yang  in  Washington, 
Kerry  Capell  in  London,  Jack  Ewing  in 
Frankfurt,  and  Marsha  Johnston  in 
Paris 
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herever  you  are,  whenever  you 


eed  us,  the  Allianz  Group  is  always 


ere  for  you. 


To  us  risk  management  means  thinking  the  unthinkable 


prevent  risk  turning  into  loss.  As  one  of  the  world's  leading  insurers  our  financial  strength 
d  technical  expertise  combine  to  make  Allianz  Group  the  partner  you  can  trust  whenever 

d  wherever  you  need  us.  Allianz.  The  Power  Beside  You. 


ianz  Group.  Europe's  leading  global  insurer 
i  provider  of  financial  services. 


Allianz  (jfi) 


Silicon  Graphics  is  now 


That's  short  for  ervers,  supercomputers  and 
graphics  workstations  that  enable  breakthrough  insights. 

servers  may  not  be  what  you  know  us  for.  But  just  like  our  graphics  workstations,  SGP  serv 
have  a  proven  history  of  doing  things  other  computers  can't.  Right  now.  companies  around  the  world  are  using 
servers  to  solve  their  toughest  business  challenges — and  gaining  a  true  competitive  advantage.  From  develop 
new  products  faster,  to  mining  massive  databases  for  hidden  new  business  opportunities,  or  sending  vi 
streaming  simultaneously  to  thousands  via  the  Internet.  So  no  matter  how  formidable  your  task,  SGI  servers 
deliver  the  performance,  scalability  and  reliability  you  need  to  take  it  on.  What's  more,  our  partnerships  w 
premiere  software  companies  mean  fully  integrated  solutions  that  enable  you  to  leverage  your  company's  assets 
and  fundamentally  change  the  way  you  do  business.  Add  in  SGI  Global  Services  and  you  know  you  have  a  ser 
solution  you  can  count  on.  To  learn  more,  visit  us  on  the  Web.  Because  no  matter  what  challenge  you're  facing, 
solution  is  always  in  sight. 


www.sgi.com 
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The  solution  is  in 


sight 


orts  Business 


COMMENTARY 


By  Ronald  Grover 


SUPERSTARS  COULD  MAKE  SUPER  OWNERS 


In  the  field,  he  was  known 
for  his  last-minute  miracles. 
Now,  former  Denver  Bron- 
s  quarterback  John  Elway, 
lose  exploits  include  47  late- 
vine  rallies  in  a  16-year  career, 
uld  be  the  llth-hour  play- 
aker  who  decides  which  of  two 
mpeting  camps  wins  a  Nation- 
Football  League  franchise  in 
>s  Angeles.  In  fact,  both  sides 
e  so  eager  for  the  superstar's 
al  of  approval  that  they  might 
;  him  become  part-owner, 
/hat's  wrong  with  that?"  asks 
ent  David  Falk.  "Who  knows 
tter  about  how  to  run  a  pro- 
ssional  franchise  than  a  former 
ofessional  player?" 
Well,  that's  an  arguable  point, 
tt  after  guiding  teams  to  victo- 
plenty  of  top-tier  players  no 
ubt  figure  that  running  a  busi- 
ss  can't  be  all  that  different: 
irporations  win  by  strategic 
ins  that  are  simply  a  version 
the  playbook  many  athletes 
nnorized.  And  today,  with  even 
lrneyman  jocks  commanding 
iltimillion-dollar  contracts,  big- 
me  athletes  have  the  means  to 
ty  in  the  game  of  sports  own- 
ship.  Just  weeks  before  Elway 
pped  up  on  the  L.  A.  scene,  Michael 
'dan  offered  $165  million  to  buy  the 
bbly  Charlotte  Hornets  of  the  Na- 
nal  Basketball  Assn.  Like  Elway, 
'dan  wanted  not  only  to  own  the 
im  but  also  to  run  it. 
AM  DREAMS.  Former  Los  Angeles 
kers  basketball  star  Earvin  "Mag- 
Johnson,  who  has  built  a  $70  mil- 
n-a-year  business  that  includes  a 
;ater  chain  backed  by  Sony  Corp., 
icert  promotions,  and  real  estate 
itures,  dreams  of  owning  a  team, 
i.  Magic,  who  already  has  a  5% 
ke  in  the  Los  Angeles  Lakers,  told 

commentator  Roy  Firestone  on 
iy  22  that  he  has  asked  principal 
im  owner  Jerry  Buss  to  put  him  at 
s  top  of  the  list  if  Buss  ever  de- 
es to  sell. 

lohn  Elway's  story  is  similar.  Two 
irs  back,  he  sold  a  small  chain  of 
'  dealerships  that  bear  his  name  for 
!.5  million  to  the  auto  empire  creat- 
by  Miami  billionaire  H.  Wayne 


ELWAY:  His  expertise  would  be  invaluable 


Huizenga,  now  called  Auto  Nation 
USA.  But  what  Elway  really  wants  is 
an  NFL  franchise.  His  first  choice  was 
the  Broncos.  But,  Bronco  owner  Pat 
Bowlen  said  recently,  "unless  I  get  hit 
by  a  bus,  the  job  that  John  wants  is 
taken." 

In  fact,  there's  no  evidence  that 
owners  feel  any  more  or  less  moved 
to  sell  out  when  a  superstar  wants 
the  franchise  than  they  would  if  Joe 
Nobody  was  waving  money  at  them. 
Jordan's  offer  to  buy  the  Hornets  was 
rejected  by  Charlotte  owner  George 
Shinn,  while  Buss  politely  told  Magic 
the  same  thing.  In  1997,  former  De- 
troit Pistons  great  Isiah  Thomas  sold 
his  9%  stake  in  the  nba's  Toronto 
Raptors  when  the  team  owners  re- 
fused his  bid  to  buy  the  entire  club. 
At  the  time,  Thomas  was  the  general 
manager  but  had  been  slowly  frozen 
out  of  key  decisions. 

In  truth,  the  two  competing 
groups  seeking  to  win  the  nfl  fran- 


chise for  L.  A.  aren't  cozying  up 
to  Elway  because  they  value  his 
football  expertise  or  his  potential 
as  an  investor.  The  group  assem- 
bled by  Hollywood  talent  manag- 
er and  former  Walt  Disney  Pres- 
ident Mike  Ovitz  includes  Tom 
Hanks,  Kevin  Costner,  Magic, 
and  Shaquille  O'Neal.  The  group 
allied  with  Eli  Broad,  former 
chairman  of  homebuilder  Kauf- 
man &  Broad  Home  Corp.  and 
more  recently  chairman  of  life 
insurer  SunAmerica  Inc.,  in- 
cludes local  businessmen  and 
real  estate  developers.  In  fact, 
the  two  sides  may  join  forces. 
What  they  want  from  Elway, 
who  grew  up  near  L.  A.,  is  juice 
with  potential  investors  and  the 
nfl,  which  will  make  a  final  de- 
cision in  September. 

"We  haven't  yet  determined 
what  John's  role  might  be,"  said 
Broad  a  few  days  after  meeting 
with  Elway  and  his  wife,  Janet. 
Broad  figures  Elway  would  prob- 
ably become  president  of  the 
team  and  would  likely  take  a 
10%  stake  in  the  franchise, 
which  Broad  estimates  would  be 
valued  at  somewhere  north  of 
$400  million. 
That's  fine,  but  as  big-name  players 
like  Elway  and  Jordan  retire,  leagues 
should  make  an  extra  effort  to  let 
them  in  to  the  ownership  ranks — and 
not  just  as  token  partners.  Their  ex- 
pertise would  be  invaluable  on  deci- 
sions relating  to  how  a  game  is  con- 
ducted— the  instant  replay  issue  in 
football  is  one.  Their  goodwill  might 
help  in  bargaining.  And  isn't  it  time 
that  the  NBA,  for  example,  had  an 
African-American  team  owner? 

Besides  all  that,  the  marquee  value 
and  the  bonds  of  affection  that  these 
athletes  have  with  fans  could  only 
help  build  support  for  the  leagues. 
The  heroes  of  the  playing  field  or 
arena  know  how  to  connect  with  the 
folks  in  the  stands.  George  Shinn  may 
be  a  great  guy,  but  think  what  having 
His  Airness  in  charge  could  do  for  the 
Hornets. 

Bureau  Chief  Grover  covers  sports 
and  entertainment  from  Los  Angeles. 
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Indiana  has  been  home  to 
some  of  America's  greatest  sports  teams  for 
more  than  a  century.  Maybe  it's  because 
Hoosiers  are  naturally  competitive.  Or  maybe 
it's  because  the  local  fans  are  so  supportive. 
Whatever  the  reason,  teamwork  is  one  of  the 


^o(a  Motor  Manu/ac,^ 


'"diana.  USA 

qualities  that  has  made  their  state  great.  And 
it's  definitely  one  of  the  reasons  Indiana  was 
chosen  as  the  site  of  Toyota's  major  new  U.S. 
vehicle  manufacturing  plant. 

By  the  time  it's  fully  opera- 
tional, Toyota  Motor  Manufacturing,  Indiana 
will  have  the  capacity  to  produce  150.000 
vehicles  per  year.  The  2.300  new  jobs  created 
here  will  raise  Toyota's  direct  U.S.  employ- 
ment to  nearly  27,000.  Now  that's  what  we 
call  an  expansion  team. 

As  a  company  which  does 
business  in  the  global  marketplace,  Toyota 
recognizes  the  need  to  invest  in  local  design, 
research  and  manufacturing,  to  ensure  that  the 
products  we  sell  answer  the  special  needs 
and  standards  of  all  of  our  drivers.  That's  why, 
in  25  countries  around  the  world,  Toyota  vehi- 
cles are  being  manufactured  by  the  same 
people  who  drive  them  -  local  people. 

Sure,  it  makes  good  busi- 
ness sense  for  Toyota.  But  it  also  builds  growth 
and  competitiveness  in  the  communities  where 
we  do  business.  That's  what  team  spirit  means 
to  Toyota.  It's  how  we  play  the  game. 

TOYOTA  People  Drive  Us 


An  old 
strategy 

in  a 
new  guise 


Value  Investing 
Is  Back-With  a  Twist 

In  mid-1999,  growth  is  no  longer  the  only  game  in  town 


Not  even  the  most  bullish  investor  can 
rest  easy  these  days.  After  passing 
the  11,000  mark,  the  Dow  Jones  in- 
dustrial average  has  retreated,  seem- 
ingly unable  to  muster  the  energy 
to  scale  new  peaks — and  highly  sus- 
ceptible to  sudden  sell-offs.  Bad  news 
is  no  longer  shrugged  off  with  aplomb.  And 
many  threats  to  steady  gains  loom  large:  rising 
interest  rates,  inflationary  pressures,  and  crazy 
Internet  stock  prices. 

No  question,  caution  signs  are  flashing.  But 


that's  no  reason  to  turn  tail  and  hoard 
Wise  investors  should  look  for  value.  That  | 
sound  at  once  obvious  and  a  tad  old-fashic 
After  all,  value  investors — those  down-to- 
tacks  types  who  follow  time-honored  rules  fcj 
vesting  in  companies  with  hard  assets  and 
stocks — haven't  done  especially  well  in  the  | 
Meantime,  their  growth-oriented  brethren 
been  taken  on  a  spectacular  ride  as  ever-r 
profits  catapult  high-tech  companies  forwi 
But  value  investing — updated  for  the 
Economy — may  once  again  offer  investors 
returns,  and  in  this  Midyear 

ment  Outlook,  BUSI 
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the  tools  to  identify  and  search  out  value. 

|  check  out  how  to  define  value  investing. 

E  think  it  means  just  applying  the  sharp-pen- 
analysis  of  Benjamin  Graham  to  identify 

using  but  stodgy  underperformers.  The  new 
analysis  gets  beyond  the  glitz  of  New 

lomy  stocks  with  sky-high  price-earnings 

s.  It  shows  some  of  these  stocks  to  be  un- 

>able  brands  with  huge  market  penetration 

ample  cash  flow, 

ilue — and  plenty 

(page  128). 

vestors  can  also 

,o  lock  in  value 

nearthing  some 

e  small  and  mid- 
stocks  whose 

ngs  potential  is 

and  not  yet  fully  recognized  (page  138). 
for  the  first  time  in  several  years,  investors 
eat  the  large-cap  funds  by  funneling  money 
nid-cap,  emerging-market,  and  other  mutu- 
nds  (page  154),  even  though  their  recent 
rmance  might  not  be  sustained. 
I  LIGHTS.  There  will  be  many  ways  to  prof- 
the  millennium  approaches.  While  Inter- 
locks are  already  well  off  their  highs,  earn- 
in  the  broader  tech 
i  r  are  expected 
big 


Investors  who  trolled  for  cheap 
stocks  in  solid  companies  haven't 
done  too  well  in  the  1990s 


gains  next  year,  which  should  bolster  prices 
(page  142).  The  waterehed  event  itself  may  prove 
a  wild  card  for  the  markets:  The  pace  of  Y2K 
compliance  varies  widely  among  companies,  and 
many  are  considered  poorly  prepared  and  have 
taken  a  drubbing.  Now  may  be  the  time  to  troll 
for  cheap  buys  among  such  stocks  (page  144). 
Among  the  possible  picks:  financial  companies, 
which  are  still  readying  themselves  for  the  21st 
century  by  becoming 
Y2K-compliant. 

The  economic  out- 
look, both  in  the  U.  S. 
and  overseas,  will,  as 
always,  figure  heavily 
in  how  stocks,  bonds, 
and  other  invest- 
ments do — but  there 
may  be  a  few  surprises  for  markets  that  have 
gotten  used  to  the  domination  of  a  strong,  low-in- 
flation U.  S.  economy.  Indeed,  the  markets  have 
taken  this  for  granted  for  some  time:  Buoyed  by 
productivity  gains,  the  U.  S.  was  a  bulwark  for 
investors  when  economic  turmoil  rocked  Asian 
countries,  Russia,  and  Brazil  in  1998.  Now  in- 
vestors may  have  to  adjust  their  assumptions. 
Some  Asian  markets  are  recovering,  there  are  a 
few  bright  lights  in  Latin  America,  and  a  num- 
ber of  European  companies  are  revving  up 
by  restructuring  (page  150). 

In  the  U.  S.,  meanwhile,  the 
April  inflation  data  sent  a 
chill  through  the  markets, 
prompting  the  Federal  Re- 
serve to  change  its  oper- 
ating    bias  toward 
tightness.  The  stock 
market,   of  course, 
hates  higher  rates, 
and  the  bull  market 
in  the  U.S.  Trea- 
suries is  probably 
over.  But  rate  pres- 
sures   should  be 
modest.  Chances  are 
that  the  long  bond 
will  trade  in  a  narrow 
range,    so  investors 
should  look  to  riskier 
high-yield  and  emerg- 
ing-market debt  to  win 
good  returns  (page  158). 
For  now,  real  estate  in- 
vestment trust  (REIT)  prices 
are  rising,  but  it's  unclear 
whether  that  will  continue 
(page  162).  And  business 
week  is  also  helping  in- 
vestors keep  tabs  on  what 
short-sellers  are  up  to  (page 
146).  In  the  search  for  value, 
eveiy  bit  of  information  helps. 
It  may  take  patience,  clear- 
headedness, and  hard  work, 
but  there's  value  out  there  in 
many  forms,  and  savvy  in- 
vestors will  ferret  it  out. 

By  Karen  Pennar 
in  New  York 
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Redefining  Value 


Value  Investors 
Learn  New  Tricks 

How  they're  adapting  to  the  New  Economy 
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For  years,  two  gi  at  armies  of  in 
vestors  have  done  battle  on  Wall 
Street.  In  one  camp  stand  the 
growth  investors,  willing  to  pay 
dearly  for  companies  that  they 
believe  can  generate  big  profits  for 
years  to  come.  In  the  other  camp  are 
the  value  investors.  They're  leery  of 
the  rosy  forecasts.  They'll  buy  only  into 
companies  with  real  assets  and  solid 
earnings  in  the  here  and  now — and  at 
bargain  prices. 

For  nearly  a  quarter-century,  the  value  V 
investors  have  been  winning  (chart,  page  ^ 
132).  Since  1975,  the  average  annual  return 
for  value  came  to  17.6f/< ,  compared  with  16.2% 
for  growth  investing.  But  in  the  1990s,  the 
trend  shifted,  and  since  1995,  growth  has  beaten 
value  hands  down,  32%  to  25.4%. 

The  conventional  explanation  for  value's  re- 
cent poor  showing  is  that  the  payoffs  from  these 
two  investment  disciplines  move  in  cycles  as  in- 
vestor sentiment  shifts: 
Some  years,  value  does 
better;    some  years, 
growth.  The  recent  cy- 
cle is  atypical,  goes  the 
thinking,  and  may  well 
have  ended  in  April, 
when  investors  moved 
from    the  glamorous 
growth  stocks  and  into  long-neglected,  grittier 
value  companies. 

But  there  may  be  a  more  profound  reason  for 
value's  underperformance,  one  that  has  nothing  to 
do  with  cycles  in  sentiment.  What  has  changed  is 
the  economy.  It  is  no  longer  driven  by  manufac- 
turing and  smokestack  industries,  but  by  rapid-fire 
innovations  in  technology  and  services.  In  this 
sort  of  economy,  big  winners  are  not  metal- 
benders,  such  as  General  Motors  Corp.,  but  those 
that  can  manipulate  bits  and  bytes,  like  Microsoft 
Corp.  The  traditional  measures  that  value  in- 
vestors use  to  pick  the  stars  on  the  investment 
horizon,  such  as  low  price-earnings  or  low  price- 
to-book  value  ratios,  give  the  wrong  answers. 

In  response,  a  new  method  of  value  investing 
is  emerging.  As  yet,  it  is  more  a  framework  than 
a  set  of  codified  rules.  It  tries  to  come  to  grips 
with  the  New  Economy's  growth  engines,  such  as 


Traditional  measures, 


TRY  AGAIN 


such  as  low  p-e  ratios  or  low  price-to-book 
value  ratios,  give  the  wrong  answers 


America  Online,  Amazon.com,  and  Mk 
The  new  value  investing  relies  more  ( 
casting — long  a  taboo  for  value  investor 
jamin  Graham  and  David  L.  Dodd,  who  lai 
the  principles  of  value  investing  in  the 
frowned  on  earnings  forecasts  because  tin 
too  speculative.  The  new  value  investin 
more  to  another  author  of  the  same  era,  ec 
John  Bvur  Williams.  Williams'  Theory  of 
ment  Value  taught  that  an  investment  wa 
the  present  value  of  its  future  cash  flows 
course,  had  to  be  estimated.  "People  ha^ 
using  static  methods  to  think  about  a  c 
world,"  says  Michael  J.  Mauboussin,  an  inv 
strategist  at  Credit  Suisse  First  Boston.  "I 
dei'  value  investing  hasn't  worked  well. 

In  New  Economy  companies,  says  Man 
"the  business  model  is  entirely  differei 
what  [value  investors]  are  used  to  look 


Compared  with  a  bricks-and- 
mortar  retailer,  say,  a  New  Econo- 
my retailer  such  as  Amazon.com  makes 
linuscule  capital  expenditures.  Even  more 
icant,  he  says,  Amazon  collects  revenues 
ately  when  customers  charge  their  pur- 
but  it  doesn't  have  to  pay  suppliers  for  50 
n  effect,  it  is  the  suppliers,  not  the  share- 
,  that  are  funding  the  company's  growth, 
e  balance  sheet — the  working  capital  ac- 
-not  the  income  statement,  that  gener- 
e  mountains  of  cash,"  says  Mauboussin. 
mputer  Corp.  is  also  cash-rich:  By  building 
order,  the  company  collects  immediately, 
inventory  cost,  and  waits  to  pay  suppliers. 
IOT.  Of  course,  value  investors  have  al- 
oked  at  the  balance  sheet — but  more  as  a 
)t  than  as  a  motion  picture.  They  tried 
ing  the  tangible  assets — and  a  value  stock 
3  that  was  cheap  relative  to  those  assets, 
mlt?  "Value  investors  have  ended  up  in 
basset  businesses,  mainly  manufacturing 
oiral-resource  companies,"  says  William 
?r  III,  portfolio  manager  at  the  $11.3  bil- 
?g  Mason  Value  Trust,  one  of  the  few  di- 
i  mutual  funds  to  beat  the  Standard  & 
>00-stock  index  over  the  past  five  years, 
ose  companies  are  an  ever-smaller  part  of 
lomy  and  the  market.  If  you  limit  yourself 
y,  you're  going  to  miss  opportunities." 
r  found  his  two  most  successful  invest- 
America  Online  Inc.  and  Dell,  much  the 
iny  value  investors  first  find  theirs — in 


FORWARD  SPIN 


Instead  of  identifying 
tangible  assets,  investors  now  must 
scrutinize  companies'  balance  sheets 


the  aftermath  of  bad  news  or  a  disappointing 
profit  report.  But  these  were  tech  companies, 
and  most  value  investors  shun  the  sector.  Product 
cycles  are  short,  business  risk  is  high,  and  the 
companies  rarely  look  cheap  even  when  they're 
beaten  up.  But  Miller  recognized  the  companies' 
potential  to  generate  cash  if  they  could  solve 
their  short-term  problems.  To  come  up  with  an 
idea  of  a  company's  worth,  Miller  estimates  future 
cash  flows  and  discounts  them  back  to  the  pre- 
sent. For  a  rapidly  growing  company  such  as 
aol,  he  gives  himself  some  wiggle  room  by  using 
a  high  discount  rate — 30%.  That's  about  three 
times  what  he  uses  on  ibm,  and  provides  the 
margin  of  safety  that  is  a  critical  part  of  the  val- 
ue discipline.  Adjusted  for  splits,  his  cost  for  aol 
is  $3  a  share,  and  for  Dell,  $1.  The  stocks  now 
trade  at  119  and  34%s,  respectively. 

Miller  doesn't  have  any  illusions  that  aol  is 
cheap.  By  his  own  estimate,  the  stock  is  worth  80 
at  best.  So  why  is  he  holding  it?  Indeed,  aol  is 
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HP  Vectra8  PCs  and  Windows  NT*  Workstation 
The  reliable  choice  for  business 


You  count  on  your  computer  to  work  as  hard  as  you  do  - 
so  count  on  the  HP  Vectra  running  Windows  NT 
Workstation  -  the  most  reliable  Windows  operating 
system  available.*  Built  for  businesses  like  yours, 
HP  Vectras  are  specially  designed  to  maximize  the 
reliability  and  performance  of  Windows  NT.  So  make 
sure  your  next  HP  Vectra  has  Windows  NT  Workstation 
preinstalled  -  that  way  you  can  improve  productivity 
-  and  get  the  break  you  deserve. 
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www.hp.com/windows2000/desktop 


Vectra  Corporate  PCs:  Intel®  Celeron™  processor  366  MHz  up  to  Pentium®  III  processor  500  MHz  /  Microsoft®  Windows  NT  Workstation  4.0  /  64  MB  RAM  /  Up  to  13.5  GB  HD  /  Up  to  Matrox®  MGA-G200 
'graphics  /  HP  TopTools  management  software  /  Starting  at  $9411. 


e  you  buy  a  Windows  2000-Ready  PC  Ready  with  Windows  NT  Workstation,  ready  with  300  MHz  or  more.'ready  w.lh  64  MB  RAM  or  more  For  more  infon 
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Redefining  Value 


An  "outside-of-the-box"  concept: 
Microsoft,  one  of  the  bull  market's 
top  growth  performers,  is  really  a  value  stock 


12%  of  the  fund,  his  largest  holding.  "There's 
still  a  high  probability  that  AOL  will  outperform 
the  market  over  the  next  5  to  10  years,"  says 
Miller.  "So  why  should  I  sell  now  and  force  my 
shareholders  to  pay  a  lot  of  capital-gains  taxes?" 

Miller's  huge  success  has  not  been  lost  on  val- 
ue-fund managers,  whose  business  has  slowed 
to  a  trickle  as  growth  investing  carries  the  day. 
Edward  Keon,  director  of  quantitative  analysis  at 
Prudential  Securities  Inc.,  says  that  now,  at 
least,  managers  will  listen  to  some  "outside-the- 
box  thinking."  And  what  Keon  is  telling  them  is 


but  are  forecast  to  grow  15%  a  year  durin  t 
next  five.  So  Microsoft's  p-e  is  2.2  times  itsfes 
mated  earnings  growth  rate,  while  the  I: 
cash-adjusted  500  p-e  is  2.8  times  the  forecjt 
earnings  growth  rate.  To  Keon,  all  this  np 
Microsoft  is  cheaper  than  the  average  comja 
which  makes  it,  well,  a  value  stock. 

While  most  old-line  value  investors  vtaj 
rather  fold  their  tents  than  welcome  Micro 
into  their  camp,  they  do  acknowledge  thatfc 
models  need  tinkering.  For  instance,  th« 
idea — that  the  cheaper  the  stock,  measure  i 
p-e  or  price-to-book,  the  better  the  investmit 
makes  little  sense  today.  Robert  G.  Morris,  jb 
investment  officer  at  Lord,  Abbett  &  Co.,1 
most  really  cheap  stocks  are  cheap  for  goocf* 
son,  and  buying  a  raft  of  them  is  no  wM 
make  money.  Instead,  value  investors  ma>)b 
slightly  pricier  stocks  that  have  better  maife 
ment  or  growth  prospects. 

Many  value  investors  are  taking  heart  K 
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heretical  to  all  they  know.  He  argues  that  Mi- 
crosoft, one  of  the  bull  market's  greatest  growth 
performers,  is  really  a  value  stock. 

A  value  stock?  First,  says  Keon,  examine  the 
quality  of  earnings.  About  67%  of  Microsoft's  prof- 
its come  from  sales  that  are  booked  in  the  same 
quarter,  vs.  38.9%  for  the  median  company  in  the 
s&P.  It's  almost  as  if  two-thirds  of  the  profits 
come  in  cold  cash.  "With  receivables,  there's  al- 
ways a  risk  you  may  not  get  paid,"  says  Keon. 
narrower  GAP.  To  put  the  average  s&p  compa- 
ny on  the  same  footing  as  Microsoft,  Keon  ad- 
justs the  total  s&p  earnings  for  the  cash  factor. 
This  adjustment  lowers  forecasted  earnings  from 
$54  to  about  $31,  according  to  Keon.  That  raises 
the  s&p's  p-e  to  nearly  42  from  24.  In  that  light, 
Microsoft,  with  a  52  p-e,  is  not  that  much  more 
expensive  than  the  average  stock.  "The  real  gap 
between  Microsoft's  valuation  and  the  market's 
valuation  may  not  be  as  wide  as  the  raw  num- 
bers indicate,"  says  Keon. 

Keon  also  looks  at  the  growth  rate  of  earn- 
ings. Microsoft  profits  grew  at  about  40%  a  year 
during  the  past  five  years,  and  Keon  says  the 
Street  now  expects  24%-per-year  gains  for  the 
ext  five,  s&p  500  earnings,  on  the  other  hand, 
grew  at  a  10%  rate  over  the  past  five  years, 


the  resurgence  of  value  stocks  over  the 
two  months,  pointing  to  it  as  a  validatic 
their  tradition.  Says  Roger  DeBard,  managin 
rector  at  Hotchkis  &  Wiley,  an  institutions 
vestment  firm:  "Value  investing  as  we  know 
still  a  viable  premise."  Indeed,  many  on 
Street  argue  that  value  stocks  offer  the 
moneymaking  opportunities  for  the  remai 
of  the  year  (page  138). 

Perhaps.  But  the  current  rally  could  als 
the  last  hurrah  for  old-style  value  inves 
Such  investing  produces  its  best  results 
traditional  business  cycle.  Value  stocks  typi 
make  most  of  their  gains  from  the  bottom 
recession  to  the  top  of  the  expansion  as  th( 
ing  economic  tide  lifts  revenues  and  pr< 
Growth  stocks — those  with  more  reliable  ( 
ings  streams — then  outperform  value  stocl 
the  down  phase  of  the  business  cycle.  In  a 
od  of  declining  profits,  the  market  prizes 
companies  whose  earnings  can  continue  to  g 
But  now,  thanks  to  technology,  globalization 
a  savvier  monetary  policy,  the  business  i 
has  been  dampened  and  elongated.  From  19- 
1991,  the  U.S.  economy  went  through  nim 
cessions.  The  current  expansion  is  eight  y 
old,  with  no  recession  in  sight.  With  fewei 
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Hitch  your  wagon  to  a  star. 

-Ralph  Waldo  Emerson 


Of  all  the  stars  that  shine,  how  do  you  know  which  shines  the  brightest  ''  Who  to  trust 
with  your  future?  For  over  70  years,  our  business  has  been  helping  people  live 
a  better  life.  We're  American  General  Financial  Group.  50,000  men  and  women. 
Over  $100  billion  in  assets.  Helping  more  than  12  million  people  live  the  life 
they've  imagined,  with  retirement  services,  life  insurance,  and  consumer  loans. 
American  General.  Our  star  has  never  shined  brighter. 

Live  the  life  you've  imagined. 


American 

General 

Financial  Group 


9  American  General  Corporation,  www  agfg  com  or  1(800)  AGC-1111 


BusinessWeek  Investor 


Redefining  Value 


The  Heroes  of  Value  Investing 


BENJAMIN  GRAHAM 

Author,  teacher,  inves- 
tor. Regarded  as  the 
father  of  value  inves- 
ting. Influenced  gen- 
erations of  investors. 


DAVID  DODD 

Graham's  collaborator 
on  Security  Analysis, 
the  bible  of  value 
investing.  Also,  a  fel- 
low Columbia  prof. 


JOHN  BURR 
WILLIAMS 

Some  value 
investors  prefer  this 
economist's  work  to 
Graham  &  Dodd's. 


cessions,  there  are  fewer  opportunities  for  the 
typical  value  stocks  to  shine. 

Low  inflation  also  works  against  value  invest- 
ing. "A  strong  economy  used  to  give  companies 
pricing  power,  and  that's  what  drove  their  prof- 
its," says  Richard  Bernstein,  chief  quantitative 
analyst  at  Merrill  Lynch  &  Co.  For  several 
years,  however,  while  the  economy  has  been 
strong,  companies  have  been  unable  to  raise 
prices.  Indeed,  in  diagnosing  several  years  of 
weak  performance  at  Lindner  Funds,  the  new 
chief  operating  officer,  Mark  Finn,  realized  the  in- 
vestment selection  process  there  favored  stocks 
that  performed  best  under  higher-than-expected 
inflation.  Yet  inflation  was  coming  in  well  below 


The  new  style  marries  forward-looking 
analysis  with  rigid  attention 
to  the  margin  of  safety 
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expectations.  The  solution:  He  modified  the 
process  to  lessen  its  sensitivity  to  inflation. 

Will  value  investors  change  their  ways?  Don't 
expect  anything  radical,  as  they  are  by  nature  a 
cautious  bunch.  But  value  investing  has  evolved 
quite  a  bit  from  the  1930s,  when  Graham  and 
Dodd  first  wrote  theu*  seminal  work,  Security 
Analysis.  When  balance-sheet  bargains  dried  up, 
value  investors  turned  to  corporate  income  state- 
ments, looking  for  stocks  selling  cheap  relative 
to  earnings. 

Value  investor's  such  as  Mario  J.  Gabelli  took  a 
more  holistic  look  at  companies,  valuing  them 
for  the  cash  they  generated,  rather  than  their  as- 
sets or  earnings.  That  approach  allowed  investors 
to  derive  a  "private  market  value" — supposedly 
what  a  knowledgeable  investor  would  pay  for 
the  entire  company.  That  was  the  basis  of  the 
1980s  leveraged-buyout  boom.  Dealmakers  bor- 
rowed heavily  to  buy  these  companies  and  then 
used  the  company's  cash  to  pay  down  the  debt. 


WARREN  BUFFETT 

Building  on 
Graham's  principles, 
he  became  one  of 
America's  successful 
investors. 


WILLIAM  MILLER 

Portfolio  manager  o 
Legg  Mason  Value 
Trust  blazes  new  patl 
in  value  investing  an 
earns  big  returns. 


Warren  E.  Buffett,  a  student  of  Graham's  at 
lumbia  Business  School  and  later  an  employ* 
Graham's  investment  firm,  pushed  the  env* 
even  further.  Sure,  he  looked  for  value  in  the 
ditional  ways — and  made  some  great  investn 
along  the  way,  like  buying  stakes  in  the  ins 
geico  and  the  Washington  Post  Co.  for  pean 
PRINCELY  PRICES.  But  Buffett  stunned  the  S 
a  decade  ago,  when  his  Berkshire  Hatha 
Inc.  took  a  $1.3  billion  stake  in  Coca-Cola  Co 
a  $600  million  stake  in  Gillette  Co.  Neither  v 
traditional  value  stock,  and  the  prices  he 
looked  princely — then-  p-e  ratios  were  twice 
of  the  average  stock  at  the  time.  But  he  can 
these  investments  from  a  different  vantage  \ 
He  reasoned  that  the  two  were  unassai 
global  franchises,  then  an  undervalued  attri 
in  the  market.  Buffett's  bet  paid  off  handsoi 
Both  investments  are  up  about  tenfold. 

Bruce  C.  N.  Greenwald,  a  professor  of  fir 
and  asset  management  at  Columbia,  says 
"franchise  value"  advanced  by  Buffett  vv 
well  in  a  value  framework.  "Any  service  co 
ny  with  a  great  franchise,  such  as  Wal-J 
[Stores  Inc.],  can  be  a  lot  less  volatile  til 
manufacturing  company,"  he  says.  The  pointl 
value  investors  now  have  to  make  forecl 
they  should  at  least  be  dealing  with  steady-I] 
companies.  Greenwald  adds:  "I  don't  believe 
buying  hopes  and  dreams  is  value  investin 

Graham  and  Dodd  are  no  longer  around 
Legg  Mason's  Miller  doesn't  believe  Ben  Gr 
would  disapprove  of  the  new  value  inve 
one  that  marries  more  forward-looking  an; 
with  Graham's  rigid  attention  to  the  marj 
safety.  "Graham's  philosophy  was  born  of  h 
periences  with  the  stock  market  crash  an 
Depression,  and  he  brought  new  analytical 
ods  to  bear  on  the  investment  problems  c 
day,"  says  Miller. 

The  new  value  investing  is  a  response  t 
upheaval  that's  taking  place  in  the  ecoi 
An  investor  can  no  longer  value  the  oppoi 
ties  of  the  New  Economy  with  only  Old 
omv  methods. 
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Microsoft  Internet  Explorer  5  is  here.  And  it  helps  you  do  stuff  faster 
on  the  Internet  because  it's  faster  and  it  lets  you  be  faster.  Windows- 
with  Internet  Explorer  5  renders  pages  up  to  60%  faster  than  Netscape 
Navigator  4.5:  And  thanks  to  IntelliSense-  technology,  it  makes  you 
faster  by  reducing  the  number  of  key  strokes  needed  to  get  stuff  done. 
For  example,  Internet  Explorer  5  corrects  misspelled  Web  addresses  and 
even  automatically  fills  in  forms  for  you.  Downloading  Internet  Explorer  5 
is  fast,  simple,  and  freer  Download  it  now  and  do  stuff  faster. 
www.microsoft.com/windows/ie 


Where  do  you  want  to  go  today? 

Microsoft 


March  1999.  On  a  LAN  connection.  Internet  Explorer  5  was  on  average  20%  faster  than  Netscape  Navigator  4.5  and  as  much  as  60%  faster  on  certain  sites. 
*  time  charges  may  apply.  ©1999  Microsoft  Corporation,  All  rights  reserved.  Microsoft.  IntelliSense.  Windows  and  Where  do  you  want  to  go  today0  are  either 
trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 
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Commentary 


WHY  THE  U.S.  WILL  KEEP  ON  SOARING 


BY  JAMES  C.  COOPER 


Last  September,  just  after  the  Dow  had 
shed  about  2,000  points.  Federal  Reserve 
Chairman  Alan  Greenspan  said — twice — 
that  the  U.  S.  economy  likely  couldn't  re- 
main an  "oasis  of  prosperity"  in  such  a 
troubled  global  economy.  Forecasters  were  im- 
pressed, especially  as  the  Fed  began  a  series 
of  interest-rate  cuts  aimed  at  warding  off  a 
possible  U.  S.  recession.  Economists  issued 
some  of  the  most  dreary  forecasts  in  years,  on 
average  predicting  only  1.9%  growth  for  1999. 

Boy.  were  they  wrong.  The  U.  S.  not  only  re- 
mains an  oasis,  it  is  thriving.  Even  as  many 
prognosticators 
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put  out  their  grim  outlooks,  the  economy  was 
surging  6%  in  the  final  quarter  of  1998,  and  it 
grew  4.1%  in  the  first  quarter  of  1999.  Recent 
strength  in  domestic  demand,  especially  by  con- 
sumers, is  unprecedented  tliis  late  in  a  business 
cycle.  Economists  now  expect  fourth-quarter  to 
fourth-quarter  growth  of  3.3%  in  1999,  according 
to  a  survey  by  Blue  Chip  Economic  Indicators. 

Why  is  demand  so  resilient,  and  likely  to  re- 
main so?  The  strongest  labor  market  in  a  gener- 
ation heads  the  list  of  reasons,  plus  a  strong 
stock  market  and  relatively  low  interest  rates. 
But  the  real  glue  holding  this  splendid  economic 
structure  together  is  inflation's  decline  to  the 
closest  thing  to  price  stability  since  the  1960s. 
And  to  a  great  extent,  the  outlook  for  the  econ- 
omy boils  down  to  the  outlook  for  inflation. 

Despite  the  recent  uptick  in  consumer  prices 
and  interest-rate  jitters  in  the  markets,  the 
outlook  for  inflation  is  buoyed  by  powerful 


anti-inflation  forces.  First,  investment  in  n 
technologies  is  lifting  productivity  and  cur 
unit-labor  costs.  Second,  any  global  recove: 
will  be  too  slow  to  absorb  a  worldwide  cap 
ty  glut  quickly,  and  lots  of  U.  S.  capacity  r< 
mains  idle.  Third,  growth  and  interest-rate 
ferentials  between  the  U.  S.  and  other  nati 
will  support  a  strong  dollar  and  hold  down 
port  prices.  Plus,  past  deregulation  in  tran: 
portation,  finance,  telecom,  and  other  indus 
is  boosting  U.  S.  competition,  and  both  moi 
tary  and  fiscal  policy  are  anti-inflationary. 
STOCK  EFFECT.  As  a  result,  Blue  Chip's  ec 
mists  see  consumer  inflation  rising  to  2.1% 
from  1.5%  in  '98 — but  that  pickup  reflects 
67%  hike  in  oil  prices  in  March  and  April, 
inflation  should  hold  steady.  And  oil  prices 
down  nearly  $3  per  barrel  since  early  May. 

Continued  low  inflation  works  its  magic 
several  ways.  First  and  foremost,  it  is  the 
to  the  stock  market's  seeming  invincibility, 
creased  stock  wrealth  has  accounted  for  up 
percentage  point  of  the  economy's  4%  grov 

rate.  Low  inflation  justifies  higher  price 
\    ings  ratios,  because  it  helps  the  two  ke 
A    factors  in  stock  valuations:  profits  and 
\    terest  rates.  Low  inflation  holds  rates 
~\    down  by  keeping  the  Federal  Reserv 

i   the  sidelines,  and  it  makes  companie: 
more  cost-conscious  and  more  efficiei 

1   which  supports  profits  even  amid  we 
pricing  power. 
At  the  same  time,  falling  inflation 
boosts  household  buying  power.  In  the 

1980s,  workers'  wages  grew  4.2%  per  y 
but  real  wages  stagnated.  Since  1995,  pa> 
rising  at  a  slower  3.4%  rate,  but  growth  ir 
pay  is  the  fastest  in  three  decades.  Also,  1 
inflation  helps  to  hold  down  the  cost  of  cap 
as  companies  rush  to  invest  in  new  techno 

In  order  to  ensure  that  inflation  stays 
tied  up  and  the  Fed  keeps  to  the  sidelines 
growth  may  have  to  slow  a  notch — from  r 
hot  to  merely  strong.  And  that  seems  like 
Consumer  spending  will  power  the  econon 
fueled  by  fine  fundamentals,  but  continued 
growth  at  its  torrid  5.5%  pace  is  unlikely, 
tal  spending  is  already  slowing  a  bit,  and 
ing  may  be  topping  out.  Also,  a  further  wi 
ing  in  the  trade  deficit  will  be  a  sizable  dr 

So,  are  there  any  worries  on  the  horizoi 
Here  are  the  top  three:  a  large  and  sustai 
swoon  in  the  stock  market,  tight  labor  ma 
kets,  and  the  huge  U.  S.  trade  gap,  which 
weaken  the  dollar.  But  these  are  not  new 
ries,  and  judging  by  the  economy's  surpris 
performance  so  far  in  1999,  they  are  likeh 
remain  on  the  back  burner  a  while  longer. 


■- 


Cooper  writes  tlie  Business  Ou 
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While 
arsh  &  McLennan 


is  improving  its 
Merits'  bottom  lines, 
who  helps  it 
track  its  own? 


the  answer  is 


Deloitte  & 

Touche 


©1999  Deloi tte  8  Touche  LLP  and  Deloitte  Consulting  LLC.  Deloitte  8  Touche  refers 
to  Deloitte  8  Touche  LLP,  Deloitte  Consulting  LLC  and  related  entities. 

www.us.deloitte.com 
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Stocks 


Don't  Even  Think  About  Cashing  Oii 

Just  rearrange  your  chips  to  take  advantage  of  some  strong  value  plays 


ri<  KERS 


MIDYEAR 
INVESTMENT 
GUIDE 


hen  Elizabeth  Mackay,  chief  investment 
strategist  at  Bear  Steams,  was  on  a  plane 
recently,  her  seatmate — an  alumni  career 
counselor  at  a  top  law  school — told  her 
that  the  question  lawyers  asked  most 
these  days  was  whether  they  should  go  work  on 
Wall  Street  to  make  quick,  easy  money.  Well, 
many  investors  are  wondering  if  they  should 
switch  gears  and  take  off  the  table  some  of  the 
quick,  easy  money  they've  already  made. 

Investors  are  understandably  uneasy.  Interest 
rates  are  rising,  valuations  look  sky-high,  warnings 
about  the  Y2K  bug  abound,  and  the  Dow  Jones  In- 
dustrial average  has  tumbled  more  than  600 
points  from  its  May  13  high.  Still,  don't  cash  out: 
Just  rearrange  your  chips,  say  most  investment 
gurus.  An  improving  global  outlook,  a  robust 
economy,  and  the  broadening  of  the  market  into 
economically  sensitive  stocks — as  well  as  mid- 
and  small-cap  issues — means  that  the  bull  still 
has  room  to  run.  Indeed,  because  their  favorites 
have  undeiperformed  the  market  up  till  now,  val- 
ue investors  maintain  there  has  scarcely  been  a 
better  environment  to  find  stocks  that  can  act 
as  safe  havens  from  more  heady  plays.  "It's  a 
good  time  for  value  stocks,  especially  some  of 
the  'Old  Economy'  stocks,"  says  Mackay. 


With  Internet  ifl 
at  lofty  price-earninjr 
tios — America  Onlirn 
instance,  is  selling  s|J 
times  this  year's  prl 
ed     earnings — del 
their  recent  pullbacl", 
easy  to  think  the  ^ 
market  is  overheatedU 
truth  be  told,  it's  still  al 
tively  narrow  band  of  si 
that  has  such  high  p-j 
tios.  There's  a  host  of  I 
stocks  just  begging  f| 
tention.  In  fact,  Ml 
Stanley  Dean  Wi* 
I  "Nifty  Fifty"  indl 
blue-chip  multinalfe 
1  growth  stocks  is  si 
at  26.6  times  foil 
earnings,  whereas  tlte 
erage  stock  in  thti 
"un-nifty"  stocks  is  M 
at  21.7  times  foil 


earnings. 

Mid-  and  smal 
stocks  also  look  goocsti 
valuation  basis:  The  Standard  &  Poor's  MidC 
400  index  and  s&P  600  Small-Cap  index  arel 
ing  at  18.7  and  16.5  times  forward  earning, 
spectively.  And  while  the  nasdaq  100  index,  p 
consists  of  large  growth  stocks,  trades  at  54  & 
forward  earnings,  the  Russell  2000,  a  smal 
stock  index,  trades  at  an  attractive  23.  Ai| 
cording  to  the  Morgan  Stanley  evaluation  rl 
small-  and  mid-cap  stocks  are  undei-valued  jp 
most  34%  and  24%,  respectively. 
kinder  ENVIRONMENT?  "We've  been  seeing  | 
shift  away  from  the  megagrowth  companies 
the  broader  market.  Cyclical  stocks  are  | 
helped,  but  you  can  buy  a  lot  of  mid-capi 
small-caps  that  have  not  participated  th< 
the  mega-companies  have,"  says  David  Katz 
investment  adviser  at  Matrix  Asset  Advis  : 
New  York,  which  uses  value  strategies. 

There's  evidence  that  value  is  outp 
growth,  at  least  in  the  s&P  500.  Th 
500/Barra  Value  index,  a  subset  of  the  S<S 
that  contains  stocks  with  lower  price-tc 
ratios  such  as  Alcoa,  is  up  11.7%  year-tc 
while  the  s&P  500/Barra  Growth  index 
higher  price-to-book  companies  such  as  Ir 
up  only  6.6%. 

There  are  other  reasons  to  believe  it's  a 
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Stocking  Up  On  Value 


environment  for  value  in- 
vesting. "A  very  strong 
economy  plus  rising  rates 
are  death  for  the  price- 
earnings  ratios  of  high- 
growth  stocks,"  says  Peter 
Canelo,  U.  S.  investment 
strategist  at  Morgan  Stan- 
ley Dean  Witter.  And  ris- 
ing rates  mean  that 
growth  managers  are  con- 
tinuing to  shift  toward 
cheaper  and  smaller  cycli- 
cal stocks  that  have 
growth  components.  Cane- 
lo likes  Cooper  Industries 
and  Hercules.  He  also 
likes  ftnancials,  specifically 

Globally      things     are      SOURCE:  BW  SURVEY  -5/28  "Based  on  estimated  1999  earnings 

looking  rosier,  and  that's  a  big  plus  for  economi- 
cally sensitive  cyclical  stocks.  "The  global  eco- 
nomic recovery  will  continue  to  be  a  dominant  in- 
vestment theme  for  the  remainder  of  1999,"  says 
Douglas  R.  Cliggott,  equity  market  strategist  at 
J.  P.  Morgan  Securities.  Among  the  cyclicals,  Clig- 
gott likes  industrial  commodity  stocks,  especially 
lumber  and  steel  issues  such  as  Timber  Group 
and  ak  Steel,  and  energy  stocks  such  as  Royal 
Dutch  Petroleum  and  Anadarko  Petroleum.  He 
also  likes  industrial  conglomerates  such  as 
AlliedSignal  and  Crane.  But  Cliggott  warns  that 
consumer  cyclicals,  such  as  Wal-Mart  Stores  and 
Home  Depot,  have  peaked.  "It's  impossible  for  us 


COMPANY 

CURRENT 
PRICE* 

P-E** 

17-MONTH 

It    III  U 11  I  11 

TARGET  PRICE 

AK  STEEL 

$2454 

13.1 

$28 

ALCATEL 

23% 

20.9 

35 

EASTMAN  KODAK 

675* 

13.6 

102 

HERCULES 

34% 

15.4 

47 

LONE  STAR  STEAKHOUSE  10/ 

12.8 

19 

MANPOWER 

23 

12.4 

35 

POLAROID 

21% 

13  5 

42 

RUBY  TUESDAYS 

18K6 

17.4 

24 

ST.  JUDE  MEDICAL 

33% 

19.3 

40 

SEAGATE  TECHNOLOGY 

30X6 

19.0 

36 

to  see  things  getting 
ter  there,"  he  says. 

Yet  another  reaso 
a  flight  to  value  ar< 
bullish  earnings  fore* 
The  second  half 
good,  at  least  righ 
with  earnings  estii 
up  23%  over  the  s< 
half  of  1998,  accord! 
First  Call,  a  firm 
tracks  analysts'  estin 
And    with  accele: 
earnings  continuing  i 
the  board,  investor 
not  likely  to  pay  p 
urns  for  the  hand 
large  growth  issues 
includes  General  El 
Coca-Cola,  and  IBM. 


FOR  THE  RECORD 

Elizabeth  Mackay,  chief  in  vestment  strategist 
at  Bear  Stearns,  has  worked  on  Wall  Street  for  19  years. 
Here's  how  she  sees  the  market  environment. 


ON  CYCLICAL  STOCKS  We  could  see 
the  cyclicals  play  out  for  a  further  six 
to  nine  months.  Globally,  it  has  been 
the  deflationary  and 
recessionary  pressures 
that  have  been  keeping 
these  stocks  out  of  favor. 
As  these  pressures  ease, 
we'll  see  some  of  the 
biggest  rebounds  there. 


ON  INTEREST  RATES 

Rates  will  most  likely  stay 
where  they  are  for  a  while. 
There's  a  good  chance 
that  the  30-year  Treasury 


ELIZABETH  MACKAY 

Rear  Straws 


bond  has  peaked  at  the  6%  level.  In 
terms  of  equities,  there  will  be  noth- 
ing punitive  about  the  interest-rate 
environment,  but  multi- 
ples are  not  going  to 
expand  further. 


ON  EARNINGS  The  market 
has  been  dominated  by 
just  a  handful  of  stocks  in 
the  past  year.  But  now,  I 
think  we're  going  to  see 
upside  earnings  surprises 
across  the  board.  I  like 
Carnival  Cruise  Lines  and 
Gillette. 


"We're  going  to  see  upside  earnings 
surprises  across  the  board" 


So  are  big  growth  stocks  destined  for 
ter?  Not  by  a  long  shot.  But  they  may 
putting  out  the  spectacular  performance 
investors  have  come  to  expect.  Take,  for 
pie,  big  technology  stocks  like  Microsof 
Cisco  Systems,  trading  at  p-e's  of  60  a 
times  forward  earnings,  respectively.  Says 
gott:  "Because  of  their  price,  some  of 
tech  stocks  are  going  to  be  out  of  favor." 
"DOGS  OF  THE  DOW."  One  wise  strategy 
to  focus  on  good  values  among  the  Dot 
stocks.  Since  the  beginning  of  April,  the 
has  posted  a  total  return  of  8.2%  vs.  th 
500,  which  has  returned  1.4%.  And  inv 
who  follow  the  "Dogs  of  the  Dow"  str 
which  typically  calls  for  purchasing  t 
stocks  from  the  Dow  that  have  the  highe: 
idend  yields  and  holding  them  for  12  ml 
have  fared  well — posting  a  total  retJ 
14.5%.  The  Dogs  strategy  can  reveal  Jh 
with  low  price-earnings  and  low  price-saB 
tios.  It  currently  includes  stocks  such  as  M 
pillar,  DuPont,  and  Eastman  Kodak.  "It'sH 
foolproof  method,  because  companies  donH 
essarily  pay  out  dividends  according  to  eal 
anymore,  but  it  can  still  ferret  out  someB 
plays,"  says  Richard  Moroney,  editor  oH 
Theory  Forecasts,  a  newsletter  based  mil 
mond,  Ind. 

Moroney  says  an  even  better  strategy  M 
be  to  look  at  Dow  stocks  that  are  both 
and  value  plays — those  that  have  earninT 
mentum  and  trade  at  reasonable  valuj 
Some  of  his  picks:  AlliedSignal,  United| 
nologies,  and  Citigroup. 

Another  idea  is  to  look  at  some 
stocks  as  they  begin  to  correct  over  thl 
six  to  nine  months,  says  Bear  Stearns'  IVj 
She  likes  EMC,  Gillette,  and  Carnival 
Lines.  "Expect  the  leadership  shift  to  rej 
more  of  a  tug-of-war  between  growth  an<[ 
than  a  one-way  street,"  says  Mackay. 

But  as  growth  stocks  lose  some  01 
steam  and  value  stocks  slowly  inch  upwa 
probably  wise  not  to  expect  loads  of  quicj 
money  in  either  category. 
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anything  to  declare? 

J  You  decide  who  to  let  into  your  network. 

But  do  you  know  What  they're  carrying  ? 


tO  TREND 

MICRO 


Ypt    fhp   Mpf 'c   i  icofi  .1  AnH 


are  plenty  of  viruses,  email  attachment  bombs  (like  Melissa)  and  even 
malicious  mobile  codes  out  there.  Which  is  v\hy  Trend  Micro  has  developed  a 
series  of  award-rt inning  VirusWalT  solutions.  InterScan*  and  ScanMaiF,  for 
example,  auard  voir  Internet  aatewav  while  e-Doctors  is  the  world's  first  apr- 


based  virus  monitoring  service.  Add  to  this  eleven  years  of  experience  and 
you'll  understand  why  companies  such  as  Hewlett  Packard.  Lucent  Technologies. 
Merrill  Lynch.  Taco  Bell  and  Yamaha  choose  us  as  their  Internet  VirusWalT. 
For  further  details  visit  us  at  www.trend.com 


"  :  *  .  snd/or  product  names  are  the  properly  of  (heir  respective  trademark  owners. 
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Technical  Difficulties? 
Not  Really 

Thanks  to  the  Net,  tech  stocks  have  running  room 


BY  GEOFF!  E  I 
SMITH 
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Technology  stocks  often  get  summer  jitters, 
but  this  year  they  started  in  April.  Internet 
mania  finally  got  too  loony.  Through  May  28, 
the  Goldman  Sachs  Internet  Index  had 
dropped  26%  from  its  Apr.  13  peak,  while  the 
broader  tech  market,  as  measured  by  the  Pacific 
Exchange  Technology  100  Index,  was  off  3.6% 
from  its  summit.  But  the  nation's  top  technology 
investors  aren't  worried.  "Eventually,  we'll  head 
onward  and  upward  again,"  predicts  Mark  Her- 
skovitz,  manager  of  the  Dreyfus  Premier  Tech- 
nology Growth  Fund. 

The  case  for  tech  stocks  remains  powerful. 
Technology  continues  to  drive  the  U.  S.  econo- 
my, and  many  tech  companies  are  long-term  prof- 
it machines.  Even  if  a  tech  company  isn't  prof- 
itable, chances  are  its  revenues  are  soaring.  Later 
this  year,  investors  may  resume  buying  as  they 
focus  on  next  year's  tech  earnings,  which  are 
forecast  to  rise  25%,  vs.  a  17.4%  profit  gain  for 
the  Standard  &  Poor's  500-stock  index,  according 
to  analysts  surveyed  by  First  Call. 

Tech  stocks  have  excelled  over  the  longer  haul. 
Since  tech's  bull  market  began  in  June,  1994,  the 
pse  Technology  Index  climbed  390%.,  vs.  194% 


Prime  Pickings  for  Tech  Investors 


COMPANY 

PRICE 

P-E 

COMMENT 

AOL 

119K 

336 

Despite  high  price,  this  is  a  top  Net  stock. 

AT&T 

55^ 

26 

MediaOne  purchase  makes  it  a  compelling  buy. 

EBAY 

177Xc 

750 

If  you  can  stomach  its  p-e  ratio,  this  should 
be  a  future  E-commerce  leader.  Buy  on  a  dip. 

EMC 

50& 

51 

Strong  demand  will  continue  for  its  storage 
devices,  despite  losing  HP  as  a  customer. 

INFOSPACE.COM 

47 

1,567* 

Fast-growing  supplier  of  E-commerce  sites. 

METROMEDIA 
FIBER 

40X 

N/A 

A  play  on  build-out  of  Internet  bandwidth. 

ORACLE 

24  % 

30 

Should  get  boost  once  Y2K  issues  subside. 

VERITAS 

88K 

77 

Supplier  of  network  management  software. 

■Est  2000;  all  others  1999 


DATA  BW;  BLOOMBERG  FINANCIAL  MARKETS 


for  the  s&P.  Even  with  the  recent  sell 
pse  Tech  Index  is  up  18%  this  year  throuj 
28,  vs.  6%  for  the  s&P. 

The  question  is  when  the  rally  will 
Tech  investors  took  profits  following  an 
dinary  liinup  in  prices  that  began  last  ( 
soon  after  the  Federal  Reserve  made  t 
ond  of  its  three  quarter-point  cuts  in  1 
funds  rate.  Investors  are  also  wary  of  a  j 
profit  slowdown.  After  an  estimated  43%  e 
gain  for  the  first  six  months  of  1999,  profit 
for  the  61  tech  companies  in  the  s&P  5 
slow  to  27%  in  the  second  half,  according 
lysts  surveyed  by  First  Call.  In  additioi 
that  the  Fed  will  hike  rates  have  put  do\ 
pressure  on  price-earnings  multiples. 
wide  RANGE.  So  where  do  you  put  your  tt 
lars  now?  The  giants  that  once  led  the  mai 
no  longer  the  shoo-ins  they  once  were.  "It 
be  that  you  couldn't  find  anything  to  inves 
cept  blue-chip  tech  stocks  because  they  hac 
mated  the  industry,"  says  Roland  Gillis,  < 
ager  of  Putnam  Investments'  Voyager  fund 
Internet  has  changed  all  that,"  he  says,  be 
has  opened  vast  new  markets  for  numerou 
er  companies. 

Investors  are  eyeing  a  range  of  sect*, 
companies  of  all  sizes.  The  most  attractiv 
are  those  that  will  benefit  from  the  grc 
the  Internet.  Dot.com  companies,  teleco 
cations  equipment  and  service  providers,  a 
ware  companies  are  all  favorites. 

The  sky-high  valuations  of  many  of  the 
panies  shouldn't  be  ignored.  But  techno! 
vestors  argue  that  the  more  important  iss 
most  Internet  companies  are  the  strengt 
business  model,  the  potential  size  of  its  n 
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!  quality  of  its  management.  America  On- 
example,  is  rated  a  buy  by  29  Wall  Street 
5  even  though  its  price-earnings  multiple  is 
lan  300  times  estimated  1999  profits, 
e  of  the  nation's  top  Internet  fund  man- 
irefer  entirely  different  sectors.  Ryan  Ja- 
inager  of  the  Internet  Fund,  likes  media 
and  content  providers.  Among  his  top 
ire  Yahoo!,  eBay,  and  nbc's  soon-to-be 
d  nbc  Interactive.  The  reason?  Jacob  per- 
them  as  leaders  in  their  markets,  and 
ave  a  high  degree  of  leverage  inherent  in 
isiness  models  that  will  let  them  generate 
•ofits  with  relatively  low  fixed  costs,"  he 
;espite  the  high  valuations  of  Yahoo!  and 
acob  says  they're  down  considerably  from 
ghs,  and  "they're  not  as  high-risk  as  small- 
janies." 

MAS  PRESENT?  Paul  T.  Cook,  who  runs 
mder  NetNet  Fund,  prefers  Net  stocks 
:us  on  business-to-business  markets.  His 
|s  include  usweb,  which  builds  Web  sites 
ipanies,  and  Infospace,  which  supplies  in- 
on  to  Web  sites.  Neither  company  is  prof- 
out  their  revenues  are  growing  at  triple- 
.tes.  E-commerce  stocks  are  a  favorite  of 
heung,  manager  of  the  recently  formed 
ent  Internet  Fund.  Cheung  expects  a  mas- 
lount  of  online  retail  activity  come  Christ- 
'en  exceeding  last  year's  rapid  growth  in 
Jes.  And  that  should  be  a  boon  for  Amer- 
me  and  Amazon.com. 
Net  stocks  aren't  the  only  place  to  invest 
lology.  Managers  of  diversified  tech  funds 
ily  a  small  percentage  of  their  assets  in 
i  stocks  and  instead  are  sticking  to  what 
msider  to  be  safer  bets.  For  example, 


Kevin  Landis,  manager  of  three  tech  funds 
run  by  Firsthand  Funds,  likes  Qualcomm, 
the  leader  in  a  wireless  system  called 
cdma,  which  facilitates  Web  access  from 
cell  phones.  He  says  the  company  is  at- 
tractive because  it  should  grow  faster 
than  competitors  such  as  Nokia  and  Mo- 
torola. Landis  also  is  bullish  on  Motorola 
as  a  turnaround  situation,  and  on  at&t 
because  he's  convinced  that  its  pending 
acquisition  of  cable  force  MediaOne  "will 
awaken  a  sleeping  giant." 

One  way  to  play  the  certain  expansion 
of  Internet  capacity  is  Aware,  a  company 
that  makes  semiconductors  that  enable 
fast  Net  access  through  copper  telephone 
wire.  Gillis  likes  Aware  because  he  ex- 
pects its  technology  to  be  rapidly  adopted 
by  telephone  companies.  Wall  Street  ex- 
pects Aware  to  earn  37(2  a  share  in  2000, 
double  this  year's  estimate. 

Software  stocks  have  had  a  dismal  first 
half  because  customers  have  slowed  down 
purchases  while  bracing  themselves  for  the 
Year  2000  software  bug.  But  many  in- 
vestors believe  these  stocks  will  recover 
in  the  second  half  as  attention  turns  to  an 
expected  sales  rebound  next  year.  Her- 
skovitz  likes  Oracle's  chances  of  being  a 
big  beneficiary  of  a  resurgence  in  software  sales. 

Whether  you  prefer  Net  stocks  or  safer  bets 
elsewhere,  keep  an  eye  on  the  overall  economy  in 
the  second  half  of  1999.  Rising  long-term  rates 
have  already  dampened  enthusiasm  for  the  tech 
sector.  And  if  inflation  rears  its  ugly  head  again, 
as  Fed  Chairman  Alan  Greenspan  thinks  is  pos- 
sible, that  could  further  crimp  the  lofty  valua- 
tions for  tech  stocks.  Even  so,  aggressive  in- 
vestor cannot  afford  to  ignore  these  fast-growing 
companies.  □ 


FOR  THE  RECORD 


Ryan  Jacob,  29,  is  manager  of  the  Internet  Fund,  one  of  this  year's  top- 
performing  mutual  funds.  His  fund  was  up  95.2%  through  May  28. 


ON  WHETHER  AN  INTERNET 
STOCK  IS  A  GOOD  BUY 

Quantitative  measures  are 
important.  But  more 
important  are  qualitative 
assessments.  Look  for 
companies  with  potential- 
ly high  long-term  value, 
and  don't  trade  rapidly  in 
and  out  of  Net  stocks. 

ON  HIS  FAVORITE  SECTORS 

My  focus  is  on  media  and 
content  companies  that 


have  the  potential  to  be 
highly  profitable  because 
of  their  low  fixed  costs.  I 
also  like  E-commerce  com- 
panies such  as  eBay  and 
companies  building  the 
Internet  infrastructure. 

ON  SECTORS  TO  AVOID 

Avoid  E-brokers  and  E- 
banks.  Their  costs  of 
attracting  new  customers 
are  too  high. 


"Avoid  E-brokers  and  E-banks" 
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The  Sky  Isn't  Falling 

...And  for  the  fearless,  Y2K  may  present  opportunities 


BY  MARCIA  VICKERS 

MIDYEAR 
INVESTMENT 
GUIDE 


Sell  bank  stocks.  That  dire  advice  was  issued 
on  May  24  by  Credit  Suisse  First  Boston, 
giving  analyst  Michael  L.  Mayo  a  small  place 
in  history.  In  doing  so,  he  was  the  first  in  his 
profession  to  counsel  zapping  a  major  portion 
of  an  entire  stock  group,  largely  because  of  the 
expected  effects  of  the  Year  2000,  or  Y2K,  bug. 

Mayo  is  especially  down  on  Citigroup,  which  he 
predicts  will  plummet  some  40%  during  the  fourth 
quarter  of  this  year  and  the  first  quarter  of  next 
year,  mostly  because  its  information-processing 
systems  are  not  adequately  prepared  to  deal  with 
the  rollover  to  the  new  millennium.  The  main 
reason:  Citigroup's  international  exposure  to  third- 
party  entities  that  are  "Y2K-unprepared."  Other 


Cashing  In  On  Y2K  Overkill 


COMPANY 

PRICE 

P-E 

bank  one  Biggest  Midwest  bank  after  last  year's  merger 
with  First  Chicago.  Y2K  concerns  over  merger  execution. 

565/6 

14.4 

bmc  software  Houston-based  business-software 
company.  Y2K  may  mean  slower  sales. 

49Xe 

25.2 

Citigroup  Largest  U.S.  financial-services  firm  and  global 
powerhouse  may  be  affected  by  its  international  exposure. 

661/ 

16.9 

hewlett-packard  Manufacturer  of  printers,  computers, 
and  other  tech  items.  Concerns  over  lagging  post  Y2K  sales. 

945/6 

29.7 

oracle  Silicon  Valley  business  software  manufacturer; 
business  has  slowed  because  of  Y2K  spending. 

24% 

29.6 

sun  microsystems  Giant  networking  company; 
sales  may  lag  post-Y2K. 

593X 

40.1 
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banking  stocks  that  Mayo  has  down; 
ed  or  is  uneasy  about  for  similar  re; 
include  Bank  One,  Chase,  J.  P.  Mo 
and  Branch  Banking  &  Trust. 

For  those  investors  who  don't  be 
that  the  market  is  going  to  vap( 
however,  the  year  2000  may  be  a: 
portunity  to  pick  up  stocks  that 
been  unduly  beaten  down,  especia 
nancial  and  technology  issues 
David  Kay,  a  financial  planner  in  D 
Ohio:  "Once  people  see  the  sky 
falling  in  January,  you'll  see  massii 
flows  to  the  market." 

Other  possible  bargains  include 
nology  stocks,  specifically  comp 
with  businesses  in  enterprise  soft 
networking,  and  microprocessors.  \ 
nesses  in  these  issues  are  "alread 
fleeted  in  share  prices,"  says  Terry  D. 
ven,  director  of  portfolio  strategies  at 
Bancorp  Piper  Jaffray  in  Minneapolis. 

One  early  casualty  is  Oracle,  the  se 
largest  software  company  after  Microsoft, 
is  down  some  40%  from  its  52-week  high 
working  company  Sun  Microsystems  warn 
April  that  sales  could  be  hampered  if  bu 
spending  for  millennium-proofing  puts  off 
technology-related  purchases  until  next 
Sun's  stock  is  down  some  22%.  "The  perce 
is  that  these  companies'  clients  have  spent 
of  money  on  Year  2000,  leaving  little  to 
their  own  businesses,"  says  Peter  J.  C 
U.  S.  investment  strategist  at  Morgan  St 
Dean  Witter.  "But  these  are  now  attractiv 
ue  plays,"  he  says.  Other  technology  comj 
that  are  reasonably  priced:  bmc  Software,  P 
soft,  sap,  and  Network  Associates. 
Bank  of  America  analyst  Kurt 


King  < 

graded  both  Sun  and  Hewlett-Packard  on 
1,  citing  that  as  Y2K  business  begins  to  dry 
the  next  year,  it  would  be  tough  going. 

Experts  say  that  investment  plays  on 
blown  Y2K  fears  for  later  in  the  year  will 
likely  be  found  in  airlines,  health  care,  tel 
munications,  utilities,  and  chemical  comp 
Dennis  Grabow,  founder  and  chief  executiv 
cer  of  Millennium  Investment  Corp.,  a  Ch 
based  investment  adviser  that  focuses  on  ' 
an  investment  strategy,  says  that  chemica 
panies,  such  as  DuPont,  and  airlines  with  laj 
ternational  route  systems,  such  as  klm,  L 
and  twa,  and  such  regionals  as  America 
may  be  cheaper  down  the  road. 

Since  all  public  companies  are  requir 
the  Securities  &  Exchange  Commissi 
file  reports  on  their  Y2K-readiness,  anyoi 
check  their  annual  or  quarterly  reports 
can  also  find  this  information  on  the  sec' 
site  (www.sec.gov)  or  a  site  such  as 
FreeEDGAR.com. 

As  the  reports  of  unpreparedness  mom 
Y2K  bug  may  start  to  cause  some  market 
hem.  But  if  you  don't  take  the  Y2K  probk 
seriously,  these  next  few  months  could 
rewarding  indeed. 
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C0NFU5EP  ABOUT  FlNPlNG  THE  RI6MT  MUTUAL  FUNPS? 
FOR  STARTERS,  TAKE  THI5  METLIFE  QUIZ. 

With  over  10,000  mutual  funds  to  choose  from,  how  do  you  look  for  the  one  that  meets  your 
needs  and  resources  best?  Answering  these  questions  will  help  you  identify  what  you  have  to 
i  consider  when  choosing  mutual  funds,  and  in  deciding  what  to  discuss  with  your  MetLife 
financial  professional. 


YES 


NO 


1 .  Do  you  know  how  to  diversify  your  investments  to 
take  advantage  of  the  ups  and  downs  in  the  market? 

2.  Do  you  have  the  time,  experience  and  resources 
to  manage  your  investments? 

3.  Do  you  know  how  to  get  the  most  return  on  your 
investments  for  the  least  amount  of  risk? 

4.  Will  your  investments  provide  you  with 
enough  money  to  meet  all  your  goals? 


'^NATIONAL 
FUNDS 


If  you  answered  "No"  to  any  of  these  questions, 
talk  to  a  MetLife  financial  professional.  We'll 
meet  with  you  to  help  work  out  a  plan  that  gives 
you  the  control  and  results  you  want  for  your 
financial  future.  Call  us  at  1  -800- MetLife  for  our 
free  brochure,  Investing  In  Mutual  Funds. 
Or  visit  our  website  at  www.metlife.com. 


1-800-MetLife 

GET  MET.  IT  PAY'S. 


www.metlife.com 


letropohtan  Life  Insurance  Co.,  NY,  NY  98082NGP  MLIC-LD  Mutual  Funds  offered  by  Metlite  Securities.lnc,  One  Madison  Ave.,  NY,  NY  10010 
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Can't  See  the  Roses  for 
The  Thorns?  Sell  Short 

Tliis  year,  Net  stocks  are  heading  the  shorts' hit  lists 


BY  GARY  WEISS 


MIDYEAR 
INVESTMENT 
GUIDE 


Short-sellers 
are  cockeyed  pes- 
simists, always  cheer 
ily  foreseeing  all  manner 
of  calamity.  They  merrily 
predict  that  earnings  are  about  to  fall 
off  a  cliff,  that  investor  sentiment  is  head- 
ing south,  that  lawsuits  are  in  the  works,  and 
that,  in  general,  the  stocks  they  are  shorting 
are  heading  for  bad  times.  Today,  as  portrayed 
by  the  shorts,  the  stock  market  is  a  happy  hunt- 
ing ground  of  overvalued  stocks,  particularly  in 
the  high-flying  Internet  sector.  With  their  soaring 
valuations  and,  usually,  absence  of  profitability,  E- 
commerce  stocks  are  at  the  top  of  short-seller  hit 
lists  nowadays. 

Shorts  sell  borrowed  stock  in  the  hope  of 
replacing  it  with  cheaper  shares  and  pocketing 
the  difference.  This  inv<  1  ment  strategy  is  al- 
ways risky — because  looses  are  theoretically 
unlimited — and  is  particularly  chancy  when  ap- 
plied to  Internet  stocks.  Such  stocks  are  fre- 
quently driven  upward  by  hype  on  Internet 


message  boards.  When  that  happens,  short 
ers'can  be  subject  to  "buy-ins" — in  which 
kers  replace  the  borrowed  stock,  whethe 
shorts  like  it  or  not. 

Despite  these  risks,  professional  short 
ers  are  enthusiastically  targeting  Internet 
kers,  notably  Ameritrade  Group,  J.  B.  0| 
Holdings,  and  E*Trade  Group.  These  cc 
nies  have  outlandish  price-earnings  ratios 
for  Ameritrade,  for  example,  based  on  est 
ed  1999  earnings.  The  rationale  behind  shcj 
Internet  brokers  is  simple — that  they  are 
by  the  market  as  if  they  are  Internet  com{j 
when  they  are  really  brokerage  firms, 
usually  have  far  lower  p-e  ratios.  "Just  a| 
shouldn't  value  Bear,  Stearns  &  Co.  as 
phone  company  because  it  t  akes  orders  J 
the  telephone,  you  shouldn't  value  Amer 
as  an  Internet  company  because  it  tak^ 
ders  over  the  Internet,"  says  one  pror 
short  who  requested  anonymity,  as  did  ml 
the  short-sellers  interviewed  for  this  artil 
OVEREXTENDED.  Moreover,  short-sellers  [ 
online  brokers  are  widely  used  by  amate 
vestors  to  buy  Internet  stocks — oft| 
margin.  One  short  seller  contends 
"at  the  end  of  the  day,  what  thej 
loan  money  to  people  they  don't 
These  investors  will  lose  their  | 
if  the  market  sentiment  for 
net  stocks,  already  on  the 
grows   hostile — and  Intj 
brokers  will  find  theirl 
ness  slipping  away  i| 
happens.  Shorts  asseif 
online  brokerage 
are  insufficiently 
talized  to  wit! 
the  credit  risl 
they  are  taki| 
Shorts  also 
that  online  b| 
will   be  hul 
competition] 
dangers  he^ 
from  two 
One  is  estal 
firms — such  as 
rill   Lynch,  wh| 
beginning  its  own 
online  operation — arj 
other  is  a  slew  of  price-cutting  outfits, 
believe  that  barriers  to  entry  are  so  lo 
competition  from  established  brokers  a 
starts  alike  is  likely  to  cream  the  Intern 
kers,  and  have  ripple  effects  on  companie 
business  with  them.  One  short  is  betting 
Knight/Trimark  Group,  which  operat 
Knight  Securities  market-making  firm,  t 
of  its  large  volume  of  business  with  the  I 
brokers. 

Other  high-flying  E -commerce  compani 
ilarly  are  attracting  short-seller  intere 
Bandera,  who  runs  the  Westlake  Invest 
vestment  boutique,  is  shorting  Navarre 
inns  an  Internet  radio  network  that  has 


v 
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One  strategy 
that's  a 
perennial 


Betting  an 
already  beaten 
stock  will  fall 
further.  Lately, 
shorts  like 
Iridium  and 


Stocks  to  avoid 


a  lot  of  investors.  The  stock  is  down  to  12  from 
its  52-week  high  of  27  last  Nov.  30,  but  Bandera 
feels  that  the  prospects  for  the  company,  which 
has  been  losing  money,  are  vastly  overestimat- 
ed by  the  market.  Bandera  also  is  wary  of  the 
runup  in  eToys,  which  went  public  on  May  20  at 
$20  a  share  and  quadrupled  by  the  end  of  the 
day.  But  he  notes  that  shares  of  that  company 
are  almost  impossible  to  borrow.  Once  that 
changes,  however,  the  shorts  are  likely  to  leap 
in.  "The  [market]  valuation  is  close  to  Toys  'R' 
Us,"  Bandera  observes. 

Shorts  believe  that  the  unprofitability  of  E- 
commerce  firms  will  eventually  turn  these 
stocks  into  dogs.  David  Tice,  who  runs  the  pre- 
dominantly short  Prudent  Bear  mutual  fund, 
is  shorting  Amazon.com,  despite  its 
volatility,  with  the  view  that  its  mar- 
ket capitalization  is  overvalued  and 
that  the  company's  profit  potential  is 


ing  a  restructuring  of  its  debt,  bankruptcy 
not  be  ruled  out.  One  major  short-seller  is 
ting  that  Iridium's  troubles  are  far  from 
and  that  the  stock  remains  worth  shorting 
at  its  depressed  price — down  77%  this  ye; 

Previously  announced  bad  news  is  the  n 
some  shorts  have  targeted  Pediatrix  M( 
Group.  The  health-care  company  recentlj 
closed  that  it  has  received  inquiries  from 
investigators  in  Arizona,  Colorado,  and  Fl 
"related  to  its  billing  practices."  Pediatrix 
ical  says  it  is  cooperating  with  the  inqi 
and  "believes  that  its  billing  practices 
proper,"  but  is  unable  to  predict  whether 
will  have  an  adverse  affect  on  the  comp 
business.  One  short  is  betting  against  the 


Some  Short-Seller  Favorites 


COMPANY 


limited.  The  online  goliath,  he  as 
serts,  is  losing  money  despite  its  in- 
crease in  sales  and  "increasing  vol- 
ume at  increasing  losses  doesn't 
make  sense,"  says  Tice. 

Another  theme  followed  by  some 
shorts  is  to  bet  against  stocks  that 
are  vulnerable  to  weakness  in  the 
economy.  Tice  notes  that  Walt  Dis- 
ney, for  example,  has  enjoyed  ris- 
ing sales  in  its  theme  parks  and  ho- 
tels. But  Disney  stock  would  be 
hard  hit  if  negative  economic  tid- 
ings threaten  to  put  a  dent  in  the 
family-vacation  business. 
BAD-NEWS  BULLS.  Bad  economic  tid- 
ings would  also  hurt  another  stock 
that  has  drawn  short-seller  inter- 
est— Finet  Holdings  Corp.  Finet  of- 
fers online  products  centering 
around  real  estate  and  mortgages, 
and  its  shares  have  soared  448%  so 
far  this  year.  Short-sellers  are  bet- 
ting that  low  banners  to  entry — the 
bane  of  electronic  commerce  gener- 
ally— and  rising  rates  do  not  bode 
well  for  this  company.  Microchip  Technology, 
which  makes  specialty  computer-memory  prod- 
ucts, is  being  shorted  in  the  belief  that  demand 
for  its  product  line  is  not  likely  to  keep  up, 
and  that  its  soaring  price — up  70%  over  the 
past  year — is  vastly  overblown. 

One  proven  short-seller  strategy  is  to  short 
the  stocks  of  companies  that  have  already  been 
beaten  down  because  of  bad  news  of  various 
kinds.  Sometimes,  value-hunting  investors  buy 
these  stocks  in  the  view  that  "all  the  bad  news 
has  come  out."  But  short-sellers,  on  the  basis  of 
their  own  research,  sometimes  reach  the  oppo- 
site conclusion.  One  company  being  shorted  for 
that  reason  is  Iridium  World  Communications, 
which  owns  and  operates  a  global  mobile  wire- 
less communications  system.  The  company  has 
seen  its  price  plummet  in  recent  weeks  because 
of  its  admitted  difficulty  in  repaying  bank  loans, 
and  the  company  has  said  that  while  it  is  seek- 


STOCK  PRICE* 


ONE-YE/ 
TOTAL  R 


AMERITRADE  HOLDING 

Internet  broker 


109* 


FINET  HOLDINGS 

Online  real  estate  services 


6% 


12 


IRIDIUM  WORLD  COMMUNICATIONS 

Global  telecommunications 


9^ 


KNIGHT/TRIMARK  GROUP 

NASDAQ  market  maker 


56 


606 


MICROCHIP  TECHNOLOGY 

Specialty  memory  products 


43% 


7( 


NAVARRE 

Electronic  commerce 


12 


20 


PEDIATRIX  MEDICAL  GROUP 

Medical  services 


22%6 


WALT  DISNEY 

Entertainment  and  hotels 


2 


*As  of  May  28 


"Since  July  8.  1998 
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pany  because  of  these  inquiries,  in  the 
that  Pediatrix  shares,  down  62%  so  fa 
year,  have  further  to  fall. 

Betting  on  declines  in  the  overall  m 
formerly  possible  only  with  index  future  | 
become  more  practical  even  for  small  inv 
in  recent  years.  Investors  can  also  sho 
overall  market  by  short-selling  index-link 
pository  receipts.  These  include  the  spe 
"spiders,"  that  mirror  the  Standard  & 
500-stock  index,  and  other  shares  that 
the  Dow  Jones  industrial  average  and  \ 
s&p  indexes.  Unlike  similarly  structured 
al  funds,  these  can  be  sold  short. 

But  "fighting  the  tape"  by  betting  i 
the  raging  bull  market  has  been  a  losing 
egy  for  a  long  time.  Better  to  pick  and 
the  dogs  of  the  market.  They  can  be  mi 
to  own.  But  for  short-sellers,  misery  is 
derful  thing. 
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simple  test 
for  companies 
of  all  sizes 

interested  in 
digital  copiers 


At  long  last,  you  have  a 
oice  for  digital  imaging 
tipment.  Because  now  Danka, 
worldwide  supplier  of  office 
uipment  with  approxi- 
tely  $3  billion  in  sales, 

a  complete  line  of  digital 
ducts  for  any  company. 
~)an\a  has  the  latest 
hnologies  from  Canon, 
da/(  and  Toshiba,  so  you 

bring  the  digital  age  to 
ry  desktop  (enjoying  nice 
\s  li/^e  increased  efficiency, 
•anced  productivity  and 
uced  costs). 

/ou  name  it-Danf(a  has  a 
portfolio  of  digital  blacf 
'  white,  and  color  copiers 
worl{  environments  from 
00  copies  a  month  to 
10,000.  Danka  will  help 
rove  your  image  and  give 
fast,  attentive  service 
h  the  support  you  need. 
Vhich  means  now  you  have 
ethtng  you've  never  had 
're:  a  choice. 

'ut  your  pencil  down.  Call 
ika.  1-800-OK-DANKA. 

OANCA 

i5  iMptXWtilCj  ljOUA.5. 

www.danka.  com 
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As  the  World 
Restructures 

Opportunities  abound  as  corporations  slim  down 


■  I  Bhen  Sony  Corp.  announced  plans  in  March 
I  to  cut  17,000  jobs— 10%  of  its  workforce— 
in  a  sweeping  restructuring  over  the  next 
four  years,  long-suffering  investors  finally 
had  something  to  feel  good  about.  Sony's 
American  depository  receipts  (adrs)  promptly 
soared  by  more  than  one-third,  to  $104.  Although 
the  adrs  have  settled  at  about  $93  since  then, 
shareholders  were  heartened  further  when  Sony 
Chairman  Norio  Ohga  observed  on  May  17  that 
"brighter  signs"  have  emerged  in  Japan's  econo- 
my. "Japan's  economy  has  turned  for  the  better," 
he  added.  "What  comes  next  is  restructuring." 

This  corporate  restructuring  mantra  is  echoing 
around  the  world.  From  Latin  America  to  Europe 
to  Asia,  companies  are  mimicking  Corporate 
America  by  refocusing,  downsizing,  merging,  and 
spinning  off  faltering  businesses  to  become  glob- 
ally competitive.  "These  companies  are  restruc- 
turing because  they've  seen  how  well  the  U.  S. 
has  been  doing,"  says  Leila  Heckman,  managing 
director  in  Salomon  Smith  Barney's  global  equity 
research  department.  "Restructuring  is  really  a 
tool  that's  available  to  them  now.  It's  not  a  fash- 
ion. It's  here  to  stay." 

This  means  that  opportunities  abound  offshore, 
even  though  the  U.  S.,  where  56%  of  the  world's 

equity  capital  is  in- 

Who's  Following  Corporate  A 

■         ■      iui       j  pacesetter.  Companies 

America  s  Lead  ;rz,,sr!„s 

company  stock  price*  P-E  ratio*     competitive  trim  are 

BANGKOK  BANK  Thailand  $0.97         19     biggest  winners. 

TAKEDA  CHEMICALS  Japan                    45.0         52        Ja.pa"  may  ?ffe1' 
 ■■   the  best  example  of 

KOREA  ELECTRIC  &  POWER**  S.  Korea  1 7         20  how  even  hints  of 

SS^^^^^^EZnUELu^^HH^^^^H  corporate  reshuffling 

VEBA**  Germany  57         19  can  excite  investors. 

LAGARDERE  GROUP  France  39         18  Afu'r  a  long  drought. 

uVanu  ■auv**"o""" ,'. on     the  Nikkei  stock  av- 
A  BANK**  Spain  44  20     erage   has  cKmbed 

tog*  53  \ry ,    m    y,.n  terms 

"  ^P^''.  tTT  WJ%  :.  H ;  1  l?WBIv  nee    last  October. 

.VISA**  Mexico  42        153     The  rise  has  been 

PAO  :  ftCUCAR**  Biazii 18 10     fueled    la^y  by 

  restructuring  an- 

.  '  "'ADRsorGDR'  ata  business  week.  Bloomberg  financial  markets     nouncements  from 


the  likes  of  Sony, 
Toshiba,  and  NEC. 
For  many  in- 
vestors, such 
plans  seemed  to 
signal  that  Japan 
Inc.  was  at  last 
shaking  off  such 
unaffordable  tra- 
ditions as  lifetime 
employment  as  it 
straggles  to  com- 
pete with  global 
players  unham- 
pered by  such 
restraints. 

Some  analysts 
are  convinced, 
however,  that  the 
recent  Japanese 
surge  is  unsus- 
tainable. The 

economy  could  shrink  slightly  in  1999,  J:| 
economists  estimate.  What's  more,  the 
runup,  driven  largely  by  a  big  influx  of 
mutual  fund  dollars,  has  left  some  ob 
anxious.  "The  price  rise  since  this  spr 
been  too  fast,"  warns  Masaaki  Abe,  c 
vestment  officer  at  Pictet  Asset  Mana 
(Japan)  Ltd.  "There  is  going  to  be  a  con 
tidy  GAINS.  Bears  on  Japan,  wary  of  th 
tiy's  inflated  valuations,  might  want  to  w 
the  market  slips  and  creates  buying  oppor 
But  less  patient  investors  might  want  t 
out  companies  such  as  Takeda  Chemica 
tries  Ltd.  The  dragmaker  is  shrinking  c 
staff  while  expanding  in  the  U.  S.  and  oth< 
big  foreign  markets.  Takeda  expects  its  p 
grow  14.5%  for  the  year  ending  in  Marc 
Another  pick  could  be  tire-maker  Brid 
winch  has  maintained  high  profit  margins 
ing  lean.  Such  steps  should  pay  off  when 
economy  rebounds.  "The  key  is  to  find  cc 
that  can  implement  restructuring  plans  i 
the  profits  rather  than  losing  them  in  low  1 
and  lower  volumes,"  says  Dennis  Clough 
folio  manager  at  Schroder  Investment 
merit  in  London. 

In  the  short  ran,  other  parts  of  At 
even  more  promising.  As  countries  such 
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the  effects  of  last  year's  currency-driven 
leir  growth  prospects  are  improving, 
mnks,  including  Bangkok  Bank  and 
Bank,  interest  analysts  who  believe 
thrive  as  they  recapitalize,  reduce  debt, 
their  doors  to  foreign  ownership, 
t.  McKee,  chief  economist  at  London 
;t  firm  Independent  Strategy,  says  that 
entially  wonderful  banks"  are  poised  to 
jgional  recovery  to  tidy  gains.  Kookmin, 
!  now  trading  at  a  modest  seven  times 

ARTING.  In  South  Korea,  where  the 
conomy  is  expected  to  expand  about 
)9  after  shrinking  in  '98,  such  outfits 
Electric  Power,  Korea  Telecom,  and 
Heavy  Industries  are  seeing  renewed 
)r  their  products.  Similarly,  growth  is 
1  Australia,  India,  Malaysia,  Singapore, 
parts  of  Asia  outside  Japan.  Salomon 
rney's  Heckman  is  so  optimistic  that 
s  investors  to  allocate  as  much  as  19% 
m-U.  S.  portfolios  to  the  region. 


Investors  who  would  rather  diversify  their 
Asian  holdings  across  many  companies  would  be 
better  off  with  regional  mutual  funds.  Among 
the  most  successful  funds  lately  are  Matthews 
Korea  fund,  up  44.9%  this  year,  and  Dreyfus 
Emerging  Markets,  up  31.5%.  Of  course,  long- 
term  investors  are  still  smarting,  especially  after 
last  year's  emerging-markets  meltdown.  Even 
after  almost  doubling  in  value  last  year, 
Matthews  Korea  is  still  down  18%  since  its  1995 
inception.  Dreyfus  has  lost  3.9%  since  it  was 
launched  in  1997. 

Another  way  to  play  remote  markets  is 
through  country  index  funds.  If  you  think  the 
Asia-wide  rebound  will  benefit  Australia,  for  in- 
stance— as  many  analysts  do — you  might  consid- 
er buying  into  the  American  Stock  Exchange's 
World  Equity  Benchmark  Shares  (WEBS)  for  the 
country. 

Investors  in  search  of  true  restructuring  plays 
will  find  a  wealth  of  them  in  Europe.  True,  the 
recent  slide  of  the  euro  has  cost  investors  a 
bundle,  and  lingering  joblessness  and  the 
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prospect  of  higher  interest  rates  to  shore  up  the 
currency  also  cloud  the  outlook.  All  the  same, 
companies  are  teaming  up  across  frontiers  to 
gain  Europewide  scale.  That  makes  Europe 
"one  of  the  last  major  developed  regions  in  the 
world  that  has  to  go  through  a  large-scale  cor- 
porate restructuring,"  says  Merrill  Lynch  & 
Co.  equity  strategist  Bryan  Allworthy.  In  fact, 
European  companies  are  still  10  years  behind 
the  U.  S.  and  Britain  in  the  process  of  getting 
into  shape.  So  it's  no  wonder  that  European 
managers  are  eager  to  make  up  for  lost  time. 
Conglomerates  ranging  from  Germany's  Veba  to 
France's  Lagardere  Group  are  spinning  off  units 


FOR  THE  RECORD 


Leila  Heckman,  a  managing  director  at  Salomon  Smith  Barney,  dis- 
cussed international  equities  with  Toronto  bureau  manager  Joe  Weber 


ON  RESTRUCTURING  It's  going  on  all 
over,  with  most  of  the  progress  bein^ 
made  in  Europe. 


ON  RISK  Investing  in 
non-U. S.  corporate 
reshapings  is  somewhat 
riskier  for  two  reasons. 
One,  it's  unclear  when 
Japan  will  come  out  of 
recession.  Two,  foreign 
companies  haven't  been 
as  transparent  as  U.S. 
corporations.  It's  been  a 
little  harder  to  figure  out 
what's  going  on.  [But]  it's 
hard  today  not  to  invest 


abroad,  with  all  the  cross-border 
mergers  and  acquisitions. 

ON  HOT  MARKETS  We  like  Europe  as  a 
restructuring  story,  but  GDP 
growth  is  slowing.  In  Latin 
America,  the  macro  envi- 
ronment has  been  improv- 
ing since  Brazil's  devalua- 
tion, although  GDP  growth 
is  expected  to  be  weak  or 
negative  in  Argentina, 
Brazil,  and  Venezuela  in 
1999.  Japan  has  a  lot  of 
potential,  but  GDP  is  still 
weak.  Australia  is  a  strong 
grower. 


"Japan  has  a  lot  of  potential, 
but  GDP  is  still  weak" 
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as  they  redefine  their  core  missions — and  mak- 
ing themselves  far  more  attractive  investment 
prospects.  Veba  has  spun  off  some  40  business- 
es since  1993,  and  may  hive  off  still  more  of  its 
current  26  or  so  units,  predicts  Timothy  M. 
Rankin,  an  analyst  at  Franklin  Mutual  Advisers 
Inc.  in  Short  Hills,  N.J.  "Eventually,"  he  adds, 
"Veba  will  shrink  down  to  being  a  big  energy 
company."  Similarly,  Lagardere  is  reducing  its 
stakes  in  aerospace  and  automobile  manufac- 
turing, to  focus  on  lucrative  media  units  such  as 
Hachette. 

European  banks,  too,  are  consolidating.  On 
average,  Continental  banks  are  less  profitable 
than  their  British  peers,  with  returns  on  equity 
of  7%  to  12%,  compared  with  20%-plus  across  the 
Channel.  But  they  are  keen  to  buff  up  those  re- 
turns, according  to  John  Hatherly,  head  of  re- 
search at  Britain's  m&g  Group.  Many  will  do  it  by 
joining  forces  with  other  financial  institutions. 


perhaps  outside  their  home  markets,  that 
plement  their  business  mix  or  bring  in  ho 
talent.  Hatherly's  picks  for  merger  candl 
include  Spain's  Argentaria  bank  and  ing  Grl 
the  Netherlands. 

But  restructuring,  European-style,  will  iy 
a  slam  dunk.  Still  married  to  consensus-bu! 
European  business  leaders  are  likely  to 
radical  change.  So  their  restructuring! 
prove  less  quick  and  less  thorough  th; 
U,  S.  version.  "Restructuring  is  going  t( 
pen,"  says  Merrill  Lynch's  Allworthy. 
will  happen  over  time.  That  will  be  a  lot 
than  a  lot  of  investors  thought."  Foi 
reason,  Heckman  suggests  that  inv 
devote  no  more  than  54%  of  their  nor 
portfolios  to  Europe,  even  though  the 
accounts  for  62%  of  the  world's  non-U.  S 
ket  capitalization. 

"SEXY  STORY."  There's  more  to  a  global 
lio  than  restructuring  plays,  of  course 
managers  are  looking  toward  Latin  An 
one  of  the  most  surprising  gainers  in 
months,  for  growth.  Mexico's  stock  m 
heavily  influenced  by  the  country's  ec( 
ties  to  the  U.  S.,  has  risen  57%  in  peso 
since  October,  but  analysts  cite  several 
that  may  keep  gaining.  Grupo  Televis 
world's  largest  Spanish-language  media  < 
ny,  for  instance,  is  continuing  to  sell  off 
unrelated  to  its  core  TV  business.  Alt 
Televisa's  adrs  have  nearly  doubled  thi 
analysts  say  the  best  is  yet  to  come, 
very  sexy  story,"  says  Francisco  Rivero,  1 
research  at  Valores  Finamex  Casa  de  B 
Mexico  City.  Another  Mexican  candidat 
presas  ica,  the  country's  biggest  const: 
outfit,  which  is  also  cutting  costs  to  comr. 
big  projects  outside  the  country. 

For  investors  who  like  to  bottom-fish 
pressed  Brazil  may  offer  opportunity.  C 
tential  gainer  might  be  Tele  Norte  Lest 
cal  phone  company  serving  Rio  de  Jane 
adrs  are  down  about  26%  since  their  hi 
month,  partly  because  of  Brazil's  big  ci 
devaluation  this  year.  But  over  time,  so 
alysts  say,  rising  demand  for  phones  is  b 
drive  up  the  value  of  such  outfits.  Anot 
tential  adr  winner:  Pao  de  Acucar,  a  B 
supermarket  chain  whose  aggressive  bu 
other  chains  has  given  it  the  heft  to  ch 
Carrefour  and  Wal-Mart  Stores  at  hon 
marketer,  says  Oryx  Asset  Management 
manager  Frederico  da  Costa,  is  "a  vei 
long-term  play." 

As  the  rest  of  the  world  strives  to 
with  the  super-competitive  U.  S.,  investn 
portunities  are  likely  to  grow.  And  th 
the  Internet,  it's  getting  easier  for  in 
to  monitor  their  favorite  holdings  in  rei 
cales.  In  the  search  for  money-makinj 
bilities,  international  borders  are  becon 
lite  fictions. 

With  Heidi  Dawley  in  London,  E, 
Malkin  in  Mexico  City,  Miki  Tanik 
Tokyo,  and  Ian  Katz  in  Sao  Paulo 
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Make 

the  right  turn 


Hertz  Computerized  Driving  Directions. 
Helping  you  get 
where  you  need  to  go.  Instantly. 


^)hen  you're  on  a  schedule,  being  lost  means 
being  late.  Fortunately,  with  Hertz  Computerized 
Driving  Directions  you  can  be  on  time,  even'  time, 
.lust  use  the  touch  screen  displays  at  the  Hertz 
rental  counter  and  take  a  printout  of  precise  direc- 
tions and  estimated  times  with  you.  You  can  even 
get  directions  in  six  different  languages 

(J)t's  the  smartest  distance  between  two  points. 
Computerized  Driving  Directions,  another  reason 
nobody  does  it  exactly  like  Hertz.  Visit  us  at 
hertz. com  or  AOL  Kevword:  hertz. 


ts  Fords  and  other  fine  cars. 

PAT.  OFF.  ©  HERTZ  SYSTEM  INC.  1999/120-99 


exactly. 
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Mutual  Funds 


Reversal  of  Fortunes 

As  1998's  leaders  limp  along,  some  laggards  are  rising 


BY  ANNE  TERGESEN 


i 

I 


ast  year,  mutual  funds  that  specialize  in  big, 
fast-growing  companies  left  the  competition  in 
the  dust.  Then  the  bull  market  abruptly  shift- 
ed gears  and  anointed  new  leaders.  Through 
I  May  27,  value  funds  have  beaten  their  growth 
counterparts.  Moreover,  portfolio  managers  fo- 
cusing on  midsize  companies  have  outdistanced 
those  who  favor  the  biggest  stocks.  The  result: 
While  many  funds  that  invest  in  high-flying  In- 
ternet and  technology  stocks  are  now  on  top,  so 
are  a  number  of  last  year's  poorest  performers. 

Laggards-turned-leaders  include  several  emerg- 
ing-market and  energy  funds,  plus  once-hot  names 
that  stumbled  badly  in  recent  years,  such  as  man- 
ager Garrett  Van  Wagoner  and  the  Vanguard 
Group's  giant  Windsor  fund.  "There  has  been  a 
rotation  away  from  the  nifty  50  stocks  that  led 
the  market  up  last  year,"  says  Christine  Benz,  as- 
sociate editor  at  Morningstar  Inc.,  which  pre- 
pares fund  data  for  business  week.  "Large 
growth  has  suffered." 


To  be  sure,  most  of 
largest  stock  funds,  wh 
necessity  focus  on  lar 
stocks,  are  faring  bette 
the  Standard  &  Poor' 
stock  index.  Robert  Si 
manager  of  the  nation's 
fund,  Fidelity  Magellan, 
ued  to  beat  the  s&p  by 
margin.  Still,  it  was  Van 

  value-style  Windsor  fur 

had  the  best  return  of  the  group,  with 
gain. 

If  the  trend  toward  midsize  and  value 
continues,  it  is  only  a  matter  of  time  befor 
funds  with  stock  pickers  at  then-  helms  b 
outpace  those  that  replicate  the  big-cap, 
oriented  s&P  500.  The  performance  gap 
ready  narrowed.  Although  the  s&P  rose§ir 
through  the  end  of  May,  it  ran  only  0, 
centage  points  ahead  of  the  average  U.  S 
sified  stock  fund,  vs.  a  4  percentage-point 
the  same  period  last  year.  "We've  come  th 
few  years  where  the  s&P  500  funds  were 
90%  or  more  of  the  managers,  and  that's 
not  going  to  continue,"  says  Sheldon  Jacc 
tor  of  the  No-Load  Fund  Investor, 
newsletter. 

Behind  the  market's  rotation  is  faster-t 
pected  global  growth,  which  has  helped  1 
numically  sensitive  companies  favored  b 
managers  post  surprisingly  good  earning 
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onomy  is  strong,  commodity  markets  are 
and  Asia  is  improving.  All  these  factors 
>  a  sustainable  value  cycle,"  says  value- 
inager  Denis  Laplaige.  His  MainStay  Eq- 
;ome  Fund  has  surged  23.1%  this  year, 
tassing  the  4.71%  average  gain  for  value 
MainStay  Equity  Income  has  benefited 
apbacks  in  basic  materials,  manufacturing, 
rgy  stocks,  including  Texaco  and  usx.  De- 
ime  recent  moderation  in  oil  and  other 
ity  prices,  Laplaige  says  there  is  room  for 
improvement  in  his  favorite  stocks.  He  ex- 
rnings  in  value  sectors  such  as  basic  ma- 
snergy,  and  transportation  to  rise  an  av- 
f  20.7%  this  year  and  31%  in  2000,  vs. 
20%  and  19.4%,  respectively,  for  growth 
9S  such  as  consumer  staples,  technology, 
1th  care. 

KE?  Among  funds  that  concentrate  on 
industries,  those  that  restrict  themselves 
•al  resources  are  the  hottest  performers 
r.  After  sinking  25.5%  amid  last  year's 
conomic  crisis,  natural-resources  funds 
'ersed  course,  rising  19.3%-  in  the  wake  of 
"'s  production  cutback  by  opec.  Lawrence 
whose  Fidelity  Select  Energy  fund  is  up 
i  year  after  falling  14.7%  in  1998,  figures 
*as  stocks  could  climb  an  additional  15% 
provided  the  price  of  a  barrel  of  oil  rises 
average  of  $18  over  the  past  5  years, 
r  oil  prices  also  explain  a  good  part  of  the 
>n  Troika  Dialog  Russia  Fund's  blistering 

FUND 


FUND 


NET  ASSETS 

BILLIONS 


TOTAL 
RETURN* 


How  the  Big  Funds  Fared 

65.9%  gain  this  year.  One  w 
of  the  most  volatile  funds, 
Lexington    Troika  fell 

82.98%  last  year  as  the  ]*™Jm». L— -     .__  J?3_7__. 

ruble  collapsed  and  is  VANGUARD ^500  INDEX  87.5   476 _ 

down  31%  since  its  1996  WASHINGTON  MUTUAL  INVESTORS        57.0  5.47 

debut.  But  because  35%  INVESTMENT  COMPANY  OF  AMERICA     52.5  5.99 

of  the  fund  s  assets  are   

.    i  •     .I     t->      •  FIDELITY  GROWTH  &  INCOME  50.0  0.26 

invested  in  the  Russian  

oil    and    gas    industry,      FIDELITY  CONTRAFUND    42.2  4.83 

which  is  the  nation's 
largest  source  of  exports, 
it  has  benefited  from  the 
uptick  in  oil  prices,  says 
portfolio  manager  Mac     _FJDELnrY_PURIT«l_  _26.8_  __0.98 


AMERICAN  CENTURY  ULTRA  INVESTORS 

VANGUARD  WINDSOR  M 

JANUS 


33.7 
32.1 
29.9 


5.18 
6.50 
9.27 


Hisey.  As  a  group,  diver- 
sified emerging-markets 
stock  funds  are  up  20.5% 
this  year,  after  last  year's  26.84%  drop. 

Bond  funds  have  experienced  equally  dramatic- 
reversals.  With  fears  of  a  worldwide  economic 
downturn  receding,  investors  who  fled  to  the  per- 
ceived safety  of  the  U.  S.  Treasury  market  last 
fall  are  willing  to  "embrace  things  that  seemed 
too  risky"  then,  says  Moniingstar's  Benz.  That  has 
helped  emerging-markets  bond  funds  gain  5.59% 
this  year.  And  while  rising  U.  S.  interest  rates 
have  hammered  Treasury  bonds,  the  prospect  of 
higher  inflation  has  helped  the  debt-laden  com- 
panies that  issue  high-yield  bonds.  That's  because 
inflation  erodes  the  value  of  debt,  making  it  less 
onerous,  says  Roger  E.  King,  whose  Dreyfus 


'Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before 
taxes,  Jan. 1  through  May  27. 1999 

DATA  M0RNINGSTAR  INC. 


TOTAL  RETURN* 


FUND 


TOTAL  RETURN* 


PR0FUNDS  ULTRASHORT  0TC  INV. 

-29.91% 

U.S.  GLOBAL  INVESTORS  GOLD  SHARES 

-12.30% 

AMERICAN  HERITAGE 

-26.32 

MUNDER  SMALL  COMPANY  GROWTH  A 

-12.24 

FRANKLIN  GLOBAL  HEALTH  CARE  A 

-19.45 

VAN  ECK  GOLD/RESOURCES  A 

-12.17 

POTOMAC  0TC/SH0RT 

-18.09 

GAM  INTERNATIONAL  A 

-12.04 

FIDELITY  SELECT  MEDICAL  DELIVERY 

-16.70 

SELIGMAN  FRONTIER  A 

-12.00 

U.S.  GLOBAL  INVESTORS  WORLD  GOLD 

-16.10 

ING  SMALL  CAP  GROWTH  A 

-11.98 

PARKST0NE  SMALL  CAP  INV.  A 

-15.26 

FIRST  AMERICAN  HEALTH  SCIENCES  A 

-11.56 

FAIRP0RT  MIDWEST  GROWTH 

-15.06 

SSGA  SMALL  CAP 

-11.49 

RYDEX  ARKT0S  INV. 

-14.59 

JOHN  HANCOCK  SPECIAL  EQUITIES  B 

-11.41 

GROWTH  FUND  OF  SPAIN  A 

-14.52 

N0RWEST  ADVANTAGE  SMALL  COMPANY  STOCK  A 

-11.31 

JOHN  HANCOCK  GLOBAL  HEALTH  SCIENCES  B 

-14.47 

INVESC0  HEALTH  SCIENCES 

-11.21 

ATLAS  EMERGING  GROWTH  A 

-14.33 

MARSHALL  SMALL-CAP  GROWTH  A 

-11.17 

PBHG  EMERGING  GROWTH 

-14.11 

GALAXY  SMALL  COMPANY  EQUITY  RET.  A 

-11.16 

PRUDENT  BEAR 

-13.80 

FIDELITY  SELECT  PRECIOUS  METALS  &  MINERALS 

-10.93 

MENTOR  GROWTH  B 

-13.65 

WARBURG  PINCUS  HEALTH  SCIENCES  COMMON  SHARES 

-10.71 

PACIFIC  ADVISORS  SMALL  CAP  A 

-13.61 

MONTGOMERY  U.S.  EMERGING  GROWTH  R 

-10.39 

C0MST0CK  PARTNERS  CAPITAL  VALUE  A 

-13.35 

UNITED  GOLD  8.  GOVERNMENT  A 

-10.39 

MUN0ER  FRAMLINGT0N  HEALTHCARE  C 

-13.24 

AMERICAN  CENTURY  GLOBAL  GOLD 

-10.33 

PUTNAM  HEALTH  SCIENCES  A 

-12.96 

FLAG  INVESTORS  EMERGING  GROWTH  A 

-10.23 

BARR  ROSENBERG  MARKET  NEUTRAL  INVESTMENTS 

-12.89 

DRESDNER  RCM  GLOBAL  HEALTH  CARE 

-10.21 

PERRITT  MICRO  CAP  OPPORTUNITIES 

-12.69 

MSDW  HEALTH  SCIENCES  B 

-10.19 

PREFERRED  SMALL  CAP 

-12.56 

KAUFMANN 

-10.04 

RYDEX  HEALTH  CARE  INVESTMENTS 

-12.50 

TEXAS  CAPITAL  VALUE  &  GROWTH 

-9.97 

FIDELITY  GERMANY 

-12.41 

PIMC0  PRECIOUS  METALS  C 

-9.94 

ICON  SOUTH  EUROPE  REGION 

-12.33 

FIDELITY  SELECT  FOOD  &  AGRICULTURE 

-9.93 

PSt 
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Mutual  Funds 


The  Bond-Fund  Leaders 


TAXABLE  FUNDS 

TOTAL  RETURN* 


TAX-FREE  FUNDS 

TOTAL  RETURN* 


al  years  of  watching  the  s&p  500  tro 
highly  paid  stock  pickers,  amg  Presi 
Robert  Adler  suspects  that  some  inve 
are  also  shifting  out  of  funds  into  si 
that  they  trade  online. 

Even  though  big-cap  funds  have  su 
DREYFUS  HIGH-YIELD  SECURITIES  _      _  16.47%       MUNOER  MIJAX-FREE  BOND  A  _  2.20%       fjerefi  their  leadership,  many  investor 

PHOENIX-GOODWIN  EMG.  MKTS.  BO.  A       A2A7_  _      HEARTLAND  SHORT  OUR.  HIGH-YIELD  MUNI.     1.86         still  concentrating  on  large-cap  index 

primarily  Vanguard's  500  Index 
Large-cap  index  funds  have  attractej 
billion,  up  from  $14  billion  in  the  firs 

LL4.2__     J*W&J!^!^A  lA7___    months  of  last  ye9r.  The  only  other 

L°:68_,     _C_^?.R*?0_?.0_N??H*?E_S__  _A2_6__      categories  to  receive  more  money  this 

than  last  are  large-cap  growth  and 
nology  funds. 

"ABSOLUTELY  LOONY."  Although  they 

LEGG  MASON  HIGH-YIELD  PRIMARY        _A5:3__      VAN  KAMPEN  HIGH-YIELD  MUNI  A  _  y_5__      suffered  lately,  technology  and  Int 

THIRD  AVENUE  HIGH-YIELD  8.10  DELAWARE  NATL.  HIGH-YIELD  MUNI.  A  1.15 


FIDELITY  ADVISOR  EMG.  MKTS.  INC.  T 
FIDELITY  NEW  MARKETS  INCOME 
SUMMIT  EMERGING  MARKETS  BOND 
FIDELITY  CAPITAL  &  INCOME 
RYDEX  JUNO 

DREYFUS  PREMIER  REAL  EST.  MTGE.  A 


11.88 
1172 


HEARTLAND  HIGH-YIELD  MUNI.  BONO 
STRONG  SHORT-TERM  MUNI.  BOND 


_1.6_ 
1.32~ 


9.65 
9.61 


STRONG  SHORT-TM.  HIGH  YLD.  MUNI.  BD. 
CALVERT  TAX-FREE  RES.  LTD.-TM.  A 


1.21 
1.17 


AVERAGE  OF  1,317  TAXABLE  FUNDS 


-0.63 


AVERAGE  OF  1,425  TAX-FREE  FUNDS 


-0.19 


•Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes,  Jan.l  through  May  27, 1999 

DATA:  M0RNINGSTAR  INC. 

High  Yield  Securities  Fund,  up  16.5%  this  year, 
is  first  on  the  taxable  bond-fund  rankings  after 
straggling  last  year.  On  average,  taxable  and 
municipal  bond  funds  are  down  0.63%  and  0.19%, 
respectively.  Long-term  government  bond  funds 
have  lost  5.6%.  But  high-yield  funds  are  up 
2.63%. 

Perhaps  as  a  result,  the  flow  of  dollars  into 
high-yield  bond  funds  is  still  strong,  even  as  eq- 
uity funds  suffered  net  redemptions  for  the  two 
weeks  ended  May  26,  according  to  mutual  fund 
information  company  amg  Data  Services.  Only 
$47.4  billion  has  moved  into  equity  mutual  funds 
so  far  this  year,  down  40%  compared  with  the 
same  period  last  year,  amg  says.  One  theory  is 
that  investors  are  souring  on  funds  after  sever- 

How  the  Fund  Groups  Fared 


TOTAL  RETURN* 

TOTAL  RETURN* 

PACIFIC/ASIA  EX-JAPAN 

20.94% 

WORLD 

3.36% 

DIVERSIFIED  EMERGING  MARKETS 

20.53 

LARGE-CAP  GROWTH 

3.32 

LATIN  AMERICA 

20.18 

MID-CAP  BLEND 

3.29 

JAPAN 

19.43 

FOREIGN 

2.77 

NATURAL  RESOURCES 

19.26 

SMALL-CAP  BLEND 

2.32 

COMMUNICATIONS 

18.84 

DOMESTIC  HYBRID 

1.82 

TECHNOLOGY 

17.12 

SMALL-CAP  GROWTH 

1.65 

DIVERSIFIED  PACIFIC/ASIA 

16.83 

INTERNATIONAL  HYBRID 

0.75 

UNALIGNED 

7.74 

SMALL-CAP  VALUE 

0.66 

REAL  ESTATE 

6.94 

EUROPE 

-2.87 

MID-CAP  VALUE 

6.25 

PRECIOUS  METALS 

-5.42 

LARGE-CAP  VALUE 

572 

HEALTH 

-7.69 

MID-CAP  GROWTH 

5.43 

ALL  EQUITY  FUNDS 

4.61 

TILITIES 

4.53 

U.S.  DIVERSIFIED  EQUITY 

3.81 

"E  CAP  BLEND 

3.63 

S&P  500  INDEX 

4.65 

'CIAL 

3.56 

ion  plus  reinvestment  of  dividends  and  capital  gams  before  taxes,  Jan.l  through  May  27, 1999 

DATA:  M0RNINGSTAR  INC. 


funds  remain  hot  overall.  This  year'; 
performer,  Amerindo  Technology  fum 
plowed  about  90%  of  its  $139.17  mill 
assets  into  about  a  dozen  Net-r 
stocks,  including  Inktomi,  eBay,  and 
zon.com.  Through  the  end  of  May,  it  is  up 

Money  manager  Van  Wagoner,  who  t: 
badly  in*  1997  and  1998,  also  used  Net  sto< 
help  four  of  his  five  funds  claw  their  wa; 
the  top  11.  But  in  April,  he  cut  his  expos 
the  sector  by  half,  to  roughly  20%  of  the 
assets.  "The  valuations  got  absolutely  loon 
says.  Van  Wagoner  plans  to  buy  more  Net 
if  they  get  cheap  enough.  But  now,  he's  inv 
his  profits  in  health-care  stocks,  such  as  re 
hospital  chain  Province  Healthcare.  The 
"was  beaten  down  this  spring  on  fears  o] 
emment  regulation,  which  tend  to  be  overb 
Van  Wagoner  says. 

That's  a  gutsy  bet.  Health-care  func 
7.69%  this  year,  making  them  the  wors 
formers  among  funds  that  focus  on  spec: 
dustries.  Besides  the  specter  of  govemmer 
ulation,  phai-maceutical  stocks  have  been 
concerns  about  high  valuations  and  patem 
rations,  says  John  R.  Schroer,  manager 
vesco  Health  Sciences  Fund,  which  is 
11.21%. 

Predictably,  the  list  of  this  year's  lo 
dominated  by  bear  funds,  which  bet  that 
will  fall  by  selling  borrowed  shares  in  the 
replacing  them  at  a  profit  after  prices 
Among  the  biggest  laggards:  Prudent  Be 
tomac  ore/Short,  and  the  ProFund's  Ultr 
OTC  fund.  Also  hit  hard  were  gold  and 
cap  funds,  which  have  been  depressed  fo 
time.  But  now  that  investors  have  di 
value  and  mid-cap  stocks,  many  are  bettii 
small-cap  funds  will  be  the  next  to  reviv< 
point  to  signs  of  cooling  among  Internet 
which  have  attracted  money  that  migh 
gone  into  small-stock  funds. 

"Small-  and  mid-caps  are  undervalu 
some  point  that  will  be  recognized,"  says 
Henning,  co-manager  of  Pacific  Advisors 
Cap  fund,  which  tumbled  13.61%  this  y 
spite  a  0.66%  gain  for  small-cap  value  fun 
whole.  If  that  happens,  1999  will  indee 
year  of  surprises  for  mutual  funds. 
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Make  a  Buck  in  Bonds 

Last  year,  Treasuries  were  the  stars.  Not  any  more 


BY  TODDI  GUTNER 

MIDYEAR 
INVESTMENT 
GUIDE 


lith  the  U.  S.  Treasury  market  locked  in  a 
[battle  between  inflation  hawks  and  New 
Economy  thinkers  who  believe  inflation 
is  dead  for  now,  yields  on  30-year  gov- 
ernment bonds  have  been  stuck  between 
5.25%  and  6%  for  more  than  four  months.  This 
means  investors  can  look  forward  to  none  of  the 
capital  gains  they  earned  last  year,  when  long 
bond  yields  plunged  to  a  record  4.72%  and  prices 
soared.  But  this  doesn't  mean  the  bond  market  is 
bereft  of  value.  Credit-market  experts  say  you 
can  still  find  good  deals  in  corporate,  municipal, 


Good  Value  in  Bonds 


SECURITY 

RECOMMENDATION 

COMMENT 

YIELD  TO 
MATURITY 

TREASURIES 

Five-year  bond 

Good  yield,  low  risk 

5.58% 

CORPORATE^ 

Time  Warner  6K% 
of  2029 

Good  capital  appreciation  from 
credit  improvement 

7.40 

HIGH  YIELD 

Nextlink  10.75% 
■i  11/15/08 

Rapidly  growing  provider  of 
telecom  services  to  businesses 

10.77 

MUNICIPALS 

i  N  Y.  City  Municipal  Water 
j  Auth.  5%  of  5/15/29 

Essential  service,  good 
discount,  AAA  rating 

5.36 

GLOBAL 

i  Bra    HX%  of  4/15/04 

Cheap  but  risky 

14.85 

*May  28 

DATA'  SURVEY  OF  MONEY  MANAGERS 

and  even  emerging 
ket  debt.  "I'm  bi 
everything  but 
suries,"  says  Dan: 
Fuss,  managing  pa 
for  fixed  incomr 
Loomis,  Sayles  & 

One  big  reason  F! 
in  the  market  is  thi 
spite  plenty  of  jitte: 
inflation  and  future 
eral  Reserve  rate 
the  economic  environ 
remains  relatively 
guine  for  bonds 
sure,  after  the  con? 
price  index  took  an 
pected    0.7%  jum 
April,  the  Fed  wj 
that  it  was  thinking 
raising  interest  rati 
the  first  time  since 
1997.  Still,  "we  are 
tively  optimistic  abcj 
flation"  remaining  low 
Elliott  Piatt,  director  oj 
nomic   research   at  Donai 
Lufkin  &  Jenrette  Inc.,  who  expects  ecc 
growth  to  slow  to  3%  over  the  next  srx  nrj 
from  4.1%  in  the  first  quarter.  What's 
"there  are  still  substantial  problems  remaii 
the  global  economy,"  which  would  cause  tl] 
to  pause  before  raising  rates,  adds  Willi 
Gross,  managing  director  of  Pacific  Inven 
Management  Co.  (PIMCO). 
HIKE  HINTS.  In  fact,  the  Fed's  very  act 
pressing  its  bias  toward  tighter  money 
drive  bond-market  yields  up.  That  may  h;, 
complished  the  equivalent  of  tightening 
without  an  official  rate  hike.  Most  expert^ 
now  that  the  Fed  is  likely  to  leave  the 
funds  rate — the  rate  on  overnight  loans 
banks — at  4.75%.  At  most,  they  say,  it 
rise  a  modest  25  basis  points  over  the  n 
months. 

Unlike  1998,  when  Treasuries  were  st 
formers,  this  year  you'll  need  to  t 
some  more  risk  to  make  a  buck  in 
That  doesn't  bother  Wayne  D.  Lysl 
investment  officer  at  Alliance  Fijj 
come  Investors.  "The  market  has  i| 
discounted  investment-grade  anc 
yield  corporates  and  emerging-i 
debt  because  of  inflation  fears. 
John  Bender,  co-manager  of  Stroi 
porate  Bond  Fund,  agrees.  He  lik, 
phone  companies  such  as  Sprint 
and  MCI  WorldCom  Inc.  because  hf 
they  have  more  stable  earnings  a:; 
flow  than  cyclical  companies.  H 
buying  cable  operators,  includin 
Warner  Inc.  and  Cablevision  S 
Corp.,  because  he  thinks  they  a 
positioned  to  benefit  from  teleco 
cation  deregulation. 

It's  tine  that  default  rates  on  hi 
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$1.2  Million 


$10,000 


6/30/71 


6/30/75 


6/30/85 


6/30/90 


6/30/95  3/31/99 


Time  Well  Spent 


Obviously,  we  can't  assure  you  that  American  disciplined  approach  we  used  the  last  27  years. 

Century's  Growth  Fund  will  turn  $10,000  into  For  more  information  about  a  growth  fund  that  can 

more  than  a  million  dollars  over  the  next  27  years,  make  very  good  use  of  your  time,  contact  American 

But  we  can  assure  you  we'll  continue  the  same,  Century  or  ask  your  investment  professional. 


se  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before  you 
st  or  send  money.  Naturally,  past  performance  can't  guarantee  future  results.  These  figures  are  for  Investor  Class  Shares  and  assume  all 
lends  were  reinvested.  Please  consult  a  prospectus  for  information  about  other  share  classes.  Investment  return  and  the  value  of  your  principal 
fluctuate,  and  the  final  value  of  your  investment  may  be  more  or  less  than  what  you  started  with.  'Although  the  Growth  Fund's  initial  inception 
was  10/31/58,  its  performance  for  the  period  shown  corresponds  with  American  Century's  implementation  of  its  current  investment  philosophy 
oractices  on  6/30/71.  Funds  Distributor,  Inc.  ©2999  American  Century  Services  Corporation  bwk44o-iia 


American 
Century 


SIT  US  ONLINE 


www.  americancentury  .com 


Bonds 


MIDYEAR 
INVESTMENT 
GUIDE 


bonds  have  risen  from  a  low  of  1.5%  in  1996  to 
3.8%  at  the  end  of  April.  That's  slightly  above 
the  long-term  average  default  rate  of  3.3%.  Hard 
times  in  the  oil  patch  account  for  some  of  the 
rise.  As  crude  prices  slumped  a  few  months  ago, 
some  debt-laden  energy  companies  suffered  bad- 
ly. Forcenergy  Inc.,  an  oil  and  natural  gas  ex- 
ploration company,  filed  for  Chapter  11  bank- 
ruptcy this  spring.  Indeed,  recent  high-yield 
defaults  "reflect  a  problem  with  particular  is- 
sues that  should  have  never  come  to  market  in 
the  first  place,  but  not  with  the  high-yield  mar- 
ket overall,"  says  Margaret  Patel,  portfolio  man- 
ager for  New  York-based  Third  Avenue  High- 


FOR  THE  RECORD 


Kevin  McClintock,  director  of  equities  and  taxable  bonds  for  Dreyfus 
Corp.,  talked  with  Personal  Finance  Editor  Toddi  Gutner 


ON  INFLATION  We'll  see  a  modest 
uptick  due  to  commodities  bouncing 
off  their  lows,  but  for  the  long  term,  it 
should  remain  low. 


ON  THE  FEDERAL  RESERVE 

The  Fed  doesn't  need  to 
raise  rates  to  cool  the 
economy.  The  bond  market 
has  already  done  the  Fed's 
work.  However,  they  may 
wish  to  raise  rates  25 
basis  points  to  let  some 
air  out  of  the  equity 
market. 


ON  THE  BOND  MARKET  [Yields  on] 
bonds  are  in  a  trading  range  of  5%  to 
6%.  Long  rates  were  unsustainably 
low  at  4.75%  and  unsustainably  high 
around  6%. 


ON  THE  BEST  BUYS  IN 
BONDS  Investment-grade 
corporates,  high-yield, 
and  mortgages  offer  bet- 
ter value  than  intermedi- 
ate-term Treasuries. 
Long-term  Treasuries  look 
attractive  as  yields 
approach  6%. 


d  doesn't  need  to  raise 
wever,  they  may..." 


Yield  fund.  The  high-yield  sector  still  offers  some 
good  value,  with  yields  of  more  than  9%.  Patel  is 
making  a  big  bet  on  the  fast-growing  telecom- 
munications industiy.  Level  3  Communications  is 
one  favorite.  It's  building  a  global,  Internet- 
based  network  to  transport  data  at  low  cost. 
Nextlink  Communications,  a  telecommunications 
provider  to  business  customers,  is  another  Patel 
favorite.  Both  are  publicly  traded. 

Investors  who  are  willing  to  stomach  volatili- 
ty can  find  some  bargains  in  emerging-market 
debt.  After  a  gut-wrenehing  1998,  J.  P.  Morgan  & 
Co.'s  emerging-markets  bond  index  has  re- 
i  bounded  5.8%  through  May  28.  New  York-based 


global  economic  consultant  Maria  Fiorini  Rar 
likes  Mexico  because  she  thinks  it  will  conl 
to  benefit  from  strong  U.  S.  economic  growt 
robust  stock  market,  up  50%  this  year  in  d 
terms,  has  helped  bolster  Mexican  debt  as 
Ramirez  also  expects  Asia  to  have  a  decen 
bound,  with  4%  economic  growth  outsi 
Japan,  and  recommends  South  Korean  and 
state  debt.  Both  countries  are  further  ahe 
complying  with  International  Monetary 
guidelines  than  other  Asian  nations.  Becau 
very  difficult  for  individuals  to  play  ma 
these  markets,  the  best  way  to  dip  into 
sector  is  through  such  mutual  funds  as  Fi 
Advisor  Emerging  Markets  Income  or  Fi 
New  Markets.  Both  returned  nearly  12%  thi 
May  27. 

SAFETY  FIRST?  If  you'd  rather  stick  to 
havens  and  solid  returns,  you  might  wa 
look  at  mortgage-backed  securities.  Thes 
packages  of  home  mortgages  bundled  tog 
and  sold  to  investors.  "They  are  currently 
ing  about  130  basis  points  over  Treasurie 
prepayment  risk  is  low,  and  supply  is  dwin 
which  all  bode  well  for  investors,"  say 
Dektar.  a  portfolio  manager  of  Smith  Breed( 
termediate  Duration  U.  S.  Government 
Dektar's  fund  is  up  0.59%  through  May  28 
1.1%  drop  for  three-  to  five-year  Treasui 

Although  bargains  are  rare  in  munic 
there  are  still  some  decent  buys,  says  M 
Cohen,  president  of  Envision  Capital  Ma 
ment  Inc.,  a  Los  Angeles  fixed-income  ms 
ment  firm.  She  recommends  staying  in 
termediate  range  of  7  to  15  years.  Fifteer 
tax-free  municipal  bonds  rated  aa  now  yi 
average  of  5%.  That's  89%  of  the  yield 
year  Treasuries.  Historically,  muni  investor 
expect  only  82%  of  the  Treasury  yield,  ai 
current  aftertax  return  on  Treasuries  is 
than  on  munis,  says  Thomas  C.  Spalding, 
investment  officer  for  John  Nuveen  &  Co 

Although  corporates  and  munis  are  th 
mavens'  picks  for  now,  one  class  of  Trea 
still  stands  out:  tips,  pimco's  Bill  Gross  nc 
about  4%,  or  $6  billion  of  his  $160  billion 
lio  in  Treasury  Inflation-Indexed  Securitie 
monly  known  as  TIPS.  "When  the  consume 
index  goes  up  0.7%  in  one  month,  thai 
straight  to  the  bottom  line,"  says  Gro 
bought  tips  because  they  were  cheap  rela 
the  rest  of  the  market  and  figured  ths 
would  do  well  if  inflation  was  higher  than 
which  it  was  at  the  time  of  his  purchase 

Gross  expects  to  participate  in  the  ne 
auction  in  early  July.  On  the  overall  bond  r 
he  remains  "cautious,  with  my  eyes  op< 
my  fingers  crossed."  Even  during  this  pe 
angst  about  future  inflation,  it's  still  possibl 
vest  in  bonds  and  get  a  decent  return. 


Although  yields  on  government  bonds  have  been  stuck  for  months,  experts  say  j 
can  still  find  good  deals  in  corporate,  municipal,  and  even  emerging-market  del 
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By  powering 
the  Net,  we're  bringing  newborn 
companies  into  the  world  every  day.  As  you  may 
have  noticed,  their  stock  prices  are  kicking  and  screaming. 

While  a  baby  might  have  a  mother's  eyes  or  a  fathers  nose,  over 
half  of  the  world's  leading  Internet  businesses  come  into  this  world 
with  a  Sun  Microsystems  brain.  Companies  like  Excite.  eBay.  CNN. 
Consider  it  a  matter  of  good  breeding.  After  all,  75%  of  Internet  back- 
bone traffic  already  runs  on  our  Net-based  technologies,  not  to  mention 
10  out  of  12  ISPs.  That's  because  we  help  build  e-commerce  solutions  that 
work.  Whether  it's  our  high-performance  systems,  universal  Java"  soft- 
ware platform,  or  robust  Solaris"  operating  environment,  Sun  powers 
business  in  the  Network  Economy.  We  even  have  all  the  services 
that  help  keep  your  systems  up  and  running.  In  the  end,  the 

most  compelling  reason  can  easily  be  found  any  day  on  ...  ,  .  .  . 

F      6  y  y     y  We're  the  dot  in  .com. 

your  nearest  stock  page.  Perhaps  we  should  be  / 
passing  out  cigars.  THE  NETWORK  IS  V^§^ 

THE  computer;  ^^t3Z//Z 

microsystems 

Microsystems.  Inc  All  nghls  reserved  Sun.  Sun  Microsystems,  the  Sun  Logo.  Java,  the  Java  Cotlee  Cup  Logo.  Solars.  The  Network  Is  The  Computer  and  We're  The  Dot  In  Com  are  trademarks  or  registered  trademarks  ol  Sun  Microsystems.  Inc  in  the  U  S  and  other  countries  www.sun.com 


BusinessWeek  Investor 


Real  Estate 


REITs  on  the  Rise 

After  a  long  slump,  they're  back  on  solid  footing 


BY  KATHLEEN 
MORRIS 


MIDYEAR 
INVESTMENT 
GUIDE 


N 


o  one  is  sure  of  the  exact  catalyst — but  a 
wave  of  optimism  has  returned  to  real  es- 
tate investment  trusts.  Some  say  it  was 
the  $50  million  Warren  E.  Buffett  threw  at 
a  few  REITs  in  April.  Others  point  to  the 
$500  million  funneled  into  reits 
that  same  week  by  a  big  state 
pension  fund.  In  any  case, 
reits,  which  own.  operate, 
and  develop  portfolios  of  , 
buildings  ranging  from  ho-  J 
tels  to  self-storage  cen-  ^£ 
ters,  have  appreciated 
14%  since  mid-April. 
That  puts  reits, 
which  underper- 
formed  early  in  the 
year,  well  ahead  of  the 
Standard  &  Poor's  500 
stock  index,  with  a  ~( 
gain  year  to  date. 

It's  about  time.  After 
hitting  a  record  liigh  at  the 
end  of  1997,  reits  slumped 
despite  their  reputation  as 
a  defensive  investment.  But 
investors  feared  a  recession 
that  never  came.  Now,  reits 
are  expected  to  increase  cash 
1999. 

The  current  rebound  will  not  necessarily  de- 
liver a  knockout  performance  for  the  rest  of 
1999.  But  REITs  still  offer  unique  charms.  These 
stocks  are  for  those  who  want  security,  not  ex- 
citement. Property  leasing  is  a  slow  but  pre- 
dictable growth  busi- 
ness. And  in  good 
times  or  bad,  REITs 
shell  out  95 (r  of  their 
taxable  earnings  in 
dividends  in  return  for 
their  corporate  tax- 
free  status.  The  aver- 
age REIT  dividend 
yield  is  currently  7rr, 
compared  with  3.7% 
for  utilities  and  1.3% 
for  the  s&p  500. 

Most  important,  real 
estate  stocks  offer  low 
volatility  and  less  cor- 
relation to  the  move- 
ment of  the  s&p  500 
than  almost  any  other 
asset  class.  Combine 
that  with  their  rich 
dividend  flow,  and  vou 
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Prime  Property  Picks 


BELOW 
NET  ASSET 


DIVIDEND 


NAME 

PRICE 

VALUE 

YIELD 

ARDEN  REALTY 

25% 

-2% 

7.0% 

AVALON  BAY  COMMUN. 

35* 

-2 

5.8 

TRIZEC/HAHN 

20* 

-15 

1.7 

KILROY  REALTY 

24* 

-3 

6.8 

CHARLES  E.  SMITH 

34*. 

-3 

6.2 

URBAN  SHOPPING  CENTERS 

33 

-2 

6.8 

STARWOOD  HOTELS  &  REST. 

32* 

-13 

1.8 

TAUBMAN  CENTERS 

13% 

-9 

7 

DATA:  GREEN  STREET  ADVISORS  INC 


have  a  value  that's  hard  to  beat.  Curi 
REITs,  which  are  valued  on  cash  flow 
they  pay  out  most  of  then-  earnings  in  div 
are  trading  at  9  times  1999  cash  flow.  Co 
that  with  the  s&p  500,  which  is  trading 
times  future  earnings,  still  a  near-record 
tion  gap. 

LOCATION,  LOCATION...  The  trick,  of  coi 
picking  the  best  prospects  for  internal 
from  new  development  projects  or  by 
rents  on  existing  properties.  The  most 
in  rentals  is  in  the  office  sector.  But  s 
reits  concentrated  in  the  downtowns  of 
cities  with  high  barriers  to  ent: 
New  York,  Boston.  San  Fr; 
Washington,  and  Chica 
Look  to  reits  such 
Green,  a  small  compai 
a  concentrated  port! 
second-tier  proper 
Manhattan.  There 
Canada's  Trize 
Corp.,  which  is 
reit  but  an  op< 
company.  It  owns 
portfolio  of  office 
across  North  A | 
But  unlike  its 
Trizec/Hahn  is  tr 
a  discount  to  its 
value. 

In  California 
Realty  Inc.  is  a  g 
says  Ken  Statz,  s 
at  the  top-perforn 
curity  Capital  Res 
Fund.  Arden  has 
jor  benefits:  It's  a  pure  play  on  the  robu 
em  California  office  market.  And  Arder 
sidered  a  prime  acquisition  target  for  big 
reits  such  as  Samuel  Zell's  Equity  Offi 
erties  Trust. 

Apartment  reits  offer  interesting  op 
ties.  Any  increases  in  inflation  can  be  p 
quickly  to  apartment  renters,  who  g< 
lease  by  the  year.  Favorite  picks  include 
Bay  Communities,  which  has  a  $4.3  billi 
folio  of  top-quality  apartments  in 
strongest  markets.  Northern  California 
Northeast.  Another  choice  is  Charles 
Residential  Realty  Inc.,  which  owns 
apartment  buildings  in  Washington,  Chic 
Boston. 

Many  real  estate  executives  are  worri 
E-commerce.  But  Carl  B.  Tash.  who  ru 
Angeles  reit  fund,  is  scooping  up  share.1 
end  mall  companies  such  as  Taubman 
Inc.  and  Urban  Shopping  Centers  Inc 
are  destinations — places  you  go  for  indi 
claims  Tash. 

Scrutinizing  mall  stocks  seems  like  i 
when  you  can  be  the  proud  owner  of 
zling  virtual  retailers  as  Amazon. con] 
Etoys  Inc.  But  as  we  head  into  the  nint 
the  bull  market,  a  little  brick  and  mor 
be  the  perfect  stabilizer. 


1G2  RIKINFSS  WFFK  /  It  INF  14    1  QQQ 


szJ>  zisJi           t  ryj  !  _ 

IT'D  TAKE  FOREVER  TO 
READ  ABOUT  THE  HUNDREDS 
OF  VALUE  FUNDS. 


Luckily,  there  are  Cliffs  Notes™ 

The  Van  Kampen  Comstock  Fund  is  "one  of  the  category's  most  attractive  options." 

—  Morningstar  Mutual  Funds  12/6/98 

The  Van  Kampen  Equity  Income  Fund  "has  hit  on  some  of  the  past  decade's  best  buys." 

-  Morningstar  Mutual  Funds  1 1/21/98 

The  Van  Kampen  American  Value  Fund*  "...it's  hard  to  argue  with  (the  success  of  the  Fund's  management)  thus  far." 

—  Morningstar  Mutual  Funds  2/5/99 


VAN  KAMPE N 

FUNDS 

Van  Kampen  Funds  are  managed  for  both  consistent  and  disciplined  growth  over  time. 
As  part  of  a  diversified  portfolio,  our  Value  Funds  may  provide 
balance  to  Growth  Funds.  For  details  call  your  Financial  Advisor  or  1-8007231-2808. 

www.vankampen.com 

t  performance  does  not  guarantee  future  results.  The  investment  return  and  principal  value  will  fluctuate  with  changes  in  market  conditions.  All  mutual  funds  i 


;,  including  fluctuation  or  loss  of  principal.  The  investment  return  and  principal  value  will  fluctuate  with  changes  in  market  conditions.  Shares,  when  redeemed  may 
worth  more  or  less  than  their  original  cost.  Before  investing  in  any  Van  Kampen  Fund,  obtain  a  prospectus  from  your  investment  representative  and  read  it  carefully 
ase  consult  a  current  Fund  prospectus  for  a  complete  explanation  of  the  risks,  charges,  and  expenses  involved  in  the  Fund.  Distributed  by  Van  Kampen  Funds  Inc 
399  Van  Kampen  Funds  Inc.  Morningstar  quotes  used  with  permission  from  Morningstar  Mutual  Funds.  Cliffs  Notes  is  a  trademark  of  IDG  Books  Worldwide.  Inc 
rights  reserved.  Reproduced  here  by  permission.  'American  Value  Fund  (inception  10/18/93)  posted  average/annual  total  returns af  -11.43%,  15.2%  and  14% 
the  1-,  5-,  and  L-O-F  periods  ending  3/31/99.  Total  returns  are  for  A-shares,  including  the  maximum  sales  charge  of  5.75%.  Currently  closed  to  new  investors 
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E  1999 

EO 

SUMMIT 


The  Premier 

Business  Leadership  Event 


eleb  rating  the 
7  O  th  Annij^flSar 
o/ America's  Best  *e 
Business  Magazine\ 


On  ScpU  mbe,  <>*  «<W  WW  -ag>»-  ta  70th  a  ^ 

in         V,  k  1  :«>     X  ^  ^  «f  accomplished  leader  ^  African  business  and  polit.cs  wdl  gathe 
I  he  Waldorf  Astor.a  Hotel  For  a  private,  invitation -only  meeting  to  consider  the  most  important  chall 
Mn-  Ame.  .can  business  a,  the  turn  of  the  millennium.  Tbis  elusive  group  will  then  be  our  guests  at  a 
,„„,«,  ,o  cdebrat.  70  vcacs  of  IW-  UWt  that  evening  at  Tbe  New  York  Public  I  ibrary. 


|  ,     B  UU  CIO  SummH  .s  an  exclusive  event  reserved  for  the  world's  most  eminent 

bV*L£  leaded  las,  ,ea,  s  parfepants  included  Michael  Bloomberg,  Bloomberg  Rnanoal  Mar- 
ias Mm  Chambcrv  <  Wo  Sterns;  Anthea  U  sney.  News  America  Publishmg  Group; 


Sponsored  by: 
Aon 


Lucent  Technologies 

Sapient 

Priority  Mail 
from  the 
United  States 
Postal  Service 


With  support  from: 
Diner's  Cluh 


Lincoln 


"he  State  of  Mississippi 


And  the  assistance  of: 
The  Business  Roundtable 
Spencer  Stuart 


A  Division  of The  McGraw-Hill  Companies 

laid  Fites,  Caterpillar,  Inc.;  Paul  Krugman,  MIT;  Nicholas  G.  Moore,  PricewaterhouseCoopers;  Randall 
ias,  Eli  Lilly  and  Company;  Sanford  Weill,  Travelers  Group;  Gary  Wendt,  GE  Capital  Corporation,  among 
ts.  To  ensure  privacy  and  to  promote  candid  discussion,  all  sessions  will  be  condutted  in  a  closed-door 
ng.  Among  the  topics  to  be  addressed  are  processes  and  strategies  for  succeeding  in  an  integrated  glob- 
onomy,  as  well  as  assessments  of  past  and  future  leadership  skills. 


p  ■ 

|  |^u  have  received  an  invitation,  we  urge  you  to  RSVP  today. 

^h»u  have  not  received  one  but  believe  you  should  attend,  please  contact  us. 

?>ply  call  212-512-4804.  ' 
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HOW  A  TECH-FUND 
STAR  PICKS  HIS  PLAYS 

For  chickens  like  me.  the  prospect  of  investing 
in  anything  tech  is  enough  to  spark  a  full- 
scale  anxiety  attack.  Yes.  I  know  I'd  be 
-560.000  ahead  had  I  only  put  10  grand  into  Lu- 
cent Technologies  when  it  went  public  three 
years  ago.  Yet  I  also  can't  help  thinking  I  might 
instead  have  picked  Network  Associates,  leaving 
me  now  with  stock  worth  $8,500.  a  tax  write-off. 
and  some  explaining  to  do  at  home. 

These  days,  however,  tech  is  looking  less 
scary — and  I  don't  just  mean  that  the  Internet 
has  made  once-prudent  attitudes  seem  phobic. 
Tech  stocks  are  simply  cheaper.  Microsoft  is  off 
lT^c  from  its  high.  Intel  is  off  2-5*7.  and  Dell  is 
down  38^.  Yahoo!  and  Amazon.com?  Each  is 
returning  from  outer  space,  down  40*7  to  50*7. 
depending  on  when  you  look. 

The  more  they  fall,  the  more  curious  I  am  to 
learn  how  to  buy  tech  the 
smart  way — that  is.  by  fo- 
cusing as  much  on  risk  as 
on  riches.  For  despite  all 
the  talk  out  there  lately 
that  valuation  doesn't  mat- 
ter with  tech — and  doubly 
not  with  Net  shares — it 
matters   plenty   if  you 


BY  ROBERT  BARKER 


One  Way  To  Value  Net  Stocks 

Chip  Morris  of  T.  Roue  Price  uses  'practical p-e 
ratios" for  such  profitless  wonders  as  Amazon.com: 


THE  STEPS 

THE  MATH 

1.  Find  the  company's  current  market  value — the  number 
of  shares  outstanding  times  the  price  per  share. 

161  million  x  SI  18K* 
=  $19.1  billion 

2.  Multiply  the  most  recent  quarter's  sales  by  four  to  find 
a  current  annual  "run  rate." 

S294  million  x  4 
=  $1.2  billion 

3.  Divide  the  market  value  by  the  annual  run  rate  to  get 
a  price-to-sales  multiple. 

$19.1  billion 
*$L2  billion  =  16 

4.  Divide  this  by  your  estimate  of  the  biggest  net  profit 
margin  the  company  may  enjoy,  say,  7%. 

16-  0.07  =  230 

5.  Were  Amazon.com  profitable  now.  its  "practical  p-e"  would  be  230. 

•mraagsKrax 

bought  America  Online  in  April  and  by  May 
saw  65c-  on  your  dollar. 

So  I  went  to  school  recently  with  Chip  Morris, 
the  guy  who  runs  T.  Rowe  Price  Science  &  Tech- 
nology Fund.  A  trim  Marylander  who  looks  as  if 
he  could  play  second  base  for  the  Orioles.  Morris 
instead  runs  S6  billion  in  the  biggest  no-load 

tech  fund  around.  He  joined  as  an  anal 
1987.  stepping  up  to  manager  in  1991.  Stil 
36.  he  already  has  had  a  couple  monster 
one  or  two  to  forget,  and  an  overall  record 
admire.  "He's  the  best."  says  Paul  Wick,  mi 
of  Seligman  Communications  &  Inforn 
Fund.  "He  has  the  courage  of  his  convieti 
He  also  happens  to  be  hot.  up  797  sine 
1.  and  happy  to  share  lots  of  tips,  includin. 
""When  it's  cold  out.  technology  stocks  p< 
better  than  when  it's  warm."  If  that  s 
goofy,  hold  on.  Tech  often  suffers  in  sumn 
explained,  because  there  are  fewer  in 
meetings  to  hype  technology  issues.  Tech 
also  are  prone  to  fall  short  of  earnings  est 
amid  the  season's  general  business  slowd< 
COMPUTE  THE  FUTURE.  Morris  named  some 
picks,  such  as  software  maker  Adobe  Sy 
where  better  financial  controls,  new  produc 
growing  demand  from  Net  companies  are  sr. 
profit  growth.  He  also  likes  Parametric  Te< 
gy.  which  has  a  promising  software  progr 
engineers  called  Windchill.  The  Paramet 
has  yet  to  pay  off.  but  Adobe  is  surging. 
Those  companies  make  money.  How  doe 
ris  size  up  the  profit! 
temet  outfits  whose 
tions  aren't  suppo; 
matter?  He  calculate 
he  calls  a  "'practical 
earnings  ratio"  (tabl« 
idea  is  to  assume  a  cc 
nets  as  much  on  a 
revenue  today  as  it 
in  its  best-case  fore 
future  profitability.  If 
pany  won't  say  what 
timal  profit  margin 
he  looks  at  other  cor 
in  the  same  field  to 
kind  of  margins  they  enjoy  in  a  good  year 
you're  doing."  he  told  me.  'is  converting 
nies  that  are  promising  profits  and  sayi 
going  to  compute  your  future  promise: 
rent  profitability'  That  takes  a  lot  of  the 
out  of  it." 

Do  that  for  Amazon.com.  and  at  23 
earnings  it  hardly  seems  a  bargain,  evei 
about  half  its  price  a  few  week 
Bamesandnoble.com?  Even  less  so  at  Si 
ris  won't  buy  these  at  today's  prices, 
isn't  totally  Net-phobic.  He  owns  I 
PSINet,  an  Internet  service  provider 
buying  in  late  May  around  $43  a  share 
His  pencil  work  is  mling  out  most  ot 
stocks  for  now.  but  it  also  tells  him  whs 
"if  they  pull  back  30Tr  or  40<~r.  might  b 
buying."  at  a  practical  p-e  of.  say.  80  to 
fore  flying  to  England  for  a  Memorial  D 
tion.  Morris  left  colleagues  just  such  a 
isn't  sharing  it.  but  with  his  method  y 
prepare  your  own. 

For  a  q&a  with  Morris,  go  to  incw.l 
week.comJinvestor  or  AOL,  keyicord:  B\ 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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Why  were  the  Crawfords  in  a  hurry  to  get  their  mortgage  loan  approved? 
For  starters,  they  had  a  school  bus  to  catch. 


David  and  Sharon  Crawford  found  their  dream  home 
and  needed  to  move  in  before  their  son  Luke's  first  day 
of  school.  But  to  them,  that  presented  a  problem.  After 
all.  doesn't  it  take  several  weeks  to  get  a  mortgage 
loan  approved? 

Actually,  no.  Because  their  lender  used  Fannie  Mae's 
Desktop  Originator  for  their  loan  application  and  then 
used  Desktop  Underwriter,*  their  loan  was  approved  in 
minutes.  And  they  saved  money,  too.  Which  means  the 
Crawfords  not  only  beat  the  usual  waiting  time  for 
mortgage  approval,  but  they  also  beat  the  school  bell. 
And  became  another  example  of  the  more  than  four 
million  American  home  buyers  who  benefited  last  year 
from  Fannie  Mae's  commitment  to  making  it  easier, 
faster,  and  more  affordable  for  working  families  to  buy 
homes  of  their  own. 

ft)  FannieMae 

www.fanniemae.com 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 
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No  time  to 
wait  for  a 
catalog? 


Order 

thousands  ^ 
of  unprintable  = 
business  gifts  online 
...  24  hours  a  day. 


PR0M0MART 

www.promomart.com/bw 

Enter  monthly  to  win  $1,000  in  gifts! 


Corporate  Gifts 


MAKE  A  BIG  HIT 

Logo  &  Personalized  Golf  Balls 
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Order 
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BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  20 
CHICAGO,  IL  60611 


Education/Instruction 


A  Winning  Strategy 
to  Take  You  to  the  Next  Level 


Leicester 
^University 


•  No  GMAT  required 

•  Local  support  center 

•  Work  experience  £f 
qualifications  considered 

•  Member  of  the  Association  of 
Business  Schools 

•  Accredited  with  the  Association 
of  MB  As 

•  Offered  under  Royal  Charter 

Tdi 

800-874-5844  •  email:  rdiusa@erols.com  •  WWlV.rdi.CO.uk 


Structure  your  study  to  fit  your 
schedule,  location  and  budget 
while  earning  your  MBA. 

You  profit  from  the  experience  of 
the  world-class  faculty  at  Leicester 
University's  Management  Centre-a 
world  leader  in  providing  distance 
learning. 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate»Bachelor«Master«Doctor 

Business  (Mgmt,  HRM,  Health  Care) 
Management  of  Technology, 
Pschology,  Law 
Southern  California  University 
for  Professional  Studies 

1840  E  17th  St  BW.  Santa  Ana.  CA  92705 
800-477-2254      www  scups  edu 


MONTICELLO 
UNIVERSITY 


The  Practitioner's  MBA  &  JD 
Programs.  Accredited 
Doctor,  Master,  Bachelor. 
www.monticello.edu 
Fax  913-661-9414 
800-405-7935 


Venture  Capital 


Corporate  Investor 
Seeking  To  Invest 

in  emerging  companies  in  new 
media,  consumer  products 
and  branded  services. 
Please  fax  summary  description 
to  203-328-2394  or  e-mail 
bussplan@ix.netcom.com 


Businesses  for  Sale 


BUSINESSES  FOR  SALE 
BY  OWNERS 
All  Types  of  Businesses  •  Prices 
S100K  -  $15MM  •  To  Buy  or  Sell 
Freeman  &  Associates 
1-800-798-5189 
Fax  919-874-0905 

Email:  freeman@interpath.com 
http://www.freeman-assoc.com 


Consulting  Services 


High-Level  Marketing  Specialist 
Unsurpassed  Contacts 

22  years  experience  working  with: 

•  Fortune  500  Companies 

•  Internet/E-Commerce 
For  manufacturers  seeking: 

Sales    •    Growth    •  Profits 
Will  open  doors  for  your  company 
56 1  -626-4 1 08  Fax  56 1  -626-0805 
e-mail  -  davidwarren@sprynet.com 


Rushmore  Ail  DA 
University  |YID#4 

International  MBA  by  Distance 
Learning.  Flexible  curriculum 
Bachelors  not  always  required. 
370  Anchor  Drive  Ste  250.  Dakota  Dunes 

SD  57049  US.  Phone:  605-232-6039 
Fax  605-232-601 1  bw@distancemba  com 

www.distancemba.com 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  --  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 
Confidential  -  Fast  -  Student 
Loans,  www.arrc.org 

800-951-1203 


Publishing  Services 


Publish  Your  Book 

7.5-year  tradition  of  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  write  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  1-800-69,5-9.599 


Capital  Available 

/'"  financial  Professionals  ^\ 

HARD  TO  BORROW? 

Use  Collateralized  Loans 
Training  Program  Available 

We  Locate  Funders 
for  Business  &  Real  Estate 

Tony  Abraham,  Esq.  -  Real  Estate 
Eric  A.  Klein,  Esq.  -  Atty /Fiduciary 

International  Developing 
Enterprises  Agency  (IDEA) 

Tel  +1-212-751-0800 
Fax  +1-212-688-4442 

V E-mail:  pangloD@aol.com 
Website:  panglobal.net 


Business  Opportun 


Arrange  Business  Loans  and  E 
Leases  from  $1,000  to  $10  millioi 
brokering.  Work  directly  with 
Lenders.  Unlimited  earnings  poi 
residual  income.  m^.uxm, 
FREE  45  minute  [IIP* 
video  seminar  and  'i^y  ' 
information  packet  l&i&ffd 

CALL  1-800-336-: 


The  Loan  Consultants  n> 


mmsm 


54  year  old  company  is  n 
up  a  limited  number  of 
dealers  to  market  our  p 
is  a  no-nonsense  opportu 
your  own  business  and 
80%  profit.  Call  for  excitiil,  j 


1-800-675- 


Use  our  money!  No  l-inan 
you!  Split  big  profits!  No 
needed!  Complete  training  - 
Unlimited  earnings  po' 
Call  for  free  informa 
800-331-4555  ex 


♦Companies  >JJ™ 
♦Banking 

♦Credit  Cards  f  or 
♦Privacy  c  H 

(800)  551-2141  Univ 

^  '  CORPORA!! 


I*) 


Bar  Code  Equi 


Bar  Code  Readers 
Software,  Labels, 
Cash  Drawers,  Poin 
Products,  Magneti 
Readers,  Pole  Disp 
much  more.  Visi 

www.barcodi 


Financial  Ser 


I  $7,500  to  $9 


www.instant-appr 


6.00%  to  12 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


iness  Software 


LL  NOW 

E  30%  to  50% 


Ordering  is  easy! 
up  the  phone  and  CALL 
Designer  Checks 

■239.4087ext.29 

1*800*774-1  I  18 
designerchecks.com 


i  &  deposit  tickets  in  front  of  you,  as  welt 
rd  You  can  fax  us  a  copy  of  the  check  & 
we  will  call  to  confirm  your  order. 


sfaction  Guaranteed 


Iden  Benefits 
|  Address 

I  varding  -  Courier  Services 
I  >re  Services 
f  P.  SERVICES  LTD. 
1  issau,  Bahamas 
1  W  1-888-355-8915 
sapbahamas.com 


RPORHTE 


iformation 
States  and  Offshore 
l  owned  and  operated 


orpcreations.com 
0-672-9110 


DEMRRK 


ection,  Privacy,  Tax-Free 
>:  Las  Vegas  -  Nassau 
ees,  Nevada  Corps.  $95 


icial  Services 


m  accounts  receivable  today. 
II  Jeff  Farkas 
EE:1-800-241-CASH 

ANTAGE  FUNDING  CORP 


9 .  $500,000 

aand  your  business 
iiness  loan  that  is 
eed  by  the  Govt. 
iness-capital.org 

-6756  Ext  8006 


BusinessWeek 


Marketplace 


BOSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  60611 


Men  s  Footwear 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog 'High  quality  •  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55F  Hingham,  MA  02043 
1-800-992-wide  www.wideshoes.com 


Logo  Apparel 


rrrm 


LOGO  H  EMBROIDERY 


Denim  Shirts  as  low  as  $18.95  ea. 
Golf  Shirts  as  low  as  $12.00  ea. 
Pro-Style  Caps  as  low  as  $5.95  ea. 

-►  800-670-3050  <- 

www.sierramills.com 

Business  Software 


MAIL  ORDERS  •  WEB  ORDERS 
RPERS 


Order  entry,  credit  card  processing,  shipping,  A/R,  A/R 
contaa  management  with  integrated  internet  e-rruil  opuons. 

inventory  management,  nooning  ItK  management  and 
mailing— everyihmg  you  need  tor  order  taking  by  phone,  mail 
even  the  World  Wide  Web  in  one  tun  pie  casv-to-use  and 

affordabie  Window  program  trom  IVdauimp 
Call  1-800-858-3666  or  visit  www.dSdaa.mp.tom/bwk 

MailOtrlerManager 


Investment  Services 


ANNOUNCING 


Signal 


YOU'LL  MAKE  MORE,  BECAUSE  YOU'LL  KNOW  MORE 


Streaming 
market  quotes 


Market-moving 
news  alerts 


Buy/sell  alerts  to 
pager,  cell  phone 


Free  trading 
education  video* 


800.327.8026 


www.esignal.com 

"Available  to  new  subscribers  limited  time  offer  Ext.  1 50L 


Franchising 


ARE  YOU  SITTING  ON  A  GOLD  MINE? 


— ^[FronchSse  it.  pC 

CALL  1 -•00-373-6344 

Talk  to  us  first.  Because  nobody  has  franchised 


more  businesses  than  Francorp. 
The  leader  id  franchise  development 
and  consulting  Worldwide 

francorp*  bw 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       Colorpro       Draft  I  Master 
DeskJet       Draftpro  DesignJet 
Electrostatic  Plotters  Ruggedwnter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham.  AL  35213-6269 
Phone  205/263-4747  Fax  205/263- 1 1 08 
800/638-4833  •  E-mail  sales@dasher  com 


Aviation/Fractional  Ownership 


FOR  THE  SAME  REASON  YOU'RE  NOT  USING 
A  TYPEWRITER  AND  A  PAY  PHONE 


The  modern  CEO  now  has  affordable  access  to  fractional  ownership  of 
Learjet®  or  Challenger®  business  jets;  a  modern  business  tool  enabling 
them  to  outperform  the  competition  by  increasing  productivity  due  to  less 
flying  time  and  scheduling  built  around  their  specific  business  needs. 
For  more  information  regarding  the  many  benefits  of  being  a  Flexjet® 
fractional  owner,  call  1-800-FLEXJET. 


FLEXJET 

we  build  the  aircraft 


f 


A  Division  ofTheMcGraw-HilUjii: 
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Reach  these  Business  Week  advertisers  on  the  Web 


3com 

www.3com.com 

AboveNet  Communications,  Inc. 

www.above.net 

ADT  Security  Systems 

www.adt.com/busmess.htm 

ADM 

www.adm.com 

American  Century 

www.americancentury.com 

American  General 

www.agfg.com 

Cadence  Design  Systems 

www.cadence.com 

Charles  Schwab 

www.charlesschwab.com 

Chrysler 

www.chryslercars.com 

Cisco  Systems,  Inc. 

www.cisco.com 

Danka 

www.danka.com 

Deja.com 

www.deja.com 

DELL  Computer 

www.dell.com 

Delta  Air  Lines 

www.delta-air.com 

Compaq 

www.compaq.com 

Diners  Club  US 

www.dinersclub.com 


DTE  Energy 

www.dteenergy.com 

Ericsson  Mobile  Phones 

www.encsson.com/us/phones 

Fidelity  Investments 

www.fidelity.com 

Fujitsu 

www.fujitsu.com 

GAB  Robins 

www.gabrobinsna.com 

Hertz 

www.hertz.com 

Hewlett-Packard 

www.hp.com 

Homewood  Suites 

www.homewood_suites.com 

Hyatt  Hotels  Corporation 

www.hyatt.com 

IBM 

www.ibm.com 

ITU 

www.itu.int/TELECOM 

Infinium  Software 

www.infinium.com 

Intel 

www.intel.com 

The  Lending  Tree 

www.lendingtree.com 

Lexus  Certified  Pre-Owned 

www.lexuscpo.com 

Lincoln 

www.hncolnvehicles.com 


Mercedes-Benz 

www.MBUSA.com 

Merrill  Lynch 

www.ml.com 

Met  Life 

www.metlife.com 

Microsoft 

www.microsoft.com 

Motorola 

www.motorola.com 

Movado 

www.movado.com 

NEC 

www.nec.com 

Nigeria  Special  Advertising 
Feature 

www.vegamedia.com 

Northwest  Airlines 

www.nwa.com 

Pfizer 

www.pfizer.com 

Principal  Financial  Group 

www.principal.com 

Prudential  Investments 

www.prudential.com 

Radisson  Hotels  Worldwide 

www.radisson.com 

SAS  Institute 

www.sas.com/ 

Schott 

www.schottglass.com 


SHELL 

www.shell.com 

Silicon  Graphics 

www.sgi.com 

SkyTel 

www.skytel.com 

Sprint 

www.sprint.com 

TEXACO 

www.texaco.com 

Texas  Instrument 

www.ti.com 

Toyota  in  Americ 

www.toyota.com/u 

Trend  Micro 

www.trend.com 

United  Parcel  Servi 

www.ups.com 

United  States  Postal  Si 
GDS 

www.uspsglobal.ee 

Van  Kampen 

www.vankampen.ct 

Williams 

www.williams.cor 

Zurich  Financial  Ser 

www.zurich.com 


Most  Read.  Best  Read.  Wor 


Ready  to  move 
beyond  the  Y2K 
hysteria? — - 


ssWeek  Investor 


Inside  Wall  Street 


RSUING  CHRIS-CRAFT 


E  G.  MARCIAL 

may  be 
Chris-Craft 
TV  units, 
biggies 
o  after  COR 
eutics.  And 
?ch  may  get 
if  Roche 
ions  lapse 


Considering  the  depressed  stock  price,  huge 
cash  hoard,  and  valuable  assets  of  Chris- 
Craft  Industries  (ccn),  why  hasn't  anybody 
tried  to  make  a  run  for  the  company?  The  stock 
closed  at  45  on  June  1,  off  from  its  52- week 
high  of  55. 

Investor  Mario  Gabelli,  who  recently  raised  his 
stake  in  Chris-Craft  from  18%  to  21.9%,  thinks 
that  part  of  the  reason  for  this  is  that  Chairman 
and  Chief  Executive  Officer  Herbert  Siegel,  who 
controls  the  company's  voting  stock,  is  in  no 
mood  to  sell.  But  Gabelli  and  some  other  stake- 
holders believe  that  a  deal  could  be  in  the  offing 
involving  Chris-Craft's  im- 
portant assets,  namely  | 
79%-owned  bhc  Communi- 
cations, which  in  turn  owns 
50%  of  United  Paramount 
Network,  the  tifth-largest 
U.S.  television  network.  44 1 
Viacom,  the  entertainment  « 
company  thai  owns  I'ara  CHRIS-CRAFT 
mount  Communications, 

,,  cno,       e         DEC  1/98     JUNE  1.99 

owns  the  other  50%  of     a  dollars 

United  Paramount  data-  Bloomberg  financial  markeis 

Viacom  Chairman  and  ceo  Sumner  Redstone 
isn't  expected  to  go  head-to-head  against  Siegel 
by  trying  to  acquire  Chris-Craft,  according  to  one 
stakeholder.  What  Viacom  wants,  says  this  pro,  is 
to  acquire  bhc's  nine  TV  stations,  plus  the  six 
other  stations  owned  by  another  big  broadcasting 
company — United  Television,  which  is  59%-owned 
by  bhc.  The  idea  is  to  merge  them  with  its  own 
broadcasting  units.  Viacom  operates  18  TV  sta- 
tions and  owns  several  cable-TV  shows,  including 
mtv  and  Nickelodeon. 

Gabelli  puts  Chris-Craft's  value  at  61  a  share, 
based  on  its  stake  in  bhc  and  other  assets.  Siegel 
didn't  return  telephone  calls,  and  Viacom 
spokesman  Carl  Folta  declined  comment  as  a 
matter  of  policy. 

WHATS  MAKING  COR'S 
HEART  BEAT  FASTER 
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COR  THERAPEUTICS 

0 
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A  DOLLARS 

DATA  BLOOMBERG  FINANCIAL  MARKETS 

atch  for  buyouts  in  biotechs  to  accelerate. 
Jim  McCamant,  editor  of  the  Medical 
Technology  Stock  Letter,  notes  that  for 
the  first  time  in  years,  the  big  phar- 
maceutical houses  are  showing  strong 
interest  in  acquiring  biotech  compa- 
nies that  have  products  already  on  the 
market  or  that  are  awaiting  Food  & 
Drug  Administration  approval.  And 
the  large  biotech  companies  are  also 
looking  for  acquisitions.  McCamant  be- 
lieves cor  Therapeutics  (corr)  is  next 
in  line  as  a  possible  target  for  Scher- 
ing-Plough, among  the  drugmakers, 
and  for  biotech 's  Chiron. 


McCamant  thinks  that  Chiron  will  be  first  off 
the  mark  in  pursuing  cor.  The  cor  stock  price 
has  been  on  the  rise  since  March,  when  its 
shares  were  trading  at  8.  They  are  now  at  14.  In 
a  buyout,  McCamant  flunks  the  stock  is  worth  at 
least  20.  He  believes  that  Chiron,  which  focuses 
on  biopharmaceuticals,  blood  testing,  and  vac- 
cines, wants  to  build  a  strong  presence  in  car- 
diovascular treatments. 

COR's  chief  product,  Integrilin,  was  approved 
by  the  fda  for  angioplasty  and  acute  coronary 
syndrome,  including  unstable  angina  (severe 
chest  pain).  Integrilin's  first-quarter  sales  beat 
analysts'  estimates.  McCamant  sees  the  trend 
continuing.  Schering-Plough  co-markets  Inte- 
grilin in  the  U.  S. 

McCamant  figures  C(  ir,  which  has  yet  to  make 
money,  will  turn  profitable  in  2000.  Chiron,  Scher- 
ing,  and  cor  declined  comment. 

GENENTECH  MAY  SOON 
BREATHE  EASIER 

Here's  a  novel  twist:  Some  investors  have 
been  accumulating  shares  of  Genentech 
(one),  trading  at  about  87,  because  they 
are  betting  that  Roche  Holding  won't  exercise  its 
option  to  buy — at  82!^  a  share — the  35%  of 
Genentech  that  it  does  not  already  own.  For 
this  reason,  one  might  think  the  stock  would 
fall.  Quite  the  opposite  will  happen,  argues  Lissa 
Morgenthaler,  portfolio  manager  at  Murphy  New 
World  Biotechnology  Fund,  which  has  been  buy- 
ing Genentech. 

Morgenthaler  thinks  that  if  Roche  allows  the 
option  to  expire  on  July  1,  the  Genentech  stock 
price  will  quickly  shoot  up  to  100 — and  then 
keep  on  going.  The  options  outstanding  are  part 
of  a  1995  pact  that  gave  Roche  Holding  the 
right  to  acquire  all  of  Genentech,  a  biotech  giant 
that  makes  protein-based  dings,  such  as  Her- 
ceptin  for  breast  cancer. 

If  Roche  Holding  were 
to  acquire  all  of  Genentech, 
according  to  Morgenthaler's 
argument,  the  biotech 
company's  management 
and  a  lot  of  its  key  people 
"will  walk  away."  Morgen- 
thaler thinks  that  Chief 
Executive  Officer  Art 
Levinson  and  Chief  Finan- 
cial Officer  Louis  Lavigne 
wish  Genentech  to  remain 
an  independent  company. 
They  would  be  "very  un- 
comfortable"  if  Roche  Holding  took  over,  Mor- 
genthaler says. 

If  Roche  leaves  things  alone,  she  adds,  in- 
vestors will  feel  reassured.  "Levinson  and  La- 
vigne have  exciting  ideas  and  are  very  innova- 
tive," says  Morgenthaler.  One  reason  Roche  will 
choose  to  pass  up  the  option:  It  already  cap- 
tures two-third  of  Genentech's  profits  with  its 
65%  stake.  Genentech  declined  comment. 


MORGENTHALER: 

Exodus  averted? 
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Figures  of  the  Week 


%  change 


STOCKS 


S&P  500 

June  Dec.  lune  May  27-June  7 

1380   —  i  1320 


1265  jijKl 

1150  4  jflH 

.--   


1305 
1294.81 


=  1275 
- 1260 

52-week  change  1  week  change 

+  19.6%  -0.8% 

COMMENTARY 

A  desultory  week.  The  Dow  Jones 
industrial  average  fell  235  points 
on  May  27,  a  2.2%  decline  that 
was  the  biggest  market  set- 
back in  more  than  two  months. 
U.S.  stocks  staged  a  mild  rally 
over  the  following  days  but 
failed  to  overcome  their  losses. 
Interest-rate  concerns  drove  fi- 
nancial stocks  and  bonds  lower. 
The  dollar  fell  against  the  yen 
and  even  the  euro,  which  has 
been  weak  in  recent  days. 

Data  Bloomberg  Financial  Markets 


U.S.  MARKETS 

June  2 

Week 

Year 

Dow  Jones  Industrials 

10,577.9 

-1.2 

19.0 

NASDAQ  Composite 

2432.4 

0.2 

38.1 

NASDAQ  100 

2074.5 

1.0 

74.8 

S&P  MidCap  400 

396.5 

0.7 

11.6 

S&P  SmallCap  600 

176.3 

0.5 

-6.4 

S&P  SuperComposite  1500 

272.5 

-0.6 

16.9 

%  change 

SECTORS 

June  2 

Week 

Year 

S&P/BARRA  Growth 

715  3 

-0.1 

25.9 

S&P/BARRA  Value 

597.9 

-1.5 

10.2 

S&P  Basic  Materials 

132.2 

-0.4 

-0.7 

S&P  Capital  Goods 

966.5 

0.0 

14.4 

S&P  Energy 

838.6 

-2.0 

10.5 

S&P  Financials 

136.8 

-2.5 

2.9 

S&P  REIT 

87.6 

-0.2 

-15.9 

S&P  Transportation 

745.2 

-0.3 

10.9 

S&P  Utilities 

263.7 

-2.1 

8.1 

GSTI  Internet 

457.1 

-6.2 

252.5 

Morgan  Stanley  Cyclical 

579.9 

0.2 

9.6 

PSE  Technology 

531.5 

1.6 

62.9 

BEST-PERFORMING 

Last 

Last  12 

GROUPS                    month  % 

months  % 

Engineering  &  Constr. 

13.9 

Broadcasting 

83.1 

Instrumentation 

12.9 

Communications  Equip 

73.2 

Tobacco 

11.9 

Semiconductors 

69.6 

Specialty  Appar.  Retailers 

9.6 

Computer  Systems 

68.1 

HMOs 

7.5 

Long— Dist.  Telecomms. 

64.8 

%  cha 


GLOBAL  MARKETS 

June  2 

Week 

S&P  Euro  Plus 

1267.4 

-0.8 

London  (FT-SE  100) 

6302.2 

1.0  f 

Frankfurt  (DAX) 

5040.3 

-2.8 
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1.2 
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1.0 
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FUNDAMENTALS 
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1  OC  0/  J 
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S&P  500  P/E  Ratio  (Trailing  12  mos. 

)  32.6 

32.7  I.; 

S&P  500  P/E  Ratio  (Next  12  mos.) 

23.5 

23.6  1 

First  Call  Earnings  Revision* 

-0.06  % 

0.40  %  1 

*First  Call  Corp 

1 

Week  I. 

TECHNICAL  INDICATORS 

June  1 

ago 

S&P  500  200-day  average 

1194.4 

1190.1  j 

Stocks  above  200-day  average 
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57.0%  I 

Options:  Put/call  ratio 

0.50 
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Insiders:  Vickers  Sell/buy  ratio 
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Hotels  &  Motels 
Engineering  &  Constr. 


MUTUAL  FUNDS 

■  S&P  500**  BUS  Diversified  M 


All  Equity 


Week  ending  June  1 


4-week  total  return 

52-week  total  return 

%     -A     -3     -2  -1 

j  l 
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30 

Data  Mornmgstar.  Inc. 

"Vanguard  500  Index  fund 

EQUITY  FUND  CATEGORIES 

Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

°o 

Small-cap  Value 

2.4 

Precious  Metals 

-14.5 

Small-cap  Blend 

1  8 

Latin  America 

6.5 

Utilities 

1  7 

Natural  Resources 

-5.9 

Real  Estate 

1.5 

Europe 

-4.1 

Small-cap  Growth 

0.7 

Financial 

-A.0 

Leaders 

Laggards 

52-week  total  return 

% 

52-week  total  return 

% 

Technology 

65.5 

Precious  Metals 

-14.1 

Communications 

46.6 

Latin  America 

-13.8 

Pacific/Asia  ex-Japan 

34.0 

Small-cap  Value 

-10.3 

lapan 

33.1 

Europe 

-7.7 

Diversified  Pacific/Asia 

27.0 

Natural  Resources 

-7.5 

INTEREST  RATES 


Week 

Year 

KEY  RATES 

June  2 

ago 

ago 

MONEY  MARKET  FUNDS 

4.44% 

4.44% 

5.10% 

90-DAY  TREASURY  BILLS 

4.71 

4.66 

5.13 

1-YEAR  TREASURY  BILLS 

5.04 

4.92 

5.42 

10-YEAR  TREASURY  NOTES 

5.79 

5.55 

5.57 

30-YEAR  TREASURY  BONDS 

5.93 

5.80 

5.80 

30-YEAR  FIXED  MORTGAGE! 

7.47 

7.26 

7.08 

BLOOMBERG  MUNI  YIELD  EQUIV/I 

Taxable  equivalent  yields  on  AM-rated,  tax  | 
municipal  bonds,  assuming  a  31%  federal  I 

10-yr.  bond  3( 


GENERAL  OBLIGATIONS 

4.49%  I 

TAXABLE  EQUIVALENT 

6.51  I 

INSURED  REVENUE  BONDS 

4.62  j 

TAXABLE  EQUIVALENT 

6.70 

BanxQuote.  Inc 

BW  PRODUCTION  INDEX 


Change  from  last  week:  0.2% 


'       INDUSTRIAL  OUTPUT 

145  May  22=144.3  — 

140 

I  I'' 
1  ill 


Change  from  last  year:  4.5% 


The  index  is  a  4-week 
moving  average  — 


May 
1998 


Sept. 
1998 


Jan. 
1999 


Oct 
1999 


Information  on  each  of  the  index  components  is  at  wwwbusinessweek.com 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  rose  for  thl 
secutive  week.  The  unaveragedl 
increased,  to  145.3  from  144. 3.f 
sonal  adjustment,  output  level! 
trucks,  coal,  and  electricity  wet| 
freight  traffic  increased  1.9%,  i 
carloads  of  motor  vehicles  and 
Lumber  production  rose  0.4%,  l| 
boom  in  U.S.  home  construj 
crude  oil  declined. 


I  THE  WEEK  AHEAD 


INSTALLMENT  CREDIT  Monday,  June  7, 
3  p.m. edj  ►  Consumers  probably  added  $5 
billion  in  new  credit  in  April,  says  the  medi- 
an forecast  of  economists  surveyed  by  Stan- 
dard &  Poor's  mms,  a  division  of  The 
McGraw-Hill  Companies.  Households  took 
on  just  $1.6  billion  in  debt  in  March;  but 
for  the  entire  first  quarter,  new  credit  aver- 
aged $8.5  billion  per  month. 

EXPORT-IMPORT  PRICES  Thursday,  June  10, 
10  a. m.EDT  ►  Import  prices  likely 
increased  0.3%  in  May,  after  a  spike  in 
petroleum  prices  caused  a  0.8%  jump  in 
April.  Export  prices  probably  were  up 
0.2%  in  May,  the  same  small  rise  posted 


in  April.  But  both  export  and  import  prices 
are  about  2%  below  their  levels  of  a  year 
ago.  In  addition,  the  renewed  strength  in 
the  U.S.  dollar  means  that  nonoil  import 
prices  are  falling  again  after  flattening  out 
in  the  fourth  quarter. 

RETAIL  SALES  Friday,  June  11,  8:30  a. m.EDT 
►  The  median  s&p  mms  forecast  expects  that 
total  retail  sales  increased  by  0.3%  in  May, 
and  0.4%  when  vehicle  purchases  are 
excluded.  In  April,  retail  buying  edged  up  a 
mere  0.1%,  while  nonauto  sales  advanced 
by  0.4%.  Consumer  spending  may  be  slow- 
ing down  slightly  after  surging  at  a  6.8% 
annual  rate  in  the  first  quarter. 


PRODUCER  PRICE  INDEX  Friday,  June 
8:30  a. m.EDT  ►  Producer  prices  for 
goods  probably  increased  0.2%  in  Ml 
after  a  spike  in  energy  costs  led  to  al 
gain  in  April  prices.  Excluding  volatt , 
and  fuel  costs,  core  producer  prices, 
grew  0.1%  in  May,  the  same  tiny  ad] 
reported  for  April.  Core  producer  infl| 
running  at  a  mild  2%  over  the  past 
months. 


For  more  investment  data  and  tj 
components  of  the  production  inil 
visit  www.businessweek.comI 
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Editorials 


INFLATION  AIN'T  WHAT  IT  USED  TO  BE 


An  inflation  scare  is  hammering  the  markets.  The  Federal 
Reserve  has  shifted  policy  to  a  tightening  bias.  The  long- 
term  bond  is  edging  back  up  to  6%.  People  are  beginning  to 
wonder  if  the  party  is  over  and  the  Fed  is  about  to  take 
away  the  proverbial  punch  bowl.  We  hope  not.  Inflation,  like  so 
many  other  aspects  of  the  current  business  cycle,  appears  to  be 
different  this  time  around.  It  used  to  be  that  inflation  started 
at  the  bottom  of  the  economy.  Now  it  may  be  starting  at  the 
top.  Fed  policy,  which  has  shown  an  amazing  adaptability  in 
fostering  the  current  economic  expansion,  might  want  to  take 
this  change  into  consideration  in  the  weeks  ahead. 

In  the  past,  inflation  began  to  ripple  up  through  the  econ- 
omy at  the  end  of  a  business  cycle  as  job  markets  tightened 
and  employers  bid  up  the  price  of  labor.  Companies  then 
raised  prices  to  compensate.  Today,  the  index  of  hourly  wages 
and  the  employment  cost  index  both  show  that,  nearly  nine 
years  into  a  business  expansion,  history  isn't  quite  repeating 
itself.  There  isn't  significant  wage  inflation  at  the  bottom. 

But  there  is  inflation  in  the  economy,  mostly  at  the  top. 
Stock  options,  the  strong  equities  market,  and  Internet  ma- 
nia have  generated  tremendous  wealth  for  the  top  tier.  This 
sector  has  powered  the  consumer  sector  into  hyperdrive, 
sending  prices  for  fancy  housing,  entertainment,  and  anything 
associated  with  the  good  life  soaring.  Internet  initial-public- 
offering  millionaires,  options-heavy  corporate  execs,  and  Wall 
Street  bonus  babies  are  paying  whatever  it  takes  for  their 
20,000-square-foot  second  homes,  complete  with  wine  cellar, 
ballroom,  smoking  room,  six-car  garage,  heated  pool,  and — 
this  year's  latest  fillip — the  sunken  tennis  court  (in  case  the 
sound  of  the  ball  annoys  guests).  These  are  the  folks  forking 
over  $40,000  for  a  Ford  Expedition  or  $60,000  for  a  new 
Jaguar.  And  to  hear  them  talk,  inflation  is  rising  fast.  Infla- 


tion for  the  goods  and  services  in  their  way  of  life,  t 
But  is  it  America's  way  of  life?  Not  really.  For  every 
Lexus  suv  sold,  there  are  many  more  people  buying 
Satums  or  $11,000  Korean  Kias.  For  eveiy  $34  Arctic  d! 
a  fish)  entree,  there  are  thousands  more  Big  Macs  for 
three  bucks.  For  every  five-bedroom  on  a  half  acre  goinj 
million,  there  are  numerous  starter  houses  at  $100,00( 
bucks  coffee  is  up  to  $1.62  in  New  York  for  a  "tall,"  wh 
small,  but  the  corner  luncheonette  still  sells  coffee 
that.  Full-price  airline  fares  are  up  11%  for  the  ye 
there  are  scores  of  discounts  available  for  average  touris 
point  is,  asset-based  income  is  soaring  at  the  top 
prices  for  luxury  goods  and  services  much  higher.  Wa 
up  but  not  wildly,  the  rate  of  wage  increases  is  actually 
and  prices  for  most  things  most  Americans  use  are 
much,  if  at  all.  (Sports  entertainment  is  up,  but  that  n 
be  wealth-driven,  with  sky-high  skyboxes  lifting  all  pi 
The  danger  is  that  those  who  make  monetary  p| 
Washington  may  overreact  to  what  may  be  a  new  kinc'l 
down  inflation.  There  is  little  danger  of  the  Federal  lj 
killing  off  the  long  expansion  with  a  small  boost  in  r, 
would  merely  reverse  the  third  rate  cut  of  last  fall  and! 
the  credibility  of  the  Fed.  The  shift  to  a  tightening  \ 
the  rise  in  long  rates  has  already  taken  some  steam  oi 
equity  market,  especially  the  Net  stocks.  That  bit  of  a 
flation  should  temper  the  rise  of  prices  at  the  top.  But! 
tightening  could  undermine  the  best  thing  to  happen 
society  in  decades — a  growth  economy  that  is  reducing 
ty  and  welfare  at  an  unprecedented  clip. 

This  business  cycle  has  surprised  time  and  again 
ferent  shape  of  inflation  is  the  latest,  and  perhaps  the 
triguing,  development.  Policymakers,  take  note. 


EVEN  MERRILL  CAN'T  EVADE  THIS  NET 


The  decision  by  Merrill  Lynch  &  Co.,  America's  largest 
full-service  securities  firm,  to  offer  inexpensive  online 
trading  is  a  tremendous  plus  for  consumers.  But  for  Merrill, 
the  switch  to  an  Internet  strategy  means  a  wrenching 
change  in  its  business  model.  Brokers  who  are  used  to 
making  money  by  charging  commissions  for  transactions 
will  now  have  to  make  it  via  fees.  Instead  of  offering  specific 
stock  advice,  they  will  soon  have  to  morph  into  more  so- 
phisticated financial  consultants  who  provide  a  whole  range 
of  advice  for  a  fee.  It's  another  business. 

Securities  is  actually  one  of  the  first  industries  to  be 
swamped  by  the  powerful,  pervasive  technology  that  is  the 
Internet  (Merrill  is  a  laggard,  with  Charles  Schwab  &  Co., 
E*Trade  Group,  and  others  leading  the  way  to  online  trading). 
Tht  disintermediating  effects  of  the  Net,  making  entire  dis- 
tribution channels  redundant  by  connecting  sellers  directly 


with  consumers — or  producers  directly  with  each  otll 
being  felt  in  one  market  after  another.  Computers,  bcl 
sic,  mortgages,  banking,  airlines,  and  dozens  of  oth<| 
tries  are  in  various  stages  of  remaking  themselves  to[ 
vantage  of  the  Net. 

Indeed,  there  is  no  more  important  business  chall 
day.  The  transition  to  a  Net  strategy  requires  delil 
ancing.  It's  pretty  clear  that  not  every  company  is] 
succeed.  The  issues  are  immense.  Deciding  when 
balize  existing  distribution  channels  to  sell  directly  orl 
can  be  critical  to  a  company's  future.  How  to  price  g\ 
services  sold  on  the  Net  and  still  show  strong  proflj 
remains  unclear. 

Transforming  technologies  require  transformativel 
strategies.  To  anyone  in  the  business  world,  it's  all] 
citing — and  a  bit  scary. 
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THE  HIGHER 
THE  TECHNOLOGY, 
THE  MORE  IMPORTANT 
THE  SUPPORT. 


Today, 

business  uses  technology 
to  gain  a  strategic  advantage 
And  the  higher  the  technology,  the 
greater  the  advantage.  So  long  as  the 
technology  does  what  it's  supposed  to  do, 
that  is.  At  Fujitsu,  ours  does.  cP  We  create, 
from  the  components  up,  computer,  communi- 
cations and  microelectronic  products  of  not  only 
the  highest  technology,  but  the  highest  quality  and 
eliability  as  well.  cP  And  we  support  them  in  ways  that 
3w  other  companies  do.  With  extended  warranties, 
iberal  replacement  policies.  And  superior  technical 
support.  cP  Moreover,  as  part  of  a  company  at  the 
forefront  of  today's  emerging  and  converging 
computer  and  communications  technol 
our  systems  support  teams  offer  un 
expertise.  cP  Fujitsu.  Our  technolo 
helps  keep  you  moving  upward. 
And  our  people  won't 
let  you  down. 


Fujfrsu 
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tate  of  the  Pentium-crushing  art.  C 
[  rushing  Pentium  processors  since  the  day  it  was  born:  But  what 
bout  computer  vs.  computer  performance,  using  demanding 
pplications  like  Photoshop?  Good  question.  For  that,  m  ^ 
i  e  surrender  the  podium  to  what  is  fast  becoming 
lie  of  our  favorite  authorities,  PC  Magazine: 
itrhe  Power  Mac  G3  outperformed  the  PC  in  12 
lour  13  (Photoshop)  tests  by  an  average  of  35%."  Factor  in  our 
(uilt-in  128-bit  3D  graphics  accelerator,  superfast  FireWire,  USB 
fcnnections,  up  to  a  full  gigabyte  of  memory,  internal  storage 
1  to  100GB,  high-speed  Ethernet  and  revolutionary  open-door 
fesign  -  and  its  an  open-and-shut  case.  V  Think  different: 
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Up  Front 


EDITED  BY  ROBERT  McNATT 


CAMPAIGN  2000 

BUSH  TO  GREENSPAN: 
NO  HARD  FEELINGS 


GEORGE  W.:  His  dad  was  a  Fed-bashet 


TEXAS  GOVERNOR  GEORGE  W. 

Bush  wants  to  end  his  fami- 
ly's feud  with  Federal  Re- 
serve Chairman  Alan  Green- 
span. Back  in  1992,  George 
Bush  senior  and  Treasury 
Secretary  Nicholas  Brady  bit- 
terly blamed  Greenspan's 
tight-money  policies  for  a 
slow  economic  recovery, 
which  may  have  cost  the 
President  reelection.  But  that 
was  then. 

Now,  George  W.,  the  front- 
runner  for  the  2000  Republi- 


can Presidential  nomination, 
wants  President  Clinton  to 
announce  that  he  will  renom- 
inate Greenspan  to  a  fourth 
term  without  waiting  for  the 
Fed  chairman's  cur- 
rent term  to  expire 
in  June,  2000.  "The 
Governor  would 
like  the  President 
to  make  clear  at 
the  earliest  mo- 
ment that  he  in- 
tends to  reappoint 
Greenspan,"  former 
Fed  Governor 
Lawrence  Lindsey, 
~  Bush's  economic 
adviser,  tells  business  week. 
"It  would  reassure  the  mar- 
kets and  be  good  for  the 
country." 

Senior  Clinton  advisers 
also  believe  the  President 
should  name  Greenspan  to  a 
fourth  term.  They  figure  that 
the  cop-controlled  Senate 
wouldn't  confirm  a  new  Fed 
chairman  picked  by  Clinton 
in  an  election  year  anyway. 
So  with  Bush's  O.K.",  the 
renomination  looks  like  a 
done  deal.     Owen  Ullmann 


SILICON  SAGAS 

INVESTORS  WITH  BIG 
SHOULDERS 

MOST  OF  THE  TALK  ON 

Sand  Hill  Road,  Sili- 
con Valley's  venture- 
capital  hub,  is  about 
the  quest  for  the  next 
great    idea.  Lately, 
however,  conversation 
has  been  dominated  by 
talk  of  former  foot 
ball  superstar  Ronnie  LOTT 
Lott   and    his    San  " 


Francisco  49ers  pal  Harris 
Barton. 

That's  because  the  two 
men  have  been  out  hawking 
their  new  fund.  Champion 
Ventures,  to  the  Valley's  elite. 
Their  idea  is  to  raise  at  least 
$30  million  from  professional 
athletes  that  Champion  Ven- 
tures will  then  reinvest  in 


seven  venture-capital  funds. 

Lott,    currently    a  Fox 
broadcaster,  says  he  hopes 
Champion  will  keep  pro 
athletes  from  making 
bad  investments.  "You 
lear  about  the  horror 
stories    out  there," 
says  Lott.  "Why  not 
put  your  money  into 
a  fund  and  let  the  su- 
perstars of  the  financial 
world  work  for  you?" 
Lott  and  Barton 
Pitchin'  have  plenty  of  takers 
"  despite  the  fact  that 
neither  of  them  is  a  profes- 
sional money  manager  and 
that  top-tier  venture-capital 
funds  are  tough  to  break 
into.  So  far,  Mohr  Davidow, 
Communications  Ventures, 
and  Crosspoint  Venture  Part- 
ners, among  others,  have  wel- 
comed Champion  into  their 
funds.        Linda.  Himelsteiv 


TALK  SHOW  ((Where  else  are  you  going  to  go?  This  isj 
only  game  in  town" 

— IBM's  Garry  Norris,  describing  a  Microsoft  executive's  alll 
pressure  during  product-licensing  talks 


TAXING  MATTERS 

YOUR  1040  IN 
120  SECONDS 

SCOTT  COOK  WANTS  YOU  TO 
spend  just  two  minutes  on 
your  tax  return.  O.  K.,  so 
you've  been  hearing  that 
from  politicians  for  as  long 
as  you  can  remember.  But 
Cook,  founder  and 
chairman  of  the  exec- 
utive board  at  Intuit, 
the  company  that 
makes  TurboTax  soft- 
ware, thinks  technolo- 
gy can  succeed 
where  polities  has 
failed. 

Cook's  plan  is 
to  knit  togeth- 
er electronical-  . 
ly    the    basic  J 
building  blocks  ™ 
of  a  federal  tax 


return  on  the  Intu 
it  Web  site  and  let  his  com- 
pany's software  compile  your 
return.  The  concept  would 


INTUITS  COOK 


work  by  getting  yoi 
ployer,  your  bank,  arl 
one  else  who  keeps  el^ 
financial  data  on  you 
the  necessary  informs 
the  site.  Including  chd 
contributions  and  otll 
ductions  may  slow  yoj 
a  bit.  But  once  those! 
are  toted  up  and  adj 
you  just  review  the  I 
click  the  mouse,  and 
mit  your  1040  to  I 
ternal  Revenue  Sel 
Don't  get  your  h^ 
on  a  two-minute 
turn  anytii 
though.  Cc 
that  two 
nancial 
tions 
forces 
to  work  | 
'  project 
the  end  I 
year.  How] 
adds  thatf 
probably  take  aboul 
years  before  he  can  j 
on  his  vision.  David 


SPORTS  BIZ 


A  MAJOR  TOURNEY  SPROUTS  IN  IOWA 


THE    1989  MOVIE   FIELD  OF 

Dreams  gave  us  the  memo- 
rable line:  "If  you  build  it,  he 
will  come."  Now,  the  1999 
U.  S.  Senior  Open,  set  in  the 
same  state  where  Kevin 
Costner  played  ball  with  his 
movie  dad,  gives  us  an 
updated  version:  "If  you 
stage  it,  they  will  come." 

The  tournament,  slated  to 
begin  on  July  5  in  West  Des 
Moines,  Iowa,  is  shaping  up 
to  be  one  of  the  most  suc- 
cessful senior  golf  events 
ever.  All  230,000  tickets, 
priced  from  $10  to  $35,  have 
been  sold.  Attendance  will 
suipass  that  of  the  last  three 
Senior  Opens  combined  and 
will  even  beat  last  year's  1998 
U.  S.  Open,  held  in  San  Fran- 
cisco, by  30,000.  Tourney  cof- 
fers also  will  benefit  from  54 
corporate  sponsors,  paying  an 
average  of  $75,000  each  for 
hospitality  tents.  All  in  all, 


the  tournament  coul 
$8  million,  triple  the 
take. 

Why  all  the  interes 
is  just  a  golf-starved 
nity,"  says  Robert 
the  tournament's 
chairman.  Although  I 
more  golf  cours- 
es  per  capita  than 
any    other  state, 


hasn't  hosted  a  majl 
ney  since  1963.  So  lam. 
more  than  ready  to  P 
Chi,  Lee,  and  Arnie  j 
best.  David  L<| 
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respond  to  incoming  messages  on  the  spot  using  a  beeper?  Don't 


so.  But  then,  we're  not  talking  about  a  beeper.  We're  talking  about  the  latest  in  interactive  paging.  Using  a 
device  that's  small  enough  to  fit  in  your  pocket  yet  large  enough  for  a  full  keyboard,  you  and  your  team  can  share 
information  quickly  and  easily.  Get  and  send  e-mail.  Send  messages  to  a  fax.  Send  text-to-voice  phone  messages. 
And  thanks  to  the  core  technology  behind  the  BellSouth  Intelligent  Wireless  Network^  you'll  even  know 
when  messages  between  interactive  pagers  are  delivered  and  read.  Just  type  and  click.  It's  that  simple.  And 
that  remarkable. 

Call  1-888-290-1661  today  for  our  30-day  Satisfaction  Guaranteed  trial  offer  and  get  your  team  up  to  speed* 
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ment for  a  specified  contract  length  and  usage  plan,  subject  to  credit  approved.  In  the  event  of  returns,  customer  pays  only  for 
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Up  Front 


FUND  FRONT 

A  STAR  STUMBLES 
ON  NET  STOCKS 

INVESTORS  IN  THE  FIDELITY 

Fifty  fund,  one  of  Fidelity  In- 
vestment's best-performing 
portfolios  in  the  first  part  of 
the  year,  are  now  watching  it 
stagger.  After 
zooming  up 
nearly  40^ 
through  Apr.  12, 
Fidelity  Fifty 
has    slid  back 


GOING  DOWN 


11.5%.  The  rea- 
son? Internet 
stocks. 

Since  John 
Muresianu  took 
charge  of  the  $491  million 
growth  fund  in  January,  it 
has  invested  heavily  in  Net 
shares.  On  Mai;  31,  when  the 
fund  last  listed  its  portfolio. 
Fidelity  Fifty's  top  two  hold- 
ings were  America  Online 
and  Amazon.com.  It  also  held 


(As  of  June  7,  change  from  Apr.  12) 

1.  AMERICA  ONLINE 

-27% 

2.  AMAZON.COM 

-36 

3.  SCHLUMBERGER 

+9 

4.  MICROSOFT 

-14 

5.  YAHOO! 

-25 

DATA:  FIDELITY,  BLOOMBERG  FINANCIAL  MKTS. 


big  positions  in  Yahoo!,  At 
Home,  and  eBay.  None  was 
among  the  top  holdings  on 
Dec.  31.  All  have  plunged 
since  their  April  highs. 

The  fund's  Net  exposure 
shouldn't  shock  readers  of  its 
most  recent  semiannual  re- 
port. Muresianu  wrote:  "I  am 
a  strong  believer  in  Internet 
stocks.  However, 
it  is  important 
to  caution  in- 
vestors that 
these  stocks  also 
can  be  some  of 
the  most  vola- 
tile." Indeed,  the 
Internet  Fund 
and  Munder 
Net  Net  Fund, 
two  pure  plays  on  Net  stocks, 
have  done  worse  than  Fidelity 
Fifty,  losing  more  than  23% 
from  mid- April  through  early 
June.  Moral:  Those  fund 
company  mailings  may  be  bor- 
ing. But  they're  still  worth 
reading.  Robert  Barker 


CLASS  NOTES 

GET  YOUR  MASTERS 
IN  CAPPUCCINO 


THINK  COLLEGE  AND  COFFEE, 

and  what  usually  comes  to 
mind  are  images  of  weary 
but  wired  students  pulling 
all-nighters  before  exams. 
But  at  the  University  of 
Naples,  the  exams  them- 
selves are  about  coffee — 
espresso,  to  be  exact.  They're 
part  of  a  popular  new  pro- 
gram that  teaches  all  aspects 
of  espresso.  Yes,  in  Naples, 


you  can  get  credit  for  learn- 
ing how  to  roast  coffee  beans 
and  properly  froth  milk. 

What  would  you  expect  of 
the  country  that  popularized 
espresso  and  has  a  coffee  bar 
for  every  430  people?  Fifteen 
students  have  already 
graduated  the  certificate 
program,  nicknamed  the 
L'Universitd  del  Caffe. 
Aimed  at  foreign  stu- 
dents planning  or  al- 
ready mnning  a  coffee 
bar,  the  program  costs 
81.100.  with  eight  ses- 
sions, including  ones  on 
marketing  and  manage- 
ment, given  over  a  period 
of  a  few  weeks.  The  program 
was  started  by  Andrea  Illy, 
ceo  of  illycaffe,  Italy's  sec- 
ond-largest coffee  company, 
after  he  was  peppered  with 
questions  about  espresso  dur- 
ing a  trip  abroad.  The  pro- 
gram has  already  lured  some 
Americans,  including  a  prof 
from  Cornell  University's  ho- 
tel management  school,  will- 
ing to  go  to  Italy  to  learn — 
proving  that  the  end  justifies 
the  beans.     Monica  Lamer 
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ROLLER  COASTERS: 
A  STEEP  UPSWING 

SUMMER    IS   HERE,   AND  A 

record  65  roller  coasters  will 
open  worldwide  this  year, 
with  two  dozen  of  the  heart- 
stopping  rides  being  launched 


CLASSIC:  At  Busch  Gardens 

in  the  U.S.  It's  the  third 
straight  year  of  growth  for 
coaster  construction,  and  this 
year's  rides,  say  experts, 
promise  to  be  as  scary  as 
ever.  Among  1999's  new  odes 


to  adolescent  thrill-see 
Dueling  Dragons  at  Ur 
Studios  Florida  in  0: 
Cars  rush  at  each  oth 
swerve  out  of  danger 
last  second. 

Close  by,  in  Tampa, 
Gardens  is  opening  £ 
fashioned,  7,000-foot-lon 
coaster,  one  of  12 
models  to  open  this  ye? 
nice  to  see  them  make 
jor  comeback,"  saic 
Linkenheimer,  head  of 
can  Coaster  Enthusias 

The  industry  is  ridii 
thanks  to  a  strong  ecoi 
new  coasters  cost  up 
million — and  the  boon 
gion  of  the  baby-fac 
manding  scalier  rides 
Walt  Disney,  partial  tc 
friendly,  less  extreme  i 
planning  a  big  new  cos 
Orlando.  Although 
won't  reveal  details, 
mavens  believe  it  won't 
the  squeamish.  Dennis 


THE  BIG  PICTURE 


II 


JUICING  UP  THE  PC 

The  conventional  wisdom:  Broadband  Internet  accc 
w  hich  gives  PC  users  fast  downloads  of  video  and  ai 
will  be  slow  to  spread.  But  advances  in  digital  subsc; 
line  (DSL)  technology  offered  by  phone  companies 
quicken  the  pace. 
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FOOTNOTES  Stock  set  aside  for  compensation  by  Internet  companies:  1 5.7%  ;  by  service  and  industrial  companies:  1 0.7° 
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Consultant  Tim  Hopkirk 
One  of  10.000  Willis  people 
around  the  world  united  behind 
one  objective  your  success 


How  do  you  keep  an  ambitious 
space  program  on  course,  when 
another  costly  disaster  would 
have  scared  off  both  customers  and 
the  entire  insurance  community? 

Get  Willis  consultant  Tim  Hopkirk 
(and  his  aerospace  colleagues) 
to  arrange  a  billion  dollar 
'rocket  bond'  facility  backed  by 
high-flying  international  investors, 
ready  on  the  launchpad. 

The  sky's  the  limit  when  you 
combine  teamwork,  flexibility 
and  innovative  risk  solutions. 


Willis 

The  Risk  Practice 

UK  Tel:     +44  (0)207  488  811  1 
USTel:     +1  615  872  3000 
Website  www.willis.com 


SUCCESS 
Get  caught  in 
the  act  of  achieving 
what  you  set  out  to  do. 
You  provide  the  dedication, 
the  education,  and  the  perspiration. 

We'll  provide  the  tools: 
eveiything  your  business  needs... 


Internet  commerce  as  it  was  meant  to  be. 


Question: 


com 


Where  can  you  buy  a  roll  of  Scotch  ^^Q^'lape,  a  500MHz  IBM  business 
puter,  an  Olympus  (or  HP,  or  Canon,  or  Epson,  or  Casio,  or  Kodak,  or  Fujifilm,  or  Toshiba)  ^  '  jj*  digital 
camera,  a  Global  9&  leather  executive  chair,  an  Imation  Rewritable  optical  disk,  and  a  Cross  fountain  pen? 
Where  can  you  purchase  a  paper  shredder,  printer  cartridge,  personal  I^j  digital  assistant,  picture  frame, 
planner,  or  platform  hand  truck?  Where  can  you  choose  from  thirty  thousand  products  fc 


vour 


business,  from  three  hundred  quality 


brands?  (Hint:  it's  the  same  place  where  you  can  choose  from 
hundreds  of  thousands  of  non -business  products,  from  a  thousand  other  quahlx  brands  i 

you  shop  for  the  4gu  equipment  and  supplies  your  business  needs  without  leaving  youi  desl  1  W  inn  can 
fou  sli<»p  al  3:00  \\i  *  >n  C  hristmas  morning  in  your  robe  and  bunny  &$$Ktk  slippers?  What  store  lias  the  best 
selection,  from  the  best  brands,  J^p^  at  the  best  prices?  I  think  you  know  the  ^^f^  ^Y/^/i^'f  * 

www.ValueAmerica.com 

(888)  510-8258  option  #1 
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ALL  INTERNET  COMPANIES 

ARE  NOT  ALIKE  

"Who's  getting  more  bang  for  the 
marketing  buck"  (Finance,  May  31)  was 
a  brilliant  look  into  what  will  drive  suc- 
cess in  the  Internet  economy.  In  launch- 
ing an  Internet  business,  we  have 
tracked  our  marketing  effort  using  the 
exact  metric  you  chose.  Our  target  ratio 
of  revenue  to  marketing  expense  is  10. 
Put  simply,  10%  of  every  sale  is  spent 
attracting  customers.  This  is  not  an  un- 
usual number,  considering  the  markup  in 
our  industiy  hovers  at  25%.  This  leaves 
15%  of  revenue  to  pay  the  rent,  the 
salaries,  and  some  return  to  the  share- 
holder (me). 

Before  we  ever  spent  large  amounts 
of  money  on  this  venture,  we  carefully 
spent  small  amounts.  If  our  test  mar- 
keting showed  a  ratio  of  1.27  (like  CD- 
Now),  I  would  still  be  working  as  a 
business-planning  analyst. 

I  would  like  to  see  the  "back  of  the 
napkin"  calculation  that  says  you  can 
profitably  sell  CDs  while  spending  79% 
of  each  order  on  marketing.  We  sell 
items  that  are  similar  in  size  to  cos 
and  we  spend  15%  of  revenue  on  ship- 
ping costs.  Put  those  two  together,  and 
you  will  have  6%  left  for  the  CD,  the 
rent,  salaries,  expenses,  and  let  us  not 
forget  return  on  sales.  Well,  with  those 
results,  maybe  we  can  forget  return 
on  sales. 

Tom  Nardone 
President 
Shopinprivate.com 
Livonia,  Mich. 

Your  ranking  of  the  Net's  savviest 
spenders  is  misleading.  The  companies 
listed  have  very  different  business  mod- 
els (e.g.,  ad-based  vs.  retailing  vs.  In- 
ternet service  provider).  Using  gross 
revenue  generated  to  measure  the  ef- 
fectiveness of  ad  spending  is  like  com- 
paring apples  with  oranges.  It  would 
be  more  precise  to  use  gross-margin 
dollars  as  the  relevant  measure.  Why 
treat  revenue  from  retailers  like  Ama- 
zon.com and  Onsale,  with  gross  mar- 
gins below  25%,  the  same  as  revenue 


from  portal  destinations  like  eBa;j 
Yahoo!,  with  gross  margins  above) 
If  you  make  these  adjustmentsa 
rank  the  companies  by  gross-m|: 
dollars  divided  by  marketing  exp<i» 
you'll  find  that  eBay  and  Yahoo!  rak 
more  effective  spenders  than  Ate 
and  Onsale. 

Incidentally,  eBay  and  Yahoq; 
both  profitable,  whereas  Onsakc 
Amazon  are  losing  money.  Bas< 
your  analysis,  a  reader  might  cora 
other-wise. 

Paul  Welt 
Belmont,  j; 

GIVE  EBAY'S  FOUNDER 

HIS  DUE   I 

I  was  disappointed  that  "eBa 
Amazon.com"  (Cover  Story,  Mg; 
did  not  make  greater  mention  of  je 
M.  Omidyar,  who  was  eBay's  foujd 
genius  and  its  largest  individual  I 
holder.  To  put  it  succinctly,  if  ity 
not  for  Omidyar,  there  would  E 
eBay.  Omidyar  is  one  of  the  fine; 
amples  of  the  success  of  my  Irr 
compatriots  in  this  country  djj 
nearly  two  decades  of  vilificationo 
udrce,  and  obstacles. 

Hamid  BorouY 
San  Juan  Capistrano,j 

PRODUCTIVITY  IS 

NO  PANACEA  FOR  INFLATION 

It  is  erroneous  that  faster  proi 
ity  insures  against  a  pickup  in  ira 
("Inflation:  Smoke,  but  no  fire,"  Ep 
als,  May  31).  Productivity  deteffl 
how  fast  living  standards  can  in|ri 
If  productivity  increases  2%  pew 
material  well-being  will  improve  hp 
wages  will  tend  to  grow  2%  fast' 
year-  than  inflation.  There  is  an  jfl 
number  of  inflation  rates  undery 
this  can  occur  (0%  inflation  al 
wage  growth,  10%  inflation  an 
wage  growth,  etc.).  What  ultimate 
down  the  inflation  rate  is  not  fp« 
tivity  growth,  but  monetary  pop; 
the  Fed  provides  too  much  liquid!/, ' 
economy  will  overheat,  and  inflat  i 
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rise,  regardless  of  what  produc- 
doing. 

rically,  the  U.  S.  has  experienced 
of  accelerating  inflation  when 
ivity  growth  was  quite  strong 
late  1960s)  and  decelerating  in- 
vhen  productivity  was  lacklus- 
Ay  1980s).  Around  the  globe, 
re  many  cases  of  developing 
is  enjoying  rapid  productivity 
while  suffering  much  higher  in- 
han  in  the  developed  world. 

Joshua  Feinman 
Bankers  Trust  Corp. 

New  York 

E  NEEDS 

I  GREEN  GIANT  

of-Gore"  (Government,  May  24) 
my  view  of  the  challenge  Vice- 
tit  Al  Gore  faces.  My  view  is 
•ce  any  other  Vice-President, 
hallenge  is  to  appear  Presiden- 
i  can't  afford  to  seem  timid. 
?r  issues  Gore  pursues,  he  must 
Since  he  is  green,  he  must  be  a 
ant. 

i-the-Beltway  thinking  discour- 
dness.  In  the  environmental  are- 
jver,  many  policy  initiatives  dis- 
as  crazy  by  the  conventional 
jton  "wisdom"  enjoy  over- 
g  support  from  the  American 
te.  An  example  is  the  public's 
>r  the  auto  industry  to  produce 
ility  vehicles  that  pollute  nei- 
•  cities  nor  the  world's  atmos- 
nside  the  Beltway,  that  may  be 
ed  radical;  outside,  it  is  com- 
se. 

y,  it's  no  doubt  true  that  bold- 
1  turn  off  some  campaign  con- 
3,  but  certainly  not  enough  of 
jeopardize  the  Vice-President's 
;o  run  an  effective  campaign, 
■se  who  would  be  alienated  are 
sered  by  donors  his  boldness 
nergize. 

Carl  Pope 
Executive  Director 
Sierra  Club 
Washington 

D  MUST  DO  MORE 

ftWBONE  

at  once  amazed  and  dismayed  to 
t  many  economists  promote  the 
argument  that  the  Federal  Re- 
sed  only  talk  tough  on  mone- 
icy  (with  no  actual  change),  and 
■nt  to  allow  the  bond  market  to 
work  for  them"  by  raising  rates 
lse  ("Why  the  Fed's  open-mouth 
orks,"  News:  Analysis  &  Com- 
,  May  31). 

'easoning  is  shortsighted,  and  a 
ised  on  it  can  have  unintended 


inflationary  consequences.  Only  the  Fed- 
eral Reserve,  through  the  banking  sys- 
tem, controls  the  supply  of  high-pow- 
ered reserves,  and,  consequently,  money 
creation.  If  the  Fed  leaves  the  short- 
term  nominal  interest  rate  below  the 
level  that  is  required  to  satisfy  the  de- 
mand for  real  cash  balances  that  support 
a  sustainable  pace  of  economic  growth, 
the  short-run  impact  will  be  lower  nom- 
inal interest  rates. 

But,  as  that  high-powered  money 
finds  its  way  into  the  real  economy,  it 


will  have  the  undesirable  long-run  con- 
sequence of  driving  up  prices  (for  in- 
stance, financial  and  real  estate  assets), 
and  ultimately  steepening  the  yield 
curve  as  inflationary  expectations  re- 
turn and  real  rates  rise. 

This  steepening  of  the  yield  curve, 
without  Federal  Open  Market  Commit- 
tee (fomc)  tightening,  can  actually  be 
stimulative.  Lending  institutions  have 
more  of  an  incentive  to  make  new  loans 
as  their  cost  of  funds  remains  stable 
while  the  return  on  new  assets  increas- 


When  you're  dealing  in  big  money  issues  like  energy  and 
communications,  a  wrong  turn  can  be  more  than  costly. 


Has  your  business  reached  a  turning  point?  Try  Williams, 
a  global  leader  in  energy  and  communications.  We  cover  every 
important  aspect  of  managing  and  moving  energy  coast-to-coast,  as 
well  as  offer  a  nationwide  fiber-optic  network  and  enterprise-wide 
telecom  equipment  solutions.  To  Williams,  turn,  turn,  turn. 
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es,  leading  to  more  profitable  lending 
opportunities. 

Only  the  Federal  Reserve  can  stop 
this  process  by  allowing  the  short-term 
rate  to  rise  and  bring  the  supply  of  re- 
serves back  in  line  with  demand.  That 
will  allow  the  economy  to  grow  on  a 
steady,  noninflationaiy  path.  If  this  were 
not  the  case,  the  fomc  would  be  an  un- 
necessary entity.  The  federal  funds  rate 
could  be  set  at  some  low  level,  say  3%, 
and  the  markets  could  "do  the  work" 
through  volatile  and  rising  long-term 
rates  and  sharp  yield  curve  shifts. 

Clearly,  this  would  not  be  the  cer- 
tain, stable  economic  environment  that 
is  desired.  If  the  Federal  Reserve's 
threats  ultimately  lack  sincerity,  it  is 
not  unimaginable. 

Richard  M.  Shelton 
Newr  York 

PLEASE,  VOUCHERS  FOR 
NONSECTARIAN  SCHOOLS  ONLY 

"What  vouchers  can — and  can't — 
solve,"  (Editorials,  May  10)  was  thought- 
ful, informative,  and  important.  You  had 
much  to  say  that  needed  to  be  said 
about  vouchers.  Unfortunately,  you  un- 
intentionally misstated  my  view  on 
vouchers  in  an  important  way.  I  have  al- 
ways made  it  clear  that  I  do  not  sup- 
port aid  to  parochial  schools  through 
any  voucher  system.  I  truly  regret  that 
"or  parochial  schools"  appeared  in  the 
editorial. 

My  experience  leads  me  to  believe 
that  advocates  will  more  likely  pick  up 
what  is  printed  by  an  authoritative  pub- 
lication such  as  yours  and  the  distor- 
tion will  continue  ad  infinitum. 

Arthur  E.  Levine 
President 
Teachers  College 
Columbia  University 
NewT  York 

COLLEGE  CAN'T  BE 

ALL  THINGS  TO  ALL  PEOPLE 

In  "What  can  K.  0.  inequality?  Col- 
lege" (Social  Issues,  May  31),  it  seems 
that  you're  on  the  same  bandwagon  as 
so  many  others — saying  college  is  the 
answer  for  every  young  person.  What 
about  tlie  trades?  As  a  writer  about  the 
plastics  industry,  I  see  firsthand  the 
dilemma  of  many  in  the  moldmaking  in- 
dustry as  they  try  to  find  and  hire  plas- 
tic parts  designers,  moldmakers,  spe- 
cialty machinists,  etc.  Although  demand 
for  skilled  people  in  these  positions  is 
high,  few  people  are  available.  Knowl- 
edge about  the  excellent  opportunities  in 
such  trades  as  moldmaking  and  ma- 


chines is  sorely  lacking  in  our* 
high  schools. 

We  need  to  take  some  lessonl 
Germany.  Those  young  people  wl 
have  the  aptitude  for  college  shm 
directed  into  the  trades.  A  high-1 
educated  24-year-old  who  goes  ta 
an  apprenticeship  program  to  ■ 
a  journeyman  moldmaker  can  el| 
wards  of  $50,000  annually. 

My  father  is  a  tool-and-die  ■ 
who  spent  35  years  at  General  m 
Co..  then  took  early  retiremep 
opened  his  own  company  20  yeq 
Today,  he  employs  50  people, 
my  two  brothers  and  my  olde 
Not  bad  for  someone  with  no  cc 

America  is  becoming  a  na 
lawyers  and  hamburger  flipper 
little  in  between.  Let's  make  the 
a  priority  when  directing  young 
into  higher  education  and  career 
find  industry  more  than  willing  j 
with  internships  and  apprentices 
well  as  hard  investments  for  t^ 
training  schools. 

Clare  GolJ 
Contributing 
Injection 


FINDING  US  ONLINE 

The  full  text  of  Business  Week,  the  Businel 
Daily  Briefing,  and  seven  years  of  BW  archl 
available  on  the  World  Wide  Web  atf 
www.businessweek.com 

and  on  America  Online  at  Keyword: 
To  sign  up  for  BW  on  AOt,  call  (800)  641' 
and  mention  Business  Week. 

HOW  TO  REACH  BUSINESS  WEII 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytil 
evening  phone  numbers.  We  reserve  the  right f 
letters  for  clarity  and  space  and  to  use  them  ■ 

electronic  and  print  editions. 

Mail  Business  Week.  1221  Avenue  of  the  Amw 

39th  floor.  New  York.  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@busmessweek.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subsclc 
renewals,  changes  or  problems,  and  single  cm 
Phone:  (800)  635-1200  or  (609)  426-7500 
Fax:  (509)  426-7623 
Internet:  bwcustsv@businessweek.com 
Library  fee-based  services:  (212)  512-6704  I 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

For  custom  reprints  (minimum  order  of  l.OOC* 

(212)  512-3148 

For  all  other  permission  or  reprint  inquires,  1 
Phone:  (212)  512-4801 
Fax:  (212)  512-4938 

Internet:  www.businessweek.com/reprints/ 


TOSHIBA  SERIES  PROFILING  VISIONARY  LEADERS  OF  AN  INTERCONNECTED  WORLD 


MAKING  ONE-TO-ONE 
VORK  FOR  BUSINESS 

OW  BROADVISION  EXTENDS  THE 
LECTRONIC  ENTERPRISE 


One-to-one.  The  phrase  connotes 
intimacy,  connectedness,  a  form  of 
personal  interaction  in  which  each 
party  knows  the  other  like  a  close  business 
associate.  Not  quite  what  you  might  expect  from 
Corporate  America  or  from  the  Internet,  that 
great  engine  of  encyclopedic  information  and 
mass  communication.  And  yet  it's  rapidly 
becoming  the  key  differentiator  for  companies 
trying  to  connect  with  customers  over  the  World 
Wide  Web. 

"One-to-one  marketing  is  the  most  significant 
business-to-business  marketing  concept 
in  years,"  says  Terri  Spence, 
president  of  Woodland  Hills,  CA, 
digital  marketing  council  W3PR, 
who  advises  such  global  companies 
as  Chevron,  7Up,  and  Unilever.  "With 
one-to-one  marketing,  business 
relationships  become  highly 
personalized,  increasing  efficiency, 
reducing  transaction  costs,  and 
boosting  customer  satisfaction,  a 
driven  by  a  better  understanding  of 
customers'  wants  and  needs. 

A  simple  task?  Hardly.  Implementing 
this  kind  of  personalization  with  real-world 
business  managers  is  difficult  enough.  Doing  so 
in  an  environment  in  which  your  only  sales 
agents  are  bits  and  bytes,  and  in  which  business 
executives  are  as  likely  to  be  working  remotely 
on  a  laptop  computer  as  they  are  in  company 
headquarters  surrounded  by  staff  and  files, 
is  another  thing  entirely.  Achieving  success  in 
a  digitally  interconnected  world  requires  a 
whole  new  way  of  thinking  about  marketing, 
communication,  and  business  relationships. 


PERSONALIZING  E-COMMERCE 

Enter  BroadVision.  The  Redwood  City,  CA, 
Internet  applications  developer  is  the  industry 
leader  in  enabling  one-to-one  electronic 
marketing  and  communication  for  sales, 
customer  service,  supply  chain  management, 
and  electronic  commerce.  Using  one-to-one 
techniques,  BroadVision  customers  "are 
reaching  hundreds  of  thousands,  even  millions, 
of  end-users,  all  on  a  personalized  basis,"  says 
BroadVision  president  and  CEO  Pehong  Chen. 

It  wasn't  always  this  way.  When  Pehong 
Chen  founded  BroadVision  in  1993, 
many  analysts  viewed  one-to-one 
marketing  as  digital  smoke  and  mirrors, 
a  mere  public  relations  gimmick.  As  a 
result,  despite  Dr.  Chen's  impeccable 
credentials,  (Ph.D.  in  computer  science 
from  Berkeley,  the  recent  sale  of  his 
start-up  Gain  Technologies  to  Sybase 
for  $100  million)  BroadVision  found 
slow  acceptance  in  the  marketplace. 

And  then,  by  late  1997,  the 
market  solidified.  Economic 
forecasters  started  adding  zeroes  to  their 
projections  of  the  value  of  online  commerce. 
Suddenly,  electronic  commerce  was  hot,  and 
Corporate  America  was  seeking  desperately  not 
to  be  left  behind. 

As  one  of  the  first  players  in  Internet-based 
commerce,  BroadVision  easily  could  have 
responded  to  this  explosion  of  interest  by 
attempting  to  become  a  "comprehensive 
electronic  commerce  solutions  provider"  like 
Microsoft  or  IBM.  But  Dr.  Chen  stuck  to  his 
conviction  that  the  best  way  to  connect  people 
over  the  Internet  was  on  a  one-to-one  basis. 

(Continued) 
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Portability. 


Style.  Never  before  has  a  computer  so  elegantly 
streamlined  offered  such  formidable  power.  Presenting 
Pcrtege  3020CT.  A  sculpted  sliver  of  magnesium- 
alloy  casing.  Concealing  the  greatest  capabilities 
Toshiba  has  ever  offered  in  a  portable  this  compact. 
It's  the  executive  privilege  with  a  very  practical  purpose. 
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Size.  It's  the  ultimate  traveling 
Barely  three-quarters  of  an 
Under  3  lbs.  light.  Portege  302 
discretely  wherever  you  go,  y«  I 
features  like  a  full-sized  keybol 
generous  10.4"  TFT  active  mat  I 


pentium 
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Performance. 


Power.  Portege  3020CT  is  ready  for  virtually 
anything.  An  Intel'  Pentium'  processor 
with  MMX "  technology,  300MHz.  A  6.4 
billion-byte  hard  drive.  32MB  of  high  speed 
EDO  DRAM  and  a  128-bit  NeoMagic" 
graphics  controller.  Plus  a  56K  modem. 


Expansion.  The  possibilities  are  endless.  With 
an  optional  lightweight  battery,  two  PC  Card 
slots,  an  optional  PC  Card  24X*  CD-ROM 
and  standard  port  expander.  It's  the  ideal 
balance  of  portability  and  performance.  Call 
1-800-TOSHIBA  or  click  on  www.toshiba.com 
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MAKING  ONE-TO-ONE  WORK  FOR  BUSINESS 


That  focus  has  paid  off.  According  to  recent 
International  Data  Corp.  figures,  BroadVision  is 
now  the  world's  second  leading  e-commerce 
vendor  in  terms  of  licensing  revenues,  just 
behind  Netscape  and  ahead  of  Oracle,  IBM,  and 
even  Microsoft.  It  is  the  only  Internet  commerce 
firm  listed  in  Bloomberg's  Top  100  Stocks. 

A  COMPETITIVE  ADVANTAGE 

Amid  this  success,  Dr.  Chen's  main 
interest  remains  the 
motivation  that  ignited 
his   initial   vision  for 
BroadVision:  making  it 
possible  for  companies  to 
streamline  their  corporate 
operations  by  building 
one-to-one  relationships  with 
customers,  suppliers,  and 
partners.  "A  new  chapter  in 
the  history  of  enterprise 
automation  is  being  written 
by  one-to-one  personalization," 
he  proclaims.  Companies 
adopting  this  approach  "are 
immediately  securing  the 
competitive  advantage  of  doing  business  more 
effectively  and  at  a  much  lower  cost." 

BroadVision  makes  personalization  possible 
through  two  key  innovations.  The  first  is  the 
maintenance  of  a  dynamic  personal  profile  for 
each  user  of  a  BroadVision-enabled  Web  site. 
Like  an  attentive  sales  person  or  a  responsive 
business  manager,  the  personal  profile  learns, 
and  remembers,  all  that  it  can  about  the  user, 
and  then  deploys  that  information  in  order  to 
enhance  the  user  experience. 

The  second  innovation  is  an  authoring 
framework  for  creating  a  rich  array  of  business 
rules  that  determine  which  content,  products, 
and  advertisements  are  shown  to  which 
customers.  Through  easy-to-use  administra- 
tion tools,  business  managers  with  no 
programming  skills  can  enter  content  into  the 
system's  database,  and  write  any  number  of 
personalized  business  rules  (e.g.,  "If  the  prospect 
is  a  purchasing  manager,  show  Product  Pricing 


Schedule  A")  all  of  which  can  be  activated  either 
immediately  or  on  a  predefined  time  schedule. 

A  RAPID  RETURN  ON  INVESTMENT 

These  innovations  are  finding  an  attentive 
audience.  Nearly  300  companies,  from  start-ups 
to  global  market  leaders,  have  adopted  the 
BroadVision  approach  to 
personalization,  including  such 
household  names  as  American 
Airlines,  Circuit  City,  Nortel, 
and  Toyota. 

One  sterling  example 
of  the  capabilities  of  per- 
sonalization is  the  recently 
aunched  business-to- 
business  Web  site  operat- 
ed by  RS  Components,  a 
leading  global  distributor 
of  electronic  and  industri- 
al supplies.  The  RS  Com- 
ponents site  provides  the 
company's  150,000  customers 
with  easy,  intuitive  access  to  more  than  100,000 
products,  as  intelligently  as  if  each  customer  had 
its  own  personal  sales  agent. 

Because  the  system  is  Internet-based, 
customers  can  take  the  world  with  them  as 
easily  from  a  laptop  computer  as  they  can  from 
the  home  office.  In  addition,  the  system  routinely 
brings  customers  special  offers  related  to  their 
fields  of  interest,  boosting  the  size  and  frequency 
of  orders. 

"By  providing  personalized  services  to  our 
customers,  we  hope  to  create  greater  loyalty," 
says  RS  managing  director  Grant  Raby.  "And 
with  more  satisfied,  loyal  customers,  we  can 
generate  considerable  repeat  business, 
resulting  in  a  rapid  return  on  investment." 


For  more  information  about  Toshiba 
portables,  desktops,  or  servers  visit  us  at 
www.toshiba.com  or  call 
1-800-TOSHIBA 
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E  RE  SUCKERS 
,\D  WE  LOVE  IT 


ere,  indeed,  is  a  timely  tome. 
Just  when  it  seems  that  Ameri- 
cans' massive  spending  binge 
low  down,  perhaps  pitching  the 
nd  the  world  into  recession, 
3.  Twitchell  arrives  with  a  reas- 
nessage:  The  shopping  spree  is 
ply  the  symptom  of  a  fast-grow- 
lomy  and  soaring  stock  market, 
lerism  has  become  the  driving 
the  culture  itself.  Shopping  is  a 
r  meaning  and  personal  identity. 
Lead  Us  Into  Temptation, 
11,  a  professor  at  the  University 
la,  offers  a  starkly  different  view 
it  of  other  academics,  who  lament 
mph  of  materialism.  Robert  H. 
recent  Luxury  Fever:  Wfiy  Mon- 
;  To  Satisfy  in  an  Era  of  Excess 
s  to  prove  that  the  accelerating 
:onsumption,  arising  in  part  from 
;titution  of  luxury  goods  for  sim- 
•es,  is  damaging  both  to  the  econ- 

I  to  the  happiness  of  those  doing 
;uming.  Juliet  Schor's  1998  book, 
rrspent  American,  portrays  or- 
\merieans  as  being  prodded  by 
s  media  to  imitate  the  spending 
f  the  superrich.  This  leaves  them 
le  and  stressed-out,  as  they  work 
md  longer  to  get  more  to  spend, 
hell,  on  the  other  hand,  argues 
Americans  find  themselves  swim- 
a  consumer  culture,  it's  because 
where  they  want  to  be.  They 
—as  generations  of  leftist  critics 
gued — gullible  rubes  manipulat- 
buying  things  they  don't  need, 
vitchell:  "Consumers  have  not 
itims  in  this  process.  In  fact,  we 
?erly  participated."  And  no  mat- 
t  the  Marxists  say,  "our  love  of 

.  is  the  cause  of  the  Industrial 
ion,  not  the  consequence.  Pro- 
jonspired,  to  be  sure,  but  con- 
were  always  eager  to  buy." 

|  did  Americans  get  this  way? 

II  offers  what  he  concedes  is  a 


not  terribly  original  explanation:  In  ur- 
ban, secular  society,  materialism  has  re- 
placed traditional  religion.  Our  forebears 
went  to  church  to  find  meaning  and 
magic.  Now,  we  head  for  the  mall, 
where  we  choose  particular  objects  to 
give  our  lives  meaning.  By  selecting 
certain  items — the  Ralph  Lauren  loafers 
rather  than  the  Rockports — we  are  join- 
ing a  particular  sect,  or  in  the  lingo  of 
the  consumer  culture,  choosing  a 
lifestyle.  "For  better  or  worse,  lifestyles 
are  secular  religions,  coherent  patterns 
of  valued  things,"  Twitchell 
writes.  And,  he  asserts, 
this  materialist  creed  can 
be  far  more  liberating  and 
democratic  than  the  spiri- 
tual ones:  If  you  have  the 
money — or  the  credit — you 
can  overcome  limitations  of 
class  and  religion.  Leave 
your'  polyester  past  behind. 
Become  that  Polo  guy. 

The  liturgy  of  this  reli- 
gion, of  course,  is  advertis- 
ing. This  is  no  accident. 
Twitchell  tells  how  the  pio- 
neering ad  men — many  of 
them  the  sons  of  Protestant  clergymen — 
adapted  the  language  of  uplift  to  the 
job  of  selling.  Instead  of  exhorting 
churchgoers  to  aspire  to  Christ-like 
goodness  in  order  to  make  a  heavenly 
exit  from  the  material  world,  they 
preached  another  kind  of  salvation. 

Twitchell  then  details  the  evolution 
of  advertising  and  such  techniques  as 
branding,  packaging,  database  market- 
ing, and  psychographics.  And  this  is 
where  contradictions  begin  to  crop  up  in 
his  argument.  If  consumers  are  such 
eager  participants  in  the  process,  why 
must  marketers  pursue  them  so  ardu- 
ously? Why  do  they  spend  billions  to 
gather  data  to  sort  us  into  such  cate- 
gories as  "money  and  brains"  or  "young 
suburbia?"  At  one  point,  Twitchell  ob- 


serves: "What  advertising  does  is  add 
meaning  to  otherwise  interchangeable 
and  often  unnecessary  products. . . ." 
Marx  would  agree. 

Twitchell  is  a  tart-tongued  observer 
who  details  how  every  corner  of  the 
culture  has  been  exploited  for  com- 
merce: how  infomercials  broke  the  line 
between  advertising  and  programming 
and  how  kiddie  TV  shows  with  product 
tie-ins  did  the  same.  The  theater,  the 
concert  hall,  and  the  art  museum  are 
all  merchandising  venues.  He  tells  how 
a  colorful  cellophane  wrapper  trans- 
formed the  demonstrably  inferior  and 
nutritionally  challenged  Wonder  Bread 
into  the  top  brand — a  triumph  of  pack- 
aging. He  even  celebrates  his  own  pack- 
aging coup — glibly  acknowledging  that 
chunks  of  Temptation  are  recycled  ver- 
batim from  his  two  prior  books,  Adcult 
USA  and  Carnival  Culture. 

In  a  breezy,  ironic  voice,  Twitchell 
provides  a  withering  look  at  what  he 
calls  "mallcondo  culture" — that  spot  just 
off  the  interstate  that 
dovetails  so  nicely  with 
the  unreal  world  of  tele- 
vision. "In  earlier  days,  all 
kinds  of  extraneous  forces 
got  into  the  downtown 
shopping  experience: 
churches,  governments, 
civic  organizations ...  li- 
braries, and  various  do- 
gooders.  None  of  that  is 
at  the  mall ....  Nothing 
gets  into  the  mall  without 
being  checked  out,  and 
nothing  gets  into  televi- 
sion that  has  not  passed 
the  programmer.  And  the  mall  owner/- 
programmer/gatekeeper  has  only  one 
thing  on  his  mind:  make  money." 

That  doesn't  sound  like  someone  who 
really  believes  that  the  consumer  is  call- 
ing the  shots — or  is  even  a  willing  part- 
ner in  self-deception.  In  the  end,  then, 
Twitchell  comes  off  as  profoundly  cyni- 
cal. He  acknowledges  that  the  commer- 
cial culture  is  "stultifying"  but  concludes 
by  saying:  "While  this  is  dreary  and  de- 
pressing to  some,  as  doubtless  it  should 
be,  it  is  liberating  and  democratic  to 
many  more."  Who  are  those  many 
more — the  mallcondo  majority?  Are  they 
(are  we?)  too  doltish  and  passive  to 
yearn  for  something  better? 

BY  GEOFF  LEWIS 
Lewis  is  business  week's  news  editor. 


\D  CULTURE  DOESN'T  VICTIMIZE  CONSUMERS. 


INSTEAD,  IT  GIVES  THEIR  LIVES  MEANING 


CABLE  &  WIRELESS 


We're  creating  the  world's  biggest  Interne] 
backbone. 

That  means  just  one  route  for  all  your 
Internet  traffic  that  connects  you  not  jus 
to  a  country,  or  even  to  a  city,  but 
directly  to  the  people  that  really  matter. 
Your  customers. 

At  Cable&  Wireless,  we  are  constantly 
working  to  improve  our  response  to 

customers'  needs,  wherever  they  may 

be  in  the  world. 


If  anyone  can  do  it, 


And  will. 


www.cwusa.com 
info@cwusa.com 


we  can. 


Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 


A  GUIDE  TO 
MAPLESS  TRAVEL 


These  trip-planning 
programs  use 
high-tech  tools  to 
keep  you  on  track 

When  I  was  a  kid, 
the  ritual  of  plan- 
ning a  car  trip 
began  with  a  visit  to  the  local 
AAA  office  for  maps,  routes, 
and  guidebooks.  Today,  you 
need  go  no  farther  than  your 

PC. 

Today's  trip-planning  soft- 
ware for  Windows  is  excel- 
lent— easy  to  use  and  packed 
with  information  about  routes 
and  attractions  and  accom- 
modations along  the  way.  I 
checked  out  four  programs, 
all  CD-ROM  based  and  update- 
able  from  the  Internet.  All 
are  worthy  contenders,  but 
Microsoft's  Expedia  Streets  & 
Trips  2000  emerged  as  the 
clear  winner  in  nearly  every 
category.  (For  European  dri- 
vers, Microsoft  offers  Ai<- 
toRoute  Europe  and  Au- 
toRoute  Great  Britain,  which 
I  did  not  test.) 

readable.  My  main  point  of 
comparison  was  to  plan  visits 
from  my  home  in  the  Maiy- 
land  suburbs  of  Washington, 
D.  C.  to  my  two  sons  in  Cam- 
bridge, Mass.,  and 
Austin,  Tex.  All  four 
products  came  up 
with  reasonable 
routes  and  at  least 
adequate  driving  in- 
structions. If  you 
have  a  portable 
global  positioning 
system  (ops)  receiv- 
er and  a  laptop,  all 
will  use  gps  data  to 
plot  your  position  as 
you  drive.  All  ex- 
cept TravRoute's 
RoadTrips  Door-to- 


Door  can  connect  to  the  In- 
ternet for  up-to-date  infor- 
mation on  roadwork  and  oth- 
er potential  delays.  The 
programs  differ  in  ease  of 
use,  quality  of  maps,  and  list- 
ings of  hotels,  restaurants, 
and  attractions. 

Streets  &  Trips 
simple  to  use,  allow- 
ing easy  door-to- 
door  routing.  Its 
maps,  both  on- 
screen and  print- 
ed, are  detailed 
and  highly  read- 
able— no  small 
trick.  It  is  the  only 
one  of  these  prod- 
ucts to  integrate  de- 
tailed street  maps 
into  a  trip-planning 
program,  and  its 
turn-by-turn  detail 
maps  are  excellent. 
(DeLorme  and  Rand 
McNally  offer  sepa- 
rate street  atlas  soft- 
ware.) Like  all  the  pro- 
grams, its  listing  of 
hotels,  especially  in  big 
cities,  is  incomplete.  But  it 
does  better  on  restaurants, 
seemingly  knowing  about 
every  greasy  spoon  in  Cam- 
bridge's Central  Square. 

The  program  is  not  per- 


FOUR  ROUTES  TO  TRIP  PLANNING 

AAA  MAP  N  GO  5.0 

DeLorme/$30  www.delorme.com 
EXPEDIA  STREETS  &  TRIPS  2000 

Microsoft /$40  www.microsoft.com/expedia 

TRIPMAKER  DELUXE  1999 

Rand  McNally/$45  www.randmcnally.com 

ROADTRIPS  DOOR-TO-DOOR  1999 

TravRoute/$40  www.travroute.com 

DATA:  PUBLISHERS 


feet.  Its  database  contains  mi- 
nor errors,  such  as  misidenti- 
fying  Interstate  99  in  Penn- 
sylvania as  1-94.  Two  other 
flaws  are  more  serious.  While 
the  other  programs  all  down- 
load driving  directions  to  ei- 
ther 3Com  Palm  or  Windows 
CE  handhelds,  Streets  &  Trips 
can  send  directions  and  maps 
only  to  handhelds  based  on 
CE.  In  typically  Microsoft-cen- 
tric fashion,  it  leaves  Palms 
in  the  cold. 

If  you're  a  fan  of  Rand 
McNally's  venerable  Road  At- 


las, you'll  probably  like  Trip- 
Maker  because  each  driving 
instruction  is  keyed  to  a 
printed  map  by  page  and  co- 
ordinates. Unfortunately — 
perhaps  because 
Rand  McNally  as- 
sumes that  everyone 
will  have  a  copy  of 
the  book  in  the 
car — its  driving  in- 
structions are  by  far 
the  weakest  of  the 
four.  It  fails  to  give 
exit  numbers  for 
freeways  and  un- 
helpfully describes 
turns  by  compass  di- 
rection rather  than 
left  or  right.  It  also 
only  provides  city- 


to-city,  rather  than  ad[ 
to-address,  routing.  Tri\ 
er  has  decent  lodging! 
mation  drawn  from  thej 
Travel  Guides,  but  r| 
rants  are  much  weakes 
few  locations  of  national 
outlets  shown. 
CLUNKY  DESIGN.  DeLl 
aaa  Map  V  Go  is  a  I 
product  in  most  ways,  m 
offers  minimalist  drivi 
structions,  though  at  h 
supplies  exit  numbers.! 
commodations  infora 
comes  from  the  aa|[ 
books,  which,  like  thaU 
guides,  are  much  stS 
on  lodgings  than:;: 
ies.  Curiously,|» 
both  Map  V  a 
TripMaker  \e 
ternet  constw 
data  in  pte 
routes  ands 
potential  a 
spots  onj 
screen,  neittr 
this  info  wl 
directions.  I 
you  have  a  ldfl 
the  car,  you'llfc 
wondering  juj^ 
long  you  mi.it 
creeping  along.  I 
RoadTrips  L* 
Door  is  the  only  I 
with  driving  direeffl 
rival  Microsoft's.  Tl 
clear  and  detailed.  TT'I 
ed  version  highlights! 
tial  points  of  confusio:|b 
ing  italics.  And,  as  iiS 
implies,  it  offers  dooiji 
routing.  UnfortunateHt 
well  behind  Street  & 
ease  of  use,  amenit 
map  quality.  Its  gen, 
sign  is  a  bit  clunky.  Kj 
restaurant  listings 
downloaded  from  Tra 
Web  site  and  are  farl 
to  the  other  prograi: 
detailed  maps  oftei  i 
from  overlapping  lab 
Any  of  these  prodpfl 
help  you  plan  a  suniil 
cation  or  a  business  1 
Expedia   Streets  ci 
stands  well  above  thfc 
The  only  real  imprre 
needed  is  for  Mic 
shed  its  tunnel  visioi 
support  for  Palms. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 


Introducing 
Delivery  Confirmation 
for  Priority  Mail™ 

Now  you  can  ship  important 
packages  in  2-3  days  starting 
at  $3.20  and  confirm  delivery 
for  just  35$  extra.  For  your 
free  Priority  Mail  starter  kit 
call  1-800-THE-USPS, 
ext.  EP1025. 
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UNITED  STATES 
POSTAL  SERVICE® 


www.usps.com 


Save  up  to  65%  over  2-day  services* 
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aim-size  PC  that  plays 


4fr  CASSIOPEIA 


Slues? 


and  the 
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Introducing  color  Palm-size  PCs 
powered  by  Windows  CE. 

Face  it,  color  communicates.  It  makes  it  easier  for  you  to  read  and 
understand  information.  With  new  color  Palm-size  PCs,  you  can: 

m  Clearly  view  and  use  your  Pocket  Outlook"  information:  Update 
your  calendar,  review  your  task  list,  read  e-mail,  look  up  phone 
numbers  and  addresses. 

■  Show  color  photos*  to  colleagues  or  use  color  maps  when 
you  travel. 

■  Capture  a  voice  note  or  listen  to  music. 

■  Customize  your  Palm-size  PC  by  adding  all  the  applications 
and  information  you  need,  with  up  to  16  MB  of  memory  and 
expandable  storage. 

Powered  b  /S^j  There's  more.  Palm-size  PCs  are  a  great  way 

'^ft^nfWvujc  f^F     t0  take  your  Winc|owsR-based  information 
tviiiiiuwauc     wjt^  yQU  5jmp|y  connect  your  Palm-size  PC 

with  your  desktop  PC  to  automatically  update  any  changes. 
And,  it's  familiar,  if  you  know  Windows,  you  know  Windows  CE. 

Color  Palm-size  PCs  powered  by  Microsoft   

Windows  CE  are  available  from  several 
manufacturers,  at  Best  Buy,  CompUSA, 
Office  Depot,  and  other  retailers,  starting 
at  just  $449.  So  don't  sing  the  hard-to-view 
Blues,  see  the  clear  benefits  of  color,  today. 


www.microsoft.com/windowsce/color 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


WHY  IT'S  THE  WRONG  TIME 
FOR  THE  FED  TO  SQUEEZE 


GOOD  NEWS: 

True,  there's 
price  pressure 
in  sectors  such 
as  health  care 
and  housing. 
But  that 
shouldn't  be 
mistaken  for 
general 
overheating 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of  The 


The  stock  market  has  been  rocked  a  few 
times  in  recent  days  by  apparent  au- 
guries of  inflation.  These  stirrings  are 
mostly  false  alarms,  but  bad  public  policy,  by 
the  Federal  Reserve  and  other  agencies,  could 
needlessly  short-circuit  prosperity. 

Consider  the  benefits  of  higher  growth. 
Only  three  years  ago.  few  economists  thought 
the  economy  could  grow  faster  than  2.3%  or 
have  unemployment  much  below  6%  without 
inviting  inflation.  But  the  economy  today  has 
settled  into  a  fine  path  of  3%  to  3.5%  annual 
growth  and  4%  to  4.5%  unemployment. 

Thanks  to  this  improved  trajectory,  the 
federal  budget  went  into  surplus  four  years 
ahead  of  schedule:  the  bottom  half  of  the 
workforce  is  finally  enjoying  real  wage  gams: 
labor  shoitages  are  enabling  the  welfare  re- 
form experiment  to  improve  many  lives 
rather  than  merely  punishing  the  idle:  and 
minority  unemployment  is  down  in  the  single 
digits  for  the  first  time  in  decades.  Not  bad. 

This  achievement  shouldn't  be  needlessly 
sacrificed.  Indeed,  once  you  "unpack"  the  sev- 
eral components  of  price  pressure,  you  realize 
that  much  of  the  New  Economy  really  does 
have  protections  against  inflation,  thanks  to 
technological  innovation  and  greater  price 
competition.  That  means  the  Fed  can  tolerate 
higher  growth  and  tighter  labor  markets 
without  raining  the  party. 
sectoral  PRESSURES.  Prosperity  does  gen- 
erate price  pressures,  but  most  can  be  con- 
tained by  careful  sectoral  policies.  And  sec- 
toral 'inflation"  should  never  be  mistaken  for 
general  overheating  of  the  sort  that  generates 
shortages  and  price  increases  across  the 
board.  The  latter  justifies  tighter  monetary 
policy:  the  former  does  not.  But  today's  most 
dramatic  sectoral  price  pressures  have  nothing 
to  do  with  general  prosperity. 

For  example,  health  costs  are  rising  again 
after  having  remained  stable  for  three  years. 
But  this  results  from  the  fact  that  managed 
care  squeezed  out  all  the  easy  one-time  sav- 
ings. Now.  the  pressures  of  an  aging  population 
and  new  medical  and  pharmaceutical  technolo- 
gies are  again  raising  costs.  These  pressures 
have  nothing  to  do  with  rapid  growth  and 
tight  labor  markets.  Doctors'  incomes  are  ac- 
tually falling.  Identical  pressures  would  apply  if 
growth  slumped.  We  need  to  decide  how  much 
of  gdp  to  spend  on  health  care  and  how  to 
reform  a  fragmented  health  system.  This  is 
not  a  macroeconomic  problem. 


A  trickier  sectoral  case  is  housing, 
prosperity  does  put  more  income  in 
pockets,  which  bids  up  housing  pric 
cording  to  the  Commerce  Dept..  new  ! 
prices  in  April.  1999  were  7.8%  higher 
April.  1998.  That  certainly  sounds  lik 
tion.  But  housing  inflation  is  in  part 
failure.  Between  the  1930s  and  the  mi< 
government  policy  acted  to  increase  t 
ply  of  affordable  housing — through 
market  loans,  tax  benefits,  and  dired 
dies.  Government  policies  not  only  in 
the  percentage  of  Americans  who  own 
but  also  made  apartment  living  affc 
And  by  increasing  supply,  these 
damped  down  price  pressures.  But 
housing  policies  have  become  unfashion 
1997  and  1998,  for  the  first  time 
decades,  government  actually  withdre 
subsidized  housing  units  than  it  ad( 
cording  to  the  Housing  &  Urban  D 
ment  Dept. 
TRIPLE  WIN.  Government  policy,  good 
affects  sectoral  price  pressures  in  sevt 
er  ways.  For  example,  consumers 
enjoying  price  competition  in  long-< 
phone  service.  Shortly,  they  will  get 
ing  vendors  and  lower  prices  in  local 
as  well.  This  was  not  brought  to  you 
free  market,  but  by  a  careful  govt 
competition  policy,  refined  over  mort 
decade  and  codified  in  the  1996  Tele 
nications  Act.  By  contrast,  policy  tow 
line  price  competition  has  been  less  c 
cess.  There  is  still  a  great  deal  of  m 
and  opportunistic  price-gouging. 

Continued  prosperity  also  require; 
tivist  education  and  training  policy, 
bor  markets  are  potentially  the  most* 
source  of  general  inflation.  So  far.  waji 
been  well  behaved.  But  if  we  want  ■ 
tinued  benefits  of  high  growth  withci 
tion,  public  policy  must  do  more  at 
end  of  the  labor  market.  That  wov 
triple  win — for  employers  with  vacat 
low-income  workers,  and  for  every* 
wants  non-inflationary  prosperity  to  < 

All  of  this  suggests  a  paradox, 
the  current  prosperity  reflects  the  d; 
of  the  new.  free-market  economy.  Yet 
no  escaping  public  policy.  Whether 
ment  pursues  good  policies  or  bad 
termines  whether  the  New  Economy 
its  potential.  The  best  policies  are  no 
the  most  laissez-faire  ones. 
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Earn  Triple  Miles 

or 

I  Passport  Points  plus  1000  bonus  miles 
on  every  stay. 

!  miles  includes  500  standard  plus  1000  bonus  miles.) 


irn  Quadruple  Miles 

or 

Passport  Points  plus  1500  bonus  miles 
on  every  stay. 

Only  when  you  use 
your  American  Express"*  Card. 

tie  miles  includes  500  standard  plus  1500  bonus  miles.) 


AMERICAN  I 
I  EXPRESS 


Cards 


Qualify  with  just  two  stays  at  Hyatt  between  June  I  and  August  31. 

You'll  then  earn  Maximum  Miles  on  these,  plus  any  additional  stays  in  June,  July 
and  August.  What's  more,  there's  no  limit  to  the  number  of  frequent  flyer  miles 
you  can  earn  from  any  one  of  Hyatt's  18  participating  airline  partners. 

Participating  is  easy.  Simply  join  Gold  Passport,  Hyatt's  award-winning 
frequent  traveler  program.  If  you're  already  a  member,  be  sure  to  sign  up  for  this 
exciting  promotion.  When  you  stay  at  any  Hyatt,  give  your  Gold  Passport 
number  when  you  check  in.  We'll  keep  track  of  your  bonus  miles  for  you. 

And  earn  even  more  miles.  Just  use  your  American  Express  Card  and 
request  the  American  Express  Card  "bonus"*  to  earn  the  most  miles  for  your 
stay.  After  October  15,  we'll  send  you  a  certificate  with  the  total  bonus  miles  you 
have  earned.  Then  you  can  select  the  frequent  flyer  account  to  credit. 

Great  Deal.  In  addition  to  earning  Maximum  Miles,  you  can  also  enjoy 
savings  with  great  rates  at  select  Hyatt  hotels  and  resorts  worldwide.  To  make 
reservations,  call  your  travel  planner  or  I  80  0  233  1234  and  ask  for  DEALS. 

Sign  up  for  Maximum  Miles.  And  let  Gold  Passport's  benefits  and  services 
enhance  your  stays  while  you  make  this  summer  more  rewarding  than  ever 


rUAU 

GOLD  PASSPORT 


Airlines:  Aeromexico.  Alaska  Airlines,  All  Nippon  Airways.  American  Airlines;  America  West  Airlines;  British  Airways,  Cathay  Pacific  Airways,  Continental  Airlines, 
les.  Korean  Air  Lufthansa.  Midwest  Express  Airlines.  Northwest  Airlines.  South  African  Airways.  Thai  Airways  International,  TWA;  United  Airlines  and  US  Airways. 
Club  Premier  members  choosing  kilometers  for  their  stays  will  receive  1 .000  kilometers  for  every  500  miles  awarded.  British  Airways  Executive  Club  U.K.  members  choosing 
their  stays  will  receive  50  Air  Miles  for  every  500  miles  awarded.  "The  American  Express  "bonuses"  are  valid  on  all  participating  airlines  except:  American  Airlines' 
lys,  Korean  Air,  and  Lufthansa. 

-onditions:  A  stay  is  defined  as  one  or  more  consecutive  nights  at  a  single  Hyatt  property  at  an  eligible  rate.  Only  one  bonus  per  member  per  stay  regardless  of  the 
ioms.This  promotion  is  valid  6/1  8/31/99  and  is  sublet  to  the  terms  and  conditions  of  the  Gold  Passport  program.  Other  restrictions  apply.  For  full  terms  and  conditions 
'att  or  visit  www.goldpasspo-i.com.  Hyatt  Hotels  and  Resorts  encompasses  hotels  and  resorts  managed,  franchised  or  operated  by  two  separate  groups  of  companies-Hyatt 


It's  the  knowledge  that  the 
decisions  you  make  for  your 
business  are  the  right  ones. 
It's  the  implicit  guarantee 
that  whether  your  needs  are 
small  or  large,  they  will  be  met. 
It's  knowing  where  to  turn  for 
flexible  solutions  for  your 
business,  and  that  loyalty  has 
its  benefits.  It's  the  awareness 
that  even  if  your  business  isn't 
always  predictable,  your  office 
equipment  will  be.  And  that's 
certainly  something  to  smile  about. 
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#%t  Panasonic,  we  understand  that  your  office  equipment  needs  change.  The  products  that  are  ic 
your  business  today,  may  not  be  right  tomorrow.  We  understand  that  you  need  the  confidence  tcWa 
right  choice  in  this  constantly  changing  market.  You  need  technologically  advanced  products  like, 
network-ready  copiers,  lightning-fast  color  printers,  Internet-smart  fax  machines  and  connected  fee 
white  boards — products  that  will  truly  make  your  business  run  efficiently,  flawlessly. 

And  most  importantly,  you  need  flexibility.  That's  why  we  developed  the  most  aggressive  office 
acquisition  program  in  the  industry.  It's  called  XtraCareP/us  and  it  gives  you  the  unprecedented  ptn 


Connecting  Peof 


Electronic  White  Boards 


E:  TOTAL  SATISFACTION 


alty-free  upgrades  or  downgrades  on  your  equipment.  Your  business  expands,  upgrade  to  a  faster  copier.  Your 
ipment  needs  change,  trade  up  to  an  internet  fax,  or  a  color  printer.  XtraCareP/us  gives  you  complete  flexibility, 
and  it  gives  you  the  confidence  to  run 
your  business  effortlessly. 

CarePte    can  1-800-742-8086  or 

us  at  www.panasonic.com/office  today  to  find  out  how 
asonic  will  bring  you  total  satisfaction. 
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Economic  Trends 


BY  GENE  KORETZ 

RISING  WAGES, 
SAFER  STREETS 

One  reason  crime  is  dropping 

r  I  ^wo  striking  demographic  facts  about 
JL  crime  in  the  U.  S.  are  that  most  vi- 
olent and  property  crimes  are  commit- 
ted by  young  males  and  that  the 
propensity  to  commit  crimes  reaches  a 
peak  at  around  17  to  18  years  of  age 
and  then  declines  sharply  as  youths  en- 
ter their  early  and  mid-20s.  Thus,  it's 
hardly  surprising  that  some  criminolo- 
gists questioned  the  drop  in  U.  S.  crime 

HOW  CRIME  DECLINES 
AS  YOUTHS  AGE 


SHARE  OF  YOUNG OUT-OF  SCHOOL 
MALES  WHO  COMMIT  A  PROPERTY  CRIME* 
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rates  that  began  in  the  early  1990s. 
With  the  teenage  population  about  to 
surge  higher  as  a  result  of  the  so-called 
"echo"  boom,  many  predicted  that  crime 
rates  would  soon  explode  again. 

As  it  happens,  crime  rates  have  con- 
tinued to  fall,  confounding  the  dire  pre- 
dictions of  the  demographic  determin- 
ists.  And  one  reason  this  may  be 
happening,  says  economist  Jeff  Grogger 
of  the  University  of  California  at  Los 
Angeles,  is  that  youths  are  responding 
to  improved  labor  market  conditions — 
particularly  rising  wages. 

Writing  in  the  Journal  of  Labor  Eco- 
nomics, Grogger  uses  youth  survey  data 
to  estimate  how  wage  prospects  affect 
property  crimes  by  young  out-of-school 
males  (mainly  high  school  dropouts).  In 
line  with  the  view  that  youths  weigh 
the  benefits  of  crime  against  those  of 
normal  work,  he  finds  that  young  work- 
ers who  commit  crimes  put  in  15%  few- 
er hours  a  year  at  legitimate  jobs  than 
their  noncriminal  peers  and  earn  about 
11%  less  per  hour  from  those  jobs. 

His  analysis  also  indicates  that  a  1% 
increase  (or  decrease)  in  real  wages 
should  reduce  (or  raise)  crime  partici- 
pation by  close  to  a  similar  amount. 
And  that's  exactly  what  actual  wage 


and  crime  trends  suggest.  Between  the 
mid-1970s  and  the  late  1980s,  as  real 
hourly  wages  paid  to  16-to-24-year-old 
males  fell  by  23%  arrest  rates  for  the 
same  age  group  rose  by  about  18%. 

Indeed,  Grogger  argues  that  the  rea- 
son crime  declines  as  teenagers  enter 
their  20s  is  precisely  because  their  earn- 
ing capabilities  increase.  Numerous  stud- 
ies have  shown  that  wages  rise  ex- 
tremely rapidly  as  new  entrants  to  the 
labor  force  gain  experience.  Thus,  while 
criminal  activity  attracts  38%  of  17-to- 
18-year-olds  in  Grogger's  survey  group, 
only  18%  of  those  age  22  to  23  commit 
crimes  (chart).  If  wages  didn't  rise  with 
age,  he  estimates,  crime  rates  would 
remain  roughly  constant. 

Of  course,  wages  aren't  the  only  fac- 
tor affecting  crime.  The  crime  rate 
started  taking  off  in  the  mid-1960s  as 
the  first  baby  boomers  entered  their 
teen  years,  and  it  fell  in  the  early  1980s 
as  the  teenage  contingent  began  declin- 
ing. But  crime  surged  again  in  the  mid- 
1980s  as  a  crack  cocaine  epidemic  un- 
leashed a  new  round  of  violence. 

Meanwhile,  real  wages  for  low-skilled 
workers  declined  steadily  from  the  early 
1970s  to  the  early  1990s— a  trend  that 
reinforced  the  demographic  impact  on 
crime  in  the  1970s  and  the  crack  cocaine 
effects  of  the  1980s.  By  the  early  1990s, 
however,  the  crack  epidemic  was  peter- 
ing out,  at  least  in  the  inner  cities,  and 
tougher  laws,  more  effective  policing, 
and  a  rise  in  incarceration  were  help- 
ing to  temper  crime  rates. 

With  those  developments  still  in  place, 
and  real  wages  for  low-skilled  workers 
are  moving  higher  in  recent  years,  Grog- 
ger thinks  crime  rates  may  continue  to 
drop  despite  a  growing  teenage  popula- 
tion. "Youths  are  responding  not  only 
to  the  stick  of  greater  deterrence,"  he 
says,  "but  to  the  carrot  of  rising  wages." 


THE  DOWNSIDE  OF 
A  SAVINGS  REVIVAL 

It  could  end  the  long  expansion 

At  last  count,  the  personal-savings 
rate  was  -0.7%,  which  means  that 
households  were  actually  spending  0.7% 
more  than  then-  aftertax  incomes.  Since 
no  one  thinks  that  a  negative  personal 
savings  rate  is  sustainable  over  time, 
an  interesting  question,  says  economist 
Paul  Kasriel  of  Northern  Trust  Co.,  is 
what  would  happen  to  consumption — 
and  to  the  economy — if  savings  were 
to  revert  to  a  more  normal  level. 
The  question  is  especially  intriguing. 


says  Kasriel,  because  the  main  la 
that  the  savings  rate  has  hit  a  pita 
low  is  that  a  booming  stock  mark 
been  raising  the  value  of  past  sav  a 
i.e.,  household  financial  assets.  Am 
market  has  been  looking  vulnerabjj 
ly,  suggesting  that  this  wealth  cjal 
won't  be  around  forever. 

Kasriel  offers  his  own  "static'B 
of-the-envelope  estimate.  He  aaa 
that  nominal  personal  income  wito 
4.7%  between  the  first  quarter  ji 
and  the  first  quarter  of  2000,  mih 
its  growth  during  the  prior  yep 
also  assumes  that  the  savings  ra^ 
gradually  rise  to  3.25% — low  by  ujn 
standards,  but  its  average  level  br 
the  current  expansion. 

Under  these  assumptions,  Kastl  > 
culates  that  personal  outlays  wad. 
crease  just  0.75%  in  the  year  enl 
the  first  quarter  of  2000.  ThatB 
be  the  slowest  year-over-year  m 
since  1949  and  would  almost  cm 
precipitate  a  recession. 

"In  sum,"  says  Kasriel,  "as  gm. 
stock  market,  so  go  consumpth 
the  U.  S.  economy.  It's  something 
Greenspan  can't  avoid  thinking  poi 


AN  INVESTME1Y 
ROLE  REVERSAL 

The  U.S.  may  soon  outspendW 


Are  the  U.  S.  and  Japan  apj 
change  places  in  their  invjl 
profiles?  Economist  Akihiko  Sjtf 
Sanwa  Bank  Ltd.  notes  that  th 
Japanese  private-sector  capital 
ing  to  gross  domestic  product  h; 
ed  down  sharply  from  nearly 
1991  to  13.3%  in  late  1998.  Me 
America's  investment-to-GDP  rati  I 
by  rising  information-related  pi 
has    risen  from 
about  9%  to  11%. 

Burdened  with 
excess  capital 
stock  left  over 
from  the  bubble 
economy  period, 
Japanese  compa- 
nies have  not  only 
been  cutting  capi- 
tal spending  for 
several  years  but 
are  also  scrapping 
unneeded  equip- 
ment. If  Japan's 
investment  ratio 
falls  below  that  of 
the  U.S.,  wains  Suzuki,  worr 
its  global  competitiveness  will 
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E  LABOR  MARKETS 

;E  SENDING  MIXED  SIGNALS 

economy  may  be  slowing,  but  it's  not  clear  by  how  much 


s.  ECONOMY 


A  SIGN  OF 
NER  GROWTH? 


Because  of  its  timeliness  and 
broad  coverage  of  economic 
ige  trends,  the  monthly  employment  report  has 
een  the  data  darling  of  the  financial  markets, 
all  Street's  beloved  turned  coy  in  May — and  at 
the  worst  times.  Investors  wanted  clear  eco- 
signals  about  the  Federal  Reserve's  next  move. 
1,  they  got  ambivalence. 

the  May  job  data  indicated  the  economy  is  slow- 
the  second  quarter.  But  the  report  did  not  an- 
le  more  crucial  question:  Slowing  by  how  much? 
uggesting  a  significant  slowdown  included  the 
ingly  small  11,000  gain  in  May  nonfarm  pay- 
tie  narrowest  hiring  in  four  years,  and  a  very 
ain  in  total  hours  worked  (chart).  But  a  case  for 
±  of  a  slowdown  could  be  made  from  the  strong 
revision  in  the  April  data  and  a  longer  work- 
i  verall,  led  by  factory  overtime. 

Fed  policymakers  have  ex- 
pressed concerns  about  the 
imbalances  growing  in  this 
superhot  economy,  especially 
those  building  in  the  labor 
markets.  That's  why  they 
adopted  a  tightening  bias  at 
their  May  18  meeting.  The 
Fed  will  be  happy  only  if  the 
economy  slows  enough  to 
head  off  the  kind  of  cost  and 
production  pressures  that  typ- 
ad  to  higher  inflation. 

irse,  the  Fed  policymakers  will  look  at  all  avail- 
a  before  they  sit  down  around  the  huge  oval 
June  29-30.  Most  important  will  be  the  June  16 
)f  the  consumer  price  index.  Remember,  it  was 
•rise  0.7%  jump  in  the  April  cpi  that  reignited 
fears  on  Wall  Street.  In  addition,  some  data 
jf  the  job  markets  would  seem  to  support  the 
-enough  idea.  The  jump  in  vehicle  sales  in  May 
at  consumer  spending  remains  exceptionally 
And  factory  inventories  are  remarkably  low,  a 
uture  production  gains. 

S  THE  MOST  IMPORTANT  NEWS  to  come 

ie  jobs  report  was  the  continued  slowdown  in 
owth.  Inflation — long  a  no-show  in  this  ex- 
-has  reemerged  into  the  debate  over  mone- 
cy  (page  38).  But,  any  inflation  fears  based  on 
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THE  JOB  DATA  STILL 
SHOW  A  PUZZLING  TREND 

5.5  

JOBLESS 
RATE 


q    Mill  I    I    I    I  1  

JAN  '97  MAY  '99 

A  PERCENT 

DATA:  LABOR  DEPT  .  BUSINESS  WEEK 


wage  pressures  are  more  illusory  than  genuine. 

Wage  gains  over  the  past  three  months  showed  some 
muscle.  First,  the  Labor  Dept.  said  that  because  of 
computer  errors,  the  original  March  and  April  non- 
farm  hourly  pay  numbers  were  too  low.  The  correction 
added  2<2  per  hour  to  pay.  Then  in  May,  wages  edged 
up  another  5#,  to  $13.19  per  hour.  But  even  with  the 
upward  revision,  wages  have  increased  just  3.6%  over 
the  past  year.  That's  a  lot  slower  than  the  4.3%  annual 
pace  of  May,  1998,  despite  a  drop  in  the  unemploy- 
ment rate  to  a  29-year  low  of  4.2%  (chart). 

Some  of  the  recent  acceler- 
ation has  been  concentrated  in 
the  manufacturing  sector.  Fac- 
tory pay  in  May  was  up  2.7% 
from  a  year  ago,  compared 
with  a  low  1.6%  yearly  rate 
in  December.  But  that  pickup 
hardly  reflects  good  times  for 
factory  workers.  More  likely,  it 
is  the  result  of  the  massive 
layoffs  going  on  in  manufac- 
turing. Typically,  less-senior, 
lower-paid  workers  are  let  go  first.  Their  absence 
boosts  the  average  wage. 

WAGE  GROWTH  IN  THE  ECONOMY  as  a  whole  is  un 

likely  to  reaccelerate  if  the  demand  for  labor  is  waning. 
And  that  seemed  to  be  the  news  from  May's  minuscule 
payroll  rise.  The  11,000  gain  was  the  worse  payroll 
number  since  the  drop  of  7,000  in  blizzard-struck  Jan- 
uary, 1996.  And  only  49.4%  of  industries  added  workers, 
the  lowest  rate  since  May,  1995. 

The  employment  weakness  was  led  by  the  loss  of  an 
additional  45,000  factory  jobs.  The  layoffs  were  a  bit  of 
a  surprise  because  the  recent  purchasing  managers' 
report  had  suggested  that  manufacturers  had  stopped 
shedding  workers,  and  that  industrial  production  has 
picked  up.  The  May  drop  brings  the  total  number  of 
factory  jobs  lost  since  March,  1998,  to  453,000. 

Layoffs  also  occurred  in  construction,  where  40,000 
jobs  were  lost.  But  construction  employment  had  in- 
creased smartly  during  the  unusually  warm  winter,  so 
some  seasonally  adjusted  fallback  in  building  jobs  was 
expected.  Further  layoffs  in  the  building  trades  seem 
unlikely  because  housing  remains  one  of  the  strongest 
sectors  in  the  economy. 

Service  hiring  also  slowed  in  May.  Total  service  em- 
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ployment  rose  just  103,000,  the  smallest  gain  in  nearly 
two  years.  The  slowdown  was  evident  in  all  the  major 
private  sectors,  and  government  payrolls  fell  by  7,000. 

THE  MAY  NUMBERS,  HOWEVER,  do  not  tell  the 

whole  story  about  the  second-quarter  labor  markets. 
April's  job  gain  was  revised  from  234,000  to  a  huge 
343,000.  That  means  that  so  far  in  the  second  quarter, 
payrolls  rose  177,000  per  month.  That's  slower  than 
the  209,000  advance  in  the  first  quarter,  but  the  pace  is 
consistent  with  an  economy  growing  about  3%. 

In  addition,  the  nonfarm  workweek  grew  by  six  min- 
utes, to  34.5  hours.  Most  of  the  increase  reflected  a  six- 
minute  gain  in  factory  worktime.  And  factory  overtime 
increased  by  a  large  18  minutes,  to  4.6  hours.  That  sug- 
gests that  manufacturers  are  boosting  production. 

However,  despite  the  longer  workweek  in  May,  the 
total  number  of  hours  worked  in  the  economy  has 
hardly  grown  in  the  second  quarter.  The  April  and 
May  average  of  aggregate  hours  worked  is  up  at  an  an- 
nual rate  of  just  0.5%  from  the  first  quarter,  when 
hours  rose  2%. 

The  increase  in  aggregate  hours  is  usually  a  good 
indicator  of  how  fast  the  economy  is  growing.  But 
not  this  time.  Consumer  demand  still  seems  on  a  roll 
this  spring.  Purchases  of  new  cars  and  light  trucks 
rose  again  in  May,  to  an  annual  rate  of  17.4  million 
(chart).  That  was  the  best  May  sales  rate  on  record, 
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and  it  means  .that  second-quarter  car  sales  are  ru 
well  above  their  first-quarter  average.  Weekly 
reports  also  show  consumers  are  spending  with 
this  quarter.  The  economy  will  not  slow  dowi 
nificantly  unless  consumers  do 

But   if  aggregate  hours 
aren't  saying  much  about  eco- 
nomic activity,  what  is  their 
slowdown  signaling?  Probably 
that  productivity  is  growing 
at  another  rapid  clip  this  quar- 
ter, after  output  per  hour 
grew  at  a  revised  3.5%  annual 
rate  in  the  first  quarter.  If  so, 
then  productivity  gains  are 
offsetting  even  the  modest 
growth  in  nominal  pay.  That 
means  unit  labor  costs  may  not  be  growing  by 
the  second  quarter.  And  unit  labor  costs  are  the 
determinant  for  businesses'  pricing  decisions.  La 
are  hardly  the  trigger  for  inflation  worries,  an 
will  support  better  profit  growth 

So,  taken  by  itself,  the  May  employment  rep 
unsettled  the  issue  of  whether  or  not  a  rate  hike 
tified.  But  the  betting  on  Wall  Street  is  that  I 
will  take  out  a  little  anti-inflation  insurance.  If  ai 
the  Fed  just  wants  to  be  sure  that  it  doesn't  fall 
in  the  battle  to  keep  inflation  bottled  up. 
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TVTo  place  has  more  to  fear  from 
1  1  every  twitch  of  U.  S.  mone- 
tary policy  than  Hong  Kong.  Its 
currency  is  rigidly  pegged  to  the 
U.  S.  dollar,  and  when  U.  S.  inter- 
est rates  go  up,  Hong  Kong's 
must  follow.  With  the 
economy  in  its  worst 
recession  in  half  a  cen- 
tury, Hong  Kong  can 
ill  afford  higher  rates, 
although  the  Federal 
Reserve  is  now  leaning 
in  that  direction.  Hong 
Kong  was  one  of  the 
last  places  to  succumb 
to  the  Asian  crisis,  but 
it  may  be  one  of  the 
last  to  revive  if  it  can't  cut  rates. 

Tht  currency  peg  led  to  a  huge 
asset  bubble  in  the  mid-1990s,  be- 
cause Hong  Kong  couldn't  raise 
rates  to  cool  off  its  booming  econ- 
omy. Then,  after  Asia  went  under 


WILL  INTEREST  RATES 
STAY  DOWN? 
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in  1997  and  speculators  tried  to 
break  the  peg,  rates  spiked  into 
double-digit  territory  on  several 
occasions,  once  hitting  280%  in 
October,  1997.  Rates  more  than 
doubled  last  August,  to  19%.  The 
peg  has  held,  but  at  a 
high  cost.  The  econo- 
my contracted  5.1%  in 

1998,  and  analysts  ex- 
pect no  growth  in 

1999.  Government 
pump-priming  is  pro- 
viding some  stimulus, 
now  that  the  govern- 
ment is  running  a 
rare  budget  deficit. 
Still,  unemployment 

recently  hit  a  record  6.3%,  and  it's 
expected  to  keep  climbing. 

The  grinding  process  of  defla- 
tion continues.  Property  prices 
are  down  about  50%  from  their 
mid- 1997  peak,  although  they 


show  signs  of  stabilizing.  AnJ 
government  expects  consumer 
prices  to  fall  2.5%  for  all  of  1| 
Until  last  year,  inflation  was  | 
the  high  single  digits  for  mow 
than  a  decade.  Now,  business! 
and  consumers  must  adjust  til 
tough  new  reality  of  steep  r(M 
terest  rates  of  more  than  893| 
Thirty-day  interbank  rates  afl 
5.5%,  having  edged  up  near! 
half-point  since  the  Fed  an- 
nounced that  it  was  biased  i: 
vor  of  lifting  rates. 

Rates  are  about  two  full 
below  their  January  high.  T 
drop,  plus  improved  investo 
timent,  has  sent  the  bene 
Har.g  Seng  stock  index  up 
from  last  summer's  low.  Bu 
26%  below  its  August,  1997 
and  higher  interest  rates  co 
knock  that  recovery  off  tra 

By  Mark  Clifford  in  Ho 


ODDLY,  THE  MOST  DANGEROUS 
PEOPLE  IN  BUSINESS  ARE  THE  ONES 
WHO  ALWAYS  TELL  YOU  EXACTLY 


WHAT  YOU  WANT  TO  HEAR 


In  business,  there  are  times 
t  when  what  you  want  to  hear  is 
-  very  different  from  what  you  need 
to  hear.  But  to  make  the  right 
decisions,  you  need  the  unvarnished 
■  truth.  This  is  when  you  can  rely 
on  the  CPAs  in  your  company. 
'  Every  CPA  is  committed  to  giving 
you  an  honest,  accurate  analysis 
of  your  situation.  Just  as  important, 
CPAs  are  versatile  business 
strategists  who  can  provide  the 
.  valuable  insights  and  information 
:  top  management  needs  to  improve 
business  performance.  With  no 


strings  attached. 


I  • 


r  * 


THE    CPA.    NEVER    UNDERESTIMATE    THE  VALUE 


nstitute  oj  Certified  Public  Accountants 
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FISHER'S 
PHOTO  FINISH 


George  Fisher  is 
exiting  as  CEO. 
Can  anyone  turn 
Kodak  around? 


The  last  thing  anyone 
expected  when  George 
M.  C.  Fisher  arrived  to 
save  Eastman  Kodak 
Co.  in  1993  is  that  it 
would  end  like  this.  On 
June  9,  Kodak  suddenly  announced  that 
the  onetime  miracle  worker  would  turn 
over  the  ceo  job  to  Kodak  President 
Daniel  A.  Carp  on  Jan.  1.  The  timing — 
coming  more  than  a  year  before  Fish- 
er's employment  contract  expires  on  Dec. 
31,  2000— caught  many  by  surprise.  "I 
would  have  thought  Fisher  would  have 
stayed  longer  to  see  his  digital  strategy 
pay  off,"  says  Goldman,  Sachs  &  Co.  an- 
alyst Jack  L.  Kelly. 

But  the  long-developing  digital  strate- 
gy is  just  one  of  the  jobs  that  Fisher 
will  now  leave  unfinished.  And  by  re- 
placing the  vaunted  outside  savior  with  a 
lifelong  Kodak  employee — no  matter  how 
well  regarded — the  message  may  be  that 
there  are  limits  to  how  much  the  118- 
year-old  company  can  change.  Indeed, 
some  observers  now  figure  that  there  is 
no  way  the  company  can  duplicate  the 
prowess  it  has  in  film  in  the  new  elec- 
tronic medium  where  it  has  few  unique 
advantages.  "If  George  Fisher  can't  turn 

BUMPY  REIGN 


around  Kodak,  it  will  be  a  challenge 
for  anyone,"  says  Frank  J.  Romano, 
professor  of  digital  publishing  at  the 
Rochester  Institute  of  Technology. 

Kodak  insists  the  move  was  well 
planned,  and  Fisher  will  stay  onboard 
as  chairman  through  the  end  of  next 
year.  But  his  departure  from  the  ceo 
job  comes  amid  growing  investor  dis- 
satisfaction. Fisher  took  on  one  of  the 
toughest  jobs  in  Corporate  America,  but 
"the  honeymoon  was  over,  and  the  re- 
sults just  weren't  there,"  says  Gary  M. 
Stibel,  founder  and  principal  of  the  New 
England  Consulting  Group.  "It's  not  like 
Fisher's  the  golden  boy  anymore,"  adds 
William  H.  David,  managing  partner  at 
Ark  Asset  Management  Co.,  which  owns 
5  million  shares,  making  it  one  of  Ko- 
dak's  largest  investors.  "He  has  not  been 
the  golden  boy  for  a  long  time." 
DOGFIGHT.  Indeed,  Kodak's  turnaround 
remains  a  work  in  progress.  Despite  huge 
investments,  Fisher  has  failed  to  pro- 
duce the  kind  of  high-tech  home  run  that 
he  did  at  Motorola  Inc.,  where  he  cham- 
pioned the  cell  phones  that  put  it  in  the 
fast  lane  a  decade  ago  (page  40).  Mean- 
while, Kodak  is  stuck  in  a  dogfight  with 
Fuji  Photo  Film  Co.  in  the  mature  film 
business.  The  result:  Sales  growth  has 
been  almost  nonexistent.  And  earnings 
performance  "has  not  been  consistent," 
adds  David.  While  Fisher  more  than  dou- 
bled earnings  in  his  first  three  years, 
Kodak  barely  broke  even  in  1997,  when 
Fisher  took  massive  write-offs. 

Although  earnings  are  now  rebound- 
ing, many  investors  are  still  wary.  The 
stock,  which  at  $69.75  is  down  22%  from 


January,  1994  Fisher  begins  to  sell  or  spin-off 
$8.7  billion  in  noncore  assets,  including  Eastman 
Chemical  and  its  Sterling  Winthrop  drug  unit 
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its  high  of  $90  in  1997,  has  badhj 
perfoimed  the  Standard  &  Poq 
Stock  index  over  the  past  tw<| 
"Every  hint  of  bad  news 
stock  price,"  complains  Fisher, 
it  "ridiculously  low."  Despite  its  I 
brand  name,  Kodak  is  trading  ae 
tiple  of  just  14  times  expected  19 
ings,  according  to  First  Call  •  Rut 
huge  discount  to  the  25  multiple  c 
to  the  Dow  Jones  Industrial  avd- 

Kodak  is  going  to  great  lengt  i  . 
sist  there  is  no  dissatisfaction  w 
er.  "This  is  just  a  regular  man 
change,"  says  director  Durk  I.  Jn 
of  Procter  &  Gamble  Co.  "Gee 
tention  has  always  been  to  move  ^ 
his  contract  expires  at  the  end 
adds  veteran  director  Richard 
dock,  chairman  of  priceline.com 
en  that,  Braddock  adds,  Fisher 
there  needed  to  be  some  transiti 
Maybe  so,  but  most  outsidi 
caught  off  guard.  And  even  thoi| 
er  is  sticking  around  as  chai 
says  Carp  will  start  calling  t 
when  planning  begins  for  2(j 
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DIGITAL  DISAPPOINTMENT 

Despite  huge  investments  during 
his  six  years  at  the  helm,  Fisher 
failed  to  produce  the  high-tech 
home  run  that  he  did  at  Motorola 


want  next  year's  plan  to  be 
.,"  he  says, 
xre,  the  choice  of  Carp  was  no 
We've  been  talking  about  this 
'  says  Fisher.  "Dan  came  back 
ipe  in  1995  to  get  ready."  Un- 
,  the  outsider,  Carp,  51,  is  a  29- 
vnd  while  Fisher  was  seen  as  a 
whiz,  Carp  is  a  marketer  with 
nestic  and  foreign  experience, 
stands  the  power  of  the  Kodak 
the  inertia  that  has  prevented 
moving  ahead  more  quickly," 
.  "He's  an  excellent  candidate." 
fk  the  report  card  on  George 
I  i  gives  himself  "pretty  good" 
spite  the  many  barbs  I  have 
n  the  media."  But  investor 
3  to  differ:  "I  would  have  to 


give  him  a  C.  He  cleaTTJ* 
not  recognize  until  it  was  much  too  late 
what  the  challenges  were." 

Fisher  did  stall  strong.  In  three  years, 
he  shed  some  $8.7  billion  in  noncore  as- 
sets, including  Eastman  Chemical  Co., 
slashing  Kodak's  debt  by  80%. 
"LOCKSTEP."  But  his  regime  faltered 
when  he  took  his  eye  off  the  film  busi- 
ness. "Fuji  was  allowed  to  gain  far  too 
much  market  share,"  says  Stibel.  Al- 
though Kodak  insists  it  is  now  halting 
market-share  losses,  it  also  must  fiercely 
cut  prices.  Sam's  Club  now  offers  a  $15 
rebate  on  a  six-pack  of  Kodak  Gold  200 — 
two-thirds  off  the  normal  price. 

Fisher  also  waited  too  long  to  tackle 
Kodak's  bloated  costs.  It  wasn't  until 


November,  1997,  that  he  unveiled  a  plan 
to  save  $1  billion,  in  part  by  slashing 
19,900  jobs.  With  those  savings,  Kodak 
earned  $1.4  billion  on  sales  of  $13.4  bil- 
lion in  1998.  This  year,  analysts  sur- 
veyed by  First  Call  Corp.  are  expecting 
a  14.6%  jump  in  net. 

But  Kodak's  long-term  future  is  still 
not  clear.  Fisher's  big 
bet  was  that  Kodak 
could  reclaim  its  glory 
through  digital  imaging. 
Fisher's  huge  R&D  push 
has  produced  "some  phe- 
nomenal technology,"  says 
Romano. 

But  digital  rivals — in- 
cluding top  consumer-elec- 
tronics   companies — are 
also  well  endowed.  So  far, 
Kodak  hasn't  found  "the 
secret  formula  in  the  digital 
world  that  they  found  in 
the  film  world,"  Romano 
says.  Kelly  of  Goldman 
Sachs  figures  Kodak  suf- 
fered a  $290  million  pretax 
loss  on  its  digital  efforts  last 
year  and  will  lose  money 
again  this  year. 

For  all  the  challenges, 
Carp  says  he  plans  few 
changes.  "George  and  I  are 
in  lockstep"  on  strategic 
thinking,  he  says. 

In  traditional  film,  sales  of 
Kodak's  high-priced  Advantix 
film  system  are  soaring.  And 
Kodak  could  become  a  huge 
player  in  China,  thanks  to  a  deal  signed 
by  Fisher.  In  the  digital  arena,  it's  prepar- 
ing to  roll  out  "You've  Got  Pictures"  with 
America  Online  Inc.  Kodak's  first  major 
Internet  foray,  it  should  allow  aol  cus- 
tomers to  manipulate  photo  images  as 
easily  as  they  send  E-mail. 

These  initiatives  "are  going  to  pro- 
duce significant  long-term  growth,"  vows 
Fisher.  In  five  years,  he  predicts,  rev- 
enues will  be  growing  8%  to  12%  a  year. 
"For  a  company  like  us,  that's  very 
strong  performance."  Problem  is.  Fisher 
was  promising  the  same  thing  years  ago. 

By  William  Symonds  in  Boston  and 
Geoffrey  Smith  in  Rocfiester,  N.Y.,  with 
Paul  Judge  in  Boston 


jne,  1997  Kodak  is 
lindsided  by  a  sizable 
jji  film  price  cut 


November,  1997 

Fisher  slashes  $1  billion 
in  corporate  costs 


December,  1998  Revenues 
fall  for  the  eighth  consec- 
utive quarter  , 
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RESTRUCTURINGS 


P&G:  HOW  NEW 
AND  IMPROVED? 

Investors  aren't  exactly  swooning  over  its  reorganization  plan 


In  1995,  Procter  &  Gamble  set  an  am- 
bitious goal — to  double  revenues  to 
$70  billion  in  10  years.  But  after  four 
years  of  3%-plus  growth  and  the 
prospects  of  just  a  4%  gain,  to  $40  billion 
in  revenues  in  1999,  p&g  now  concedes 
that  it  will  almost  surely  fall  short.  Just 
to  come  close  to  the  target,  says  Chris  T. 
Allen,  marketing  professor  at  the  Uni- 
versity of  Cincinnati,  the 
company  will  have  to 
launch  a  dozen  block- 
buster products  or  make 
some  brilliant  acquisitions. 

So,  on  June  9,  P&G  CEO 
Durk  I.  Jager  took  a  new 
tack.  Instead  of  relying 
on  minor  changes  to  de- 
liver major  advances,  he 
announced  what  he  calls 
the  biggest  shakeup  in 
the  consumer-goods  gi- 
ant's 162-year  history. 
Jager,  56,  told  analysts 
that  he  will  overhaul  how 
products  are  developed, 
tested,  and  introduced. 
He'll  lay  off  15,000  workers,  or  13%  of 
the  workforce,  take  a  $1.9  billion  charge, 
and  shutter  up  to  10  plants — cutting 
costs  by  $900  million  annually  after  2001. 
PLAYING  TO  WIN.  If  Jager  succeeds,  the 
new  P&G  will  also  shed  the  inbred 
"Proctoid"  culture.  That  includes 
lengthy  research  and  development  and 
market  testing  of  products  in  the  U.  S. 
before  those  products  are  turned  over 
for  reinvention  by  overseas  marketing 
groups.  Now,  all  products  will  be  de- 
veloped by  seven  global  brand  groups 
and  tested  simultaneously  around  the 
world  to  shorten  time  to  market.  And 
overseas  head  count,  particularly  in  Eu- 
rope, will  shrink.  "We've  spent  too  much 
time  playing  not  to  lose,"  says  Jager. 


PROBLEMS  NAG  P&G 

•  P&G  needs  about  a 
dozen  hit  products  to 
double  revenues 

•  Advertising,  traditiona 
ly  reliant  on  TV  soap 
operas,  faces  challenges 

•  P&G's  reorganization 
plan  relies  heavily  on 
emerging  markets 

•  P&G's  inbred  bureau- 
cracy is  resisting  rapid 
change 


"Now  we  have  to  start  playing  to  win." 

Is  it  enough?  Analysts  doubt  it.  Proc- 
ter execs  say  that  $70  billion  by  2005  is 
now  an  internal  "stretch"  goal.  And  Jager 
concedes  that  the  changes  he  anticipates 
will  boost  growth  to  only  about  6%  an- 
nually. "I'm  not  going  to  change  my  rat- 
ing on  the  company,  which  is  still  neu- 
tral," says  Bear,  Stearns  &  Co.  analyst 
Constance  Maneaty. 

What  makes  analysts 
most  skeptical  is  p&g's  un- 
inspiring record  of  prod- 
uct introductions.  From 
the  synthetic  fat  Olestra 
to  Premium  Pampers,  an 
upscale  diaper,  new-prod- 
uct initiatives  in  the  past 
two  decades  have  not 
lived  up  to  expectations. 
Jager  admits  they  haven't 
had  a  big  product  hit 
since  Always,  a  sanitary 
napkin  introduced  in  1982. 

Test-marketing  new 
products  worldwide,  in- 
stead of  starting  in  some 
midsize  American  city,  should  help — at 
least  in  terms  of  speed.  By  test-market- 
ing a  new  mop  called  Swiffer  in  France 
and  in  the  U.  S.  simultaneously,  Jager 
says  the  product  can  be  global  in  18 
months  instead  of  the  usual  Ave  years. 
And  this  does  encourage  some  of  p&g's 
biggest  customers.  "What's  chiving  this 
thinking  is  probably  the  fact  that  lots  of 
retailers  now  are  global  by  nature,"  says 
Robert  F.  Connolly,  executive  vice-presi- 
dent of  merchandise  and  sales  for  Wal- 
Mart.  "And  it  definitely  will  speed  up 
the  process,  probably  twofold." 

But  Procter's  big  investment  in  global 
expansion  doesn't  look  so  rewarding  at 
the  moment.  Economic  chaos  in  South- 
east Asia,  Latin  Ameiica,  and  Russia 


in  1997  and  1998  have  already  ini 
with  p&g's  growth  plans.  "They  I 
move  too  fast  when  the  Berlin  WJ 
down.  They  built  up  too  fast  in  1 
says  Mark  Godfrey,  a  senior  anj 
Invesco  Funds  Group,  which  ol 
million  Procter  &  Gamble  shares! 

Even  in  the  advertising  arenal 
P&G  has  always  been  the  800-lb  dS 
faces  formidable  challenges.  In  il 
days,  p&g  could  plug  Tide  and  Cl 
other  staples  to  stay-at-home  woii 
tuned  in  to  soap  operas  that  I 
owned.  Now  women  are  at  wcl 
the  networks  have  lost  audiencl 
Procter  is  trying  to  address  this  I 
with  advertising  targeted  tow| 
norities  and  low-income  people. 
"LIBERATING."  Meanwhile,  the 
hopes  to  set  the  standards  for 
on  the  Internet,  as  it  did  in  tl 
TV  days.  While  it  has  erected 
for  products,  its  efforts  to  ji 
Net  ads  by  fonning  an  industry  I 
set  standards  are  only  plodding  j 
By  far  the  biggest  obstacle  for 
p&g's  culture.  For  years,  p&g 
could  count  on  lifetime  jobs  if 
lowed  the  iules  and  avoided  risk 
a  lifer  himself,  but  his  blunt 
ness  contrasts  sharply  with  the 
his  predecessor,  John  E.  Pepi 
Dutch-born  Jager  insists  thatT 
gram  will  be  "liberating"  for  eifi 
who  survive  the  layoffs.  The  plefe 
also  boost  now-slumping  earnlj 
share  growth  back  to  15%  by  2| 
for  all  the  tough  medicine,  PS 
very  unlikely  to  meet  its  goals.  | 

By  Peter  Galuszka  in  New 
James  Ott  in  Cincinnati,  wit) 
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A  NUCOR 
MINIMILL: 

Rivals  are 
beginning  to 
catch  up 


CORNER  OFFICE 


the  board  ousted  its  chairman.  Now  the  CEO  goes 


)  decades,  Nucor  Corp.  has 
as  a  shining  example  of 
3stack  America's  resurgence — 
hat  a  savvy  U.  S.  steelmaker 
ive  against  foreign  competi- 
i  a  nonunion  workforce  and  a 
jrs  staff  of  just  25,  Nucor  con- 
string  of  minimills  that  were 
\  lowest-cost  producers  in  the 
lareholders  thrived  as  well, 
:or's  stock  soaring  roughly 
since  the  mid-1980s, 
w,  the  company  that  served 
;tudy  for  forward-looking  man- 
is  reeling  from  an  old-fash- 
droom  brawl:  On  June  3,  Nu- 
icted  chief  executive,  John  D. 
was  asked  by  new  Chairman 
Aycock  to  resign — less  than 
5  after  Correnti's  mentor  and 
predecessor,  F.  Kenneth  Iver- 
Drced  to  relinquish  the  chair- 
)  Aycock. 

■ailure  of  Correnti — who  was 
■elmaker  of  the  Year  by  New 


Steel  magazine  just  last  August — sent 
Nucor's  stock  tumbling  roughly  7.5%, 
to  $46%,  in  the  week  after  the  an- 
nouncement. But  the  coup  was  only  the 
climax  of  a  10-month  straggle  pitting 
Correnti,  52,  and  Iverson,  73,  against  a 
group  of  directors  led  by  Aycock.  Ay- 
cock, Nucor's  former  president  and  chief 
operating  officer,  had  retired  in  1991 
but  remained  on  the  board.  And  by  all 
accounts,  Aycock  and  Correnti  had 
clashed  repeatedly  since  the  68-year-old 
Aycock  took  the  chairmanship  last  Jan- 
uary— arguing  over  eveiything  from  po- 
tential acquisitions  to  Aycock's  desire 
to  bring  more  managers  into  Nucor 
headquarters  to  Correnti's  own  desire  to 
become  chairman. 

IMPAIRED  JUDGMENT?  Behind  Aycock's 
moves  was  his  conviction  that  the  steel- 
maker badly  needed  to  break  from  its 
past — and  Iverson.  Foreign  and  domes- 
tic rivals  have  been  turning  up  the  heat. 
And  Aycock  and  fellow  director  Samuel 
Siegel,  who  also  serves  as  the  company's 


chief  financial  officer,  say 
they  feared  that  Iver- 
son's  declining  health — 
he  had  heart  surgery  in 
the  mid-1990s— was  im- 
pairing his  judgment. 
"It's  sad,  because  it's  a  contrast  to  his 
judgment  over  the  years,"  says  Siegel. 
Iverson  says  that  "I  guess  they  think 
I'd  gotten  too  old  to  run  the  company," 
but  adds  that  his  health  did  not  affect 
his  judgment.  Correnti  dismisses  Iver- 
son's  health  as  a  red  herring.  "Ken  was 
fine,"  he  fumes. 

Aycock  argues  that  when  Nucor  was 
a  niche  player,  Iverson's  intuitive  style 
served  it  well.  But  with  revenues  now 
exceeding  $4  billion — and  the  company 
on  track  to  become  the  largest  steel- 
maker in  output — it  was  time  for  more 
long-term  planning.  "We've  had  impul- 
sive management  for  so  long,  but  we're 
at  a  different  plateau  now,"  reasons  Ay- 
cock. He  says  after  Nucor  opens  a  new 
$360  million  steel-plate  mill  next  year, 
"there's  nothing  else  in  the  pipeline." 
"MICROMANAGING."  For  his  part,  Cor- 
renti admits  he  feared  that  Aycock's 
plan  to  create  a  strategic  planning  staff 
could  stifle  the  entrepreneurial  spirit  of 
its  plants,  which  handle  eveiything  from 
sales  to  purchasing  and  are  often  the 
fount  of  Nucor's  best  ideas.  "They  can 
call  it  oversight,"  says  Correnti,  "but 
I'd  call  it  micromanaging."  Correnti  and 
Iverson  also  believe  Aycock  wants  to 
diversify.  "He  talked  about  cosmetics 
and  the  oil-and-gas  business,"  says  Iver- 
son. Retorts  Aycock:  "That's  a  lie." 

Iverson  and  Correnti  also  claim  that 
Aycock's  real  motivation  was  envy — 
both  of  Iverson's  success  and  of  the  fact 
that  he  bypassed  Aycock  and  Siegel  to 
anoint  Correnti  as  his  successor.  "I  think 
they  were  jealous  of  the  attention  that 
John  and  I  had  received,"  says  Iverson. 
Aycock  calls  that  "the  damned  most 
ridiculous  thing  I've  ever  heard." 

All  this  turmoil  comes  at  an  awk- 
ward time  for  Nucor,  which  has  been 
feeling  the  heat  from  imports — and  from 
U.  S.  rivals  that  have  copied  its  cutting- 
edge  methods  for  converting  scrap  into 
commodity  steel.  In  the  first  quarter, 
Nucor's  net  income  fell  57%,  to  $28.2 
million,  on  a  22%  drop  in  sales. 

What's  more,  some  analysts  fear  that 
Correnti's  exit  could  trigger  an  exodus 
by  Nucor's  plant  managers.  Aycock  says 
he'll  move  quickly  to  identify  and  begin 
grooming  potential  successors — with 
hopes  that  one  can  take  the  helm  with- 
in two  years.  "I'm  not  like  Ken,"  says 
Aycock.  "I  don't  want  to  take  this  job  to 
the  grave  with  me."  Maybe  not.  But 
for  now,  Aycock  won't  have  time  to  re- 
sume his  retirement  lifestyle. 

By  Dean  Foust  in  Charlotte,  N.  C, 
unth  David  Rocks  in  Atlanta 


COMMENTARY 

James  C.  Cooper 

EVEN  A  TOUCH  OF  INFLATION  CAN  BE  DANGEROUS... 


Federal  Reserve  Chairman  Alan 
Greenspan  has  said  repeatedly 
that  the  aim  of  Fed  policy  is 
maximum  noninflationary  growth. 
Who  can  disagree  with  that?  The 
trick  has  been  to  figure  out  what 
optimal  growth  is — and  then  to 
adjust  interest  rates  accordingly.  So 
far,  that  pace  has  been  faster  than 
anyone  thought  possible,  and  the 
Fed,  to  its  credit,  has  let  the  econo- 
my run. 

Now  this  growth  experiment  is 
getting  risky:  Demand  in  the  U.  S.  is 
still  red-hot,  and  the  labor  markets 
are  stretched.  Can  wage  pressures  be 
far  off?  Demand  in  the  rest  of  the 
world  is  getting  firmer,  as  is  U.  S. 
manufacturing.  Are  global  pricing 
pressures  about  to  heat  up? 
END  OF  EDEN.  Since  inflation  is  so  low, 
it's  tempting  to  say:  Maybe  we  can  af- 
ford to  err  on  the  side  of  too  much 
growth.  After  all,  for  the  cost  of  a  lit- 
tle more  inflation,  we  could  grow  a  lit- 
tle faster  and  put  more  people  to 
work. 

Well-intentioned?  Yes.  Smart  poli- 
cy? Far  from  it.  Inflation's  decline 
has  produced  the  closest  thing  to 
price  stability  since  the  1960s,  and 
that  is  the  very  foundation  of  the 
economy's  stunning  performance  in 
recent  years.  Without 
it,  this  economic 
Eden  will  collapse. 

Low  inflation  has 
been  a  major  support 
under  stock  prices.  As 
Goldman,  Sachs  &  Co. 
market  guru  Abby 
Joseph  Cohen  notes, 
low  inflation  justifies 
higher  price-earnings 
ratios.  Expectations 
for  falling  inflation 
lowered  bond  yields  in 
the  1990s,  making 
stocks  the  more  attractive  investment. 
If  Wall  Street  loses  faith  in  the  Fed 
as  an  inflation  fighter,  those  expecta- 
tions will  invert:  Eveiy  additional  per- 
centage point  of  inflation  that  the 
markets  expect  would  lift  bond  yields 
by  that  much — and  even  one  point 
would  push  yields  to  levels  that  would 
devastate  stock  values.  Already,  bond 
yields  are  rising  and  stocks  are  being 


buffeted  by  inflation  fears  and  worries 
about  a  possible  rate  hike. 

To  soften  the  line  on  inflation  would 
mean  risking  the  market  gains  and 
low  interest  rates  that  have  fueled 
economic  growth.  Households  have 
benefited  enormously  because  low  in- 
flation has  boosted  workers'  real 
wages,  particularly  at  the  lower  end 
of  the  pay  scale.  And  low  inflation 
means  a  lower  cost  of  capital,  which 
has  been  a  driving  force  in  the  invest- 
ment boom  of  the  1990s.  A  rise  in  in- 
flation would  unravel  all  of  this. 


jobs  now,  but  the  economy  will  sh 
them — and  maybe  more — later  in 
ing  to  bring  inflation  back  down. 
There  is  no  stronger  argument  foi 
preemptive  policy. 

Against  these  risks,  the  Fed  fa 
critical  decision:  Is  policy  too  stim 
tive?  Just  prior  to  last  fall's  mark 
meltdown,  the  Fed  was  close  to 
ing  rates  on  fears  that  growth  wj 
excessive.  Instead,  it  made  three 
quarter-point  cuts  to  protect  the 
omy.  Now,  after  shrugging  off  thi 
market  mayhem,  the  economy  ha 
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Why?  As  any  econ- 
omist will  tell  you,  a 
little  rise  in  inflation 
begets  more  inflation. 
Inflation  is  caused  by 
excess  demand  that  is 
beyond  the  ability  of 
the  economy's  labor 
and  machines  to  satis- 
fy. And  inflation  accel- 
erates until  that  ex- 
cess spending  is 
eliminated.  It's  the 
classic  spiral,  as  the 
price  expectations  of 
consumers  and  businesses  adjust  up- 
ward: Wages  are  bid  up,  raising  busi- 
ness costs  and  forcing  still  higher 
prices. 

Here's  the  problem:  Once  inflation 
accelerates,  it  won't  recede  without  a 
period  of  sluggish  growth — or  worse. 
That  usually  occurs  only  after  the  Fed 
clamps  down,  throwing  people  out  of 
work.  More  inflation  will  create  more 


even  more  monetary  stimulus  th 
did  last  summer.  The  Fed  would 
ably  be  justified  in  taking  back  c 
those  quarter-point  cuts. 

Why?  Even  though  wage  gro' 
slowing,  and  even  though  a  globli 
pacity  glut  remains,  the  risk  of  j 
back  any  of  the  inflation  prograj 
recent  years  is  just  too  high.  Lo, 
flation  is  the  lifeblood  of  the  Ne" 
Economy.  Chairman  Greenspan 
as  much  on  May  5:  "At  root,  it  Ijf 
been  the  remarkable  quiescence! 
flation  that  has  provided  the  fa\isi 
financial  conditions  and  stable  e<lt 
ic  environment  in  which  business 
have  been  able  to  function  mostt 
ciently.  Were  that  not  the  case,  i 
novations  of  the  past  decade  coi 
have  been  implemented,  and  thl 
would  surely  have  looked  far  lefj 
pressive."  Do  we  really  want  tog 
ble  with  the  source  of  our  suc« 
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COMMENTARY 


By  Michael  J.  Mandel 


...YES,  BUT  FOR  NOW,  LET  THE  NEW  ECONOMY  RUN 


ere  we  go  again.  With  the  June 
29-30  meeting  of  the  Federal 
Reserve's  policy-setting  com- 
ie  approaching,  the  inflation 
cs  have  once  again  taken  up 
traditional  song:  The  economy 
owing  too  fast,  prices  are  about 
se,  and  it's  time  for  the  Fed  to 
rates  as  "insurance"  against 
way  inflation. 

suble  is,  the  inflation  hawks 
been  wrong  for  almost  five 
; — and  they  are  wrong  now. 
ing  in  the  third  quarter  of  1994, 


over  the  past  five  years:  If  rates  had 
been  raised  enough  to  keep  unem- 
ployment at  6%,  business  week  esti- 
mates that  the  U.  S.  growth  rate 
since  1994  would  have  been  only 
2.3%,  rather  than  the  3.5%  that  was 
achieved.  The  cost:  About  $1  trillion 
worth  of  gross  domestic  product 
would  have  been  lost,  and  some  2.5 
million  more  people  might  not  have 
jobs  today — many  of  them  the  poor- 
est members  of  society.  Meanwhile, 
the  global  economy  would  have  been 
deprived  of  strong  demand  from 


the  unemployment  rate 
ed  below  6% — the  so-called 
•al"  rate  of  unemployment — the 
;  have  forecast  that  inflation 
ight  around  the  corner, 
unemployment  has  dropped  to 
and  there  are  still  few  signs  of 
rating  inflation,  either  here  or 
;as.  In  the  U.  S.,  the  core  rate 
ition  is  2.2%,  exactly  what  it 
lis  time  last  year.  At  the  same 
Lhe  rate  of  productivity  growth 
ler  than  last  year,  implying 
impanies  can  afford  to  pay 
increases  without  hiking  prices, 
iven  the  increasing  globaliza- 
"  the  U.  S.  economy,  it's  also  re- 
ig  that  consumer  inflation  in 
i,  France,  and  Germany  is 
sharply  from  a  year  ago,  with 
lation  rate  in  the  first  two 
ies  running  at  a  paltry  0.4%. 
he  absence  of  surging  inflation, 
y  of  raising  rates  preemptively 
enormous  damage.  Look  back 


r 


U.  S.  consumers,  its 
best  source  of  income 
lately. 

To  be  sure,  infla- 
tion could  pick  up  a 
bit  in  the  months 
ahead.  But  that  does- 
n't mean  the  Fed  can 
or  should  "fine-tune" 
the  economy  by  rais- 
ing rates  a  quarter- 
point  here  or  a  quar- 
ter-point there.  The 
notion  of  fine-tuning 
assumes  that  the 
economy  is  a  well-understood  ma- 
chine that  can  be  adjusted  to  run  at 
just  the  right  speed  to  keep  inflation 
under  control. 

But  the  old  operating  manuals  no 
longer  apply  to  the  New  Economy. 
For  example,  flouting  all  the  so- 
called  laws  of  economics,  the  rate  of 
wage  increases  appears  to  be  decel- 
erating, despite  tight  labor  markets. 


SIGN  OF  A 
NEW  ECONOMY 
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DATA:  BUREAU  OF  LABOR  STATISTICS 


Moreover,  investment  and  productiv- 
ity still  keep  coming  in  well  above 
forecasts.  There  isn't  even  a  way  to 
be  sure  how  fast  the  economy  is  re- 
ally going,  since  much  of  today's  GDP 
numbers  are  based  on  "judgmental 
extrapolations"  which  are  likely  to 
be  massively  revised  over  the  next 
few  years  when  the  real  data  finally 
come  in. 

NO  PANIC.  Under  these  circum- 
stances, the  best  thing  for  the  Fed 
to  do  is  to  follow  a  steady  policy,  as 
much  as  possible.  Businesses  and 
consumers  thrive  on  certainty,  and  in 
the  absence  of  strong  evidence  that 
inflation  is  accelerating,  there's  every 
reason  to  keep  rates  steady.  Indeed, 
this  is  consistent  with  the  wide- 
spread view  among  business  leaders 
and  many  economists  that  the  right 
role  for  government  is  to  set  the 
ground  rules  for  the  economy  and 
get  out  of  the  way. 

Of  course,  the  Federal  Reserve 
should  be  willing  to  step  in  aggres- 
sively to  stop  panic  from  spreading 
when  financial  markets  are  hit  by  a 
liquidity  crunch,  as  they  were  last 
fall.  Then  the  Fed,  acting  in  its  cru- 
cial role  as  protector  of  the  financial 
system,  cut  rates  three  times.  In- 
deed, with  the  current  sky-high  valu- 
ations in  the  market, 
financial  turmoil  is 
likely  a  bigger  threat 
in  the  short  run  than 
inflation. 

But  even  if  such 
responses  to  dire 
conditions  are  war- 
ranted, it  doesn't  im- 
ply that  tinkering 
makes  sense.  Econo- 
mists and  policymak- 
ers naturally  want  to 
fine-tune  the  econo- 
my. But  that  doesn't 
mean  the  Fed  should  raise  rates  to 
ward  off  a  yet-unseen  surge  of  infla- 
tion, based  on  models  that  have  not 
worked  in  years.  Instead,  the  Fed 
should  focus  on  its  role  as  guardian 
of  basic  financial  stability,  and  let  the 
high-growth,  low-inflation  New  Econ- 
omy keep  rolling  along. 

Mandel  is  economics  editor. 
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COMEBACKS 


MOTOROLA 

IS  RINGING  AGAIN 

New  alliances  and  new  focus  have  boosted  the  electronics  giant 


It  lias  been  a  long  time  coming,  but 
listen  carefully,  and  you  can  hear  the 
hum  of  Motorola  Inc.'s  turnaround  en- 
gine. The  two  key  businesses — semicon- 
ductors and  wireless  commimications — 
have  returned  to  profitability.  And 
Motorola  is  fast  positioning  itself  for  the 
dawning  wireless  Internet  era.  "The  com- 
pany is  in  the  process  of  getting  trac- 
tion." says  Motorola's  chief  executive, 
Christopher  B.  Galvin.  "I  do  think  we 
have  a  bit  of  momentum." 

The  latest  sign:  On  June  9.  the 
Schaumberg  (111.)  electronics  giant  an- 
nounced that  it  had  joined  with  Sun  Mi- 
crosystems Inc.  in  a  $1  billion.  10-year 
pact  to  build  wireless  telecom  equipment 
for  the  Internet.  The  software  is  de- 
signed to  keep  wireless  Internet  senices 
functioning  99.999<~t  of  the  time,  the  com- 
panies say.  That  means  no  more  than 
five  minutes  of  dead  air  in  a  year.  The 
new  network  systems  will  let  consumers 
use  wireless  phones  and  palm-size  de- 
vices to  download  everything  from  stock 
quotes  to  video  more  easily.  ""Wliat  we've 
(lone  here  is  to  create  the  next  centuiy's 
telecom  infrastructure."  beams  Galvin. 
The  deal  came  days  after  Motorola  and 
Cisco  Systems  Inc.  teamed  up  to  buy  a 
unit  of  German  wireless  innovator  Robert 
Bosch  Group  that  will  help  them  in  high- 
speed wireless  communications. 


Can  Motorola  match  its  go-go  growth 
of  the  early  '90s?  The  company  beat  an- 
alysts' forecasts  for  the  first  quarter,  re- 
porting earnings  of  Si  71  million,  up  20% 
from  1998.  And  it's  expected  to  meet  or 
beat  second-quarter  estimates.  Motoro- 
la's stock,  now  near  85,  has  jumped  more 
than  60%  since  last  July.  "It  has  made  a 
huge  comeback,"  says  Susan  F.  Flischel. 
chief  investment  officer  at  Countrywide 
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Investments  Inc..  who  considered  dump- 
ing Motorola  last  year. 

Galvin  still  must  overcome  daunting 
challenges  in  Ms  cellular-product  units, 
which  generate  42' t  of  the  company's 
529  billion  in  revenue.  Its  biggest  loser  is 
Iridium,  the  satellite-based  phone  ser- 
vice Motorola  dreamed  up  and  holds  a 
nearly  19%  stake  in.  With  Motorola-built 
phones  in  short  supply.  bidium  has  fallen 
far  behind  in  signing  up  customers.  Now, 


GALVIN:  "I  do  think  we  havel 
of  momentum " 

it  is  in  default  on  an  $800  rj 
loan,  key  execs  have  left,  aj 
stock  has  plummeted. 

Another  historically  weak! 
the  wireless-network  open 
shows  promise.  Dogged  by  I 
ment  failiu^es.  the  business  loa 
tomers.  and  its  worldwide  ii 
share  has  slumped  from  II 
1996  to  about  16%  today.  Stf 
business,  which  generated  $1 
lion  in  first-quarter  revenus 
stalling  to  rebound  as  Motors 
cuses  on  next-generation  1m 
gear.  Sales  and  orders  rose! 
the  first  quarter. 
"clear  signs."  The  digital  I 
business  is  growing  even  stsi 
Sales  jumped  8%,  to  $2.6  bill 
the  first  quarter,  and  analysts  exTfl 
vision  revenues  to  increase  15%  r 
year.  Thanks  to  new  models  intra 
last  fall.  Motorola's  worldwide  sn 
digital  phones  has  jumped  froml 
11%.  says  market  researcher  Datta 
Inc.  Oii  May  26.  Bell  Atlantic! 
agreed  to  buy  1  million  digital  haps 
Spiint  PCS  recently  began  sell™ 
torola's  popular  StaiTac  phone,  ail 
awarded  Motorola  a  §220  million  ril 
infrastructure  contract.  Both  ardfl 
signs  of  our  satisfaction  with  Mop| 
says  Keith  D.  Paglusch,  Spiint  PCS 
vice-president  for  operations. 

No  turnaround  can  be  complet)  h 
ever,  without  renewed  strength* 
torola's  semiconductor  operation 
$7.3  billion  business  was  bat  tew 
the  Asian  economic  crisis  and  mi 
downturn  in  demand  and  has™ 
duced  earnings* 
late  '97.  That* 
many  of  thjpi 
year's  15,000  j»« 
have  come  frlij 
chip  business.™ 
has  also  outjIB 
some  15%  of  cjM 
ing  to  founder™ 

Now-,  the  cM 
is  producing  anfe 
ing  profit — $4'S 
last  quarter — its  first  since  thAh 
quarter  of  '97.  In  particular,  the  ml 
ha>  gained  ground  in  "embeddejlc 
used  in  phones  and  autos. 

It  all  adds  up  to  a  brighter  n 
"The  plan  was  always  soimd."  s:'S 
Cena,  a  telecom  analyst  at  JB 
Smith  Barney.  "The  question  wjift 
they  execute?  They're  showing  «: 
can."  That's  the  buzz,  anyway,  f 

By  Roger  O.  Crockett  in^ 
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iN  ALTERNATE  WAY  TO  COMMUNICATE 
VHEN  YOUR  INTERNET  SERVICE  WON'T. 
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i  feel  that  your  Internet  service  is  leaving  you  adrift,  it's  time  to  talk 
UUNET®  an  MCI  WorldCom8"1  Company.  From  high  -speed  access  to 
iosting  to  remote  access,  we  offer  a  full  range  of  Internet  services  that  can 
/our  business  do  more.  And  as  the  world's  premier  IP  network,  we're         _  mmTjTZ^ 
ifi  VPNs  and  Internet-based  faxing  not  just  a  promise,  but  a  reality.  Couple  UUI\IE 
nth  network  performance  that  sets  industry  standards  year  after  year  and  ff^ffi^.^t? 
i  got  a  provider  that  won't  leave  you  stranaed.*  So  if  your  business  could 
partner  like  us,  call  1  8Q0  465  1794  or  visit  us  at  www.info.uu.net. 
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DEALMAKERS 

ALLIED  WELL 
AT  HONEYWELL 

So  far,  its  AlliedSignal  merger 
has  Wall  Street's  blessing 


M 


lichael  R.  Bonsignore  is  no 
stranger  to  culture  shock.  The  son 
I  of  an  army  surgeon,  he  spent 
much  of  his  childhood  living  on  army 
bases  in  Germany.  Venezuela,  and 
throughout  the  U.S.  Graduating  from 
the  U.  S.  Naval  Academy  in  1963,  Bon- 
signore was  stationed  in  Mexico  and 
Peru.  At  Minneapolis-based  Honeywell 
Inc.,  where  he  signed  on  in  1969,  he 
rose  to  become  head  of  European  oper- 
ations in  Brussels — before  landing  the 
top  job  in  1993.  All  that  travel  has  left 
him  fluent  in  Spanish  and  with  a  work- 
ing knowledge  of  French  and  Italian. 

Bonsignore's  next  move — from  Min- 
neapolis to  Morristown,  N.J. — won't  re- 
quire learning  more  languages.  But  the 
reason  for  the  move,  Honeywell's  acqui- 
sition by  AlliedSignal  Inc.,  will  certainly 
test  his  ability  to  bridge  cultures.  If  the 
deal  proceeds  as  planned,  he'll  take  the 
helm  of  a  $25  billion  manufacturing  giant. 
His  challenge:  melding  Allied's  lean  man- 
ufacturing prowess  and  growth-by-ac- 
quisition culture  with  Honeywell's  skill  at 
developing  products 
for  controlling  every- 
thing from  home 
heating  systems  to 
commercial  jets.  "I 
spent  30  years  get- 
ting ready  to  do  this," 
says  Bonsignore,  58. 
"It's  a  once-in-a-life- 
time  opportunity." 
JET  LAG.  Certainly, 
the  potential  payoff 
is  huge.  Bonsignore 
and  Allied  chief 
Lawrence  A.  Bossidy, 
64 — who  will  remain 
chairman  of  the  newT 
company  through 
next  spring — are  al- 
ready vowing  to  cut 
$500  million  out  of 
the  combined  compa- 
ny's annual  costs  by 
2002.  And  they  con- 
tend that  the  compa- 
ny, to  be  called  Hon- 
eywell, will  generate 
8%  to  10%  annual 
growth  in  sales  and 


ceo  BONSIGNORE:  Honeywell's  smarts  and  Allied's  skills  are  a  natural  fm 


HOW  MICHAEL  BONSIGNORE 
FIXED  HONEYWELL... 

►  Pushed  anemic  revenue  growth 
to  a  healthy  9%  a  year 

►  Built  the  higher-margin  service 
business  to  one-third  revenues 

►  Instituted  major  manufacturing 
quality  improvement  programs 
that  have  helped  drive  margins 
to  11.3% 

...AND  PLANS  TO  RUN  THE 
NEW  MERGED  BEHEMOTH 

►  Plans  to  generate  at  least 
$500  million  in  annual  cost  sav- 
ings by  2002 

►  Squeeze  out  more  productivity 
by  applying  Allied's  legendary 


boost  earnings  per  share  by  at  least 
15%  a  year.  Wall  Street  is  betting  Bon- 
signore can  deliver:  Allied  and  Honey- 
well stocks  are  up  T7c  and  8%,  respec- 
tively, since  the  June  7  announcement. 
"This  should  be  a  cash-flow  machine," 
says  Michael  W.  Holton,  an  analyst  with 
T.  Rowe  Price  Associates  Inc.,  an  in- 
vestor in  both  companies. 

Still,  there  are  plenty  of  hurdles.  For 
one  thing,  there's  the  risk  of  culture 
clash.  Introducing 


the  rigoiv  of  Allied's 
"Six  Sigma"  quality 
programs  to  Honey- 
well manufacturing 
could  be  touchy. 
And  the  company 
will  be  highly  ex- 
posed to  the  for- 
tunes of  the  aero- 
space business,  from 
which  it  will  derive 
40%  of  its  sales.  An 
expected  slowdown 
in  the  production 
of  big  jets,  for  ex- 
ample, could  hurt. 
Bonsignore  con- 
tends, however,  that 
the  company's  avia- 
tion business  is  so 
diversified   that  a 

slowdown  in  jet  pro- 
cost_dis_cipl,ne_to_Honeywell  _____    ductjon  wJ(]  £ye 


►  Capitalize  on  the  new  compa- 
ny's hefty  cash  flow  to  make 
acquisitions  in  markets  such 
as  industrial  controls 


only  minimal  impact. 

But  Bonsignore 
will  be  driving  hard 
for  top-line  growth 
everywhere.  He'll 


continue  Honeywell's  push  into  m 
margin  services  such  as  install™ 
maintaining  process-control  syst« 
oil  companies.  And  look  for  him  ufl 
for  acquisitions.  "We  have  a  stroB 
ance  sheet,  which  gives  us  additiH 
nancial  firepower."  he  says. 
PACESETTER.  Honeywell  hardly  mt 
such  strength  when  BonsignoiB 
over  in  1993.  The  company  was  H 
off  years  of  restructurings  that  fjH 
deliver  earnings  improvement^! 
signore  had  first  made  his  nH 
Honeywell  in  the  1980s  by  foiiH 
single,  centralized  business  in  ]H 
from  a  group  of  disparate,  urW 
nated  units.  He  returned  to  the  ■ 
1987  to  run  the  company's  inteiBl 
al  business  and  became  chief  ■ 
ing  officer  in  1990. 

.After  landing  the  ceo  job.  Bom 
set  out  to  find  newT  sources  of  A<s 
One  savvy  move:  He  pushed  m 
the  avionics  system  developed  ■ 
Boeing  777  adapted  for  other  ji 
Sales  of  that  system  in  aircramS  • 
than  the  777  have  hit  $1  billion.  K 
tered  coordination  between  thews 
ny's  different  units.  Now,  for  eB 
the  same  base  technology  used  m 
manufacturing  systems  is  applfc 
new  building-control  system  tnBK 
everything  from  heating  to  sjl  :  i 
And  Bonsignore's  cost-cutting  I 
eywell  drove  operating  margiH 
8%  in  1994  to  11.3%  last  yeM 
Bossidy:  "He  really  picked  up  jH 
of  the  place."  Now  all  he  has  m 
double  that. 

By  Amy  Barrett  in  PhilKu 
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COMMENTARY 

By  Wendy  Zellner 

THE  AIRLINES 
BOOKED  THEIR  OWN  TROUBLE 


A surging  economy  and  cheap  fuel 
usually  spell  boom  times  for  air- 
lines. But  these  days,  a  case  of 
air  sickness  seems  to  be  shaking  big 
carriers.  "The  industry  paradox  over 
the  last  eight  months  has  simply  been 
that  the  economy's  strong  and  airline 
revenues  aren't,"  says  analyst  Samuel 
C.  Buttrick  of  Paine  Webber  Inc.  UAL 
Corp.  and  us  Ait-ways  Group  Inc. 
warned  recently  that  second-quarter 
profits  will  be  below  expectations. 
Other  carriers  have  sounded  similar 
alarms. 

These  wounds  may  be  largely  self- 
inflicted.  For  starters,  thanks  to  a 
push  to  add  capacity,  the  growth  in 
airplane  seats  is  outstripping  demand 
for  the  first  time  in  years.  United  and 
us  Airways  are  beefing  up  schedules 
at  Washington's  Dulles  International 
Airport,  where  they  are  vying  for 


NEW  FLEETS 


passengers.  United  plans  to 
add  flights  from  Los  Ange- 
les as  it  moves  planes  from 
a  soft  Pacific  Market.  Bot- 
tom line:  In  May,  sys- 
temwide  traffic  grew  1.4% 
for  the  10  top  earners, 
while  capacity  jumped 
nearly  4%. 
PRICES  DIP.  To  fill  seats,  airlines  are 
discounting.  On  June  8,  United  kicked 
off  the  latest  sale  with  domestic  fare 
cuts  of  up  to  25%.  Economist  David 
A.  Swierenga  of  the  Air  Transport 
Assn.  says  despite  recent  published 
fare  hikes,  average  prices  have  fallen 
for  the  past  eight  months.  Airlines  are 
selling  more  seats  at  discounts,  even 
as  they  raise  stated  fares. 


AMR  Corp.  Chief  Financial  Officer 
Gerard  J.  Arpey  thinks  the  airlines 
would  come  out  ahead  if  they  stood 
firmer  on  prices  and  let  some  seats  go 
empty.  After  all,  the  percentage  of 
seats  filled  for  the  10  majors  was  still 
a  hefty  71%  in  May.  "Are  you  stimu- 
lating more  revenue  than  you're  dilut- 
ing by  discounting?  It  would  appear 
to  us  that  the  industry's  not,"  says 
Arpey.  But  there  may  be  a  more 
pressing  problem:  a  business-led  back- 
lash against  airlines'  steep  fare  in- 
creases. "Airfares  are  way  up  over 
the  last  three  years,  and  that  is  the 
root  of  the  problem,"  says  Southwest 
Airlines  cfo  Gary  C.  Kelly.  Now,  he 
and  others  see  resistance,  especially 
among  business  travelers.  "Consumers 
are  simply  voting  their  wallets  differ- 
ently," says  Kelly.  He  says  low-fare 
Southwest  saw  traffic  rise  15%  in 
May  on  a  10.7% 
gain  in  capacity 
without  heavy 
discounting. 

Indeed,  a  March 
survey  by  the  Na- 
tional Business 
Travel  Assn.  found 
that  72%  of  corpo- 
rate travel  man- 


agers were  using 
more  low-fare  carri- 
ers, nearly  74% 
were  limiting  do- 
mestic trips,  and 
83%  were  using 
more  advance-pur- 
Thanks  to  a  push  to  add  chase  fares.  At  the 
Capacity,  the  growth  in    same  time,  online 

travel  sites  make  it 


seats  is  outpacing 
demand  for  the  first 
time  in  years 


easier  for  travelers 
to  find  low  fares. 

True,  1999  will  be 
one  of  the  most 
profitable  years  in  industry  history. 
Analyst  Susan  Donofrio  of  Deutsche 
Bank  Alex.  Brown  predicts  profits  of 
$5  billion  for  the  big  carriers,  vs.  $5.3 
billion  in  '98.  But  with  labor  costs  and 
capacity  rising  while  business  travel 
trends  down,  there's  turbulence  ahead. 

Dallas  Bureau  Chief  Zellner 
covers  airlines. 


PHARMACEUTICALS 

GOOD  MEDICIN 
FOR  ROCHE? 

Its  Genentech  deal  coul 
the  drug  giant  millions 

It  must  have  been  a  dark  day 
Switzerland,  when  executives 
Holding  Ltd.  realized  they  h 
up  a  chance  to  market  one  of  t 
promising  new  breast  cancer 
come  along  in  years.  In  1992,  w 
ceptin  finished  its  second  phase 
clinical  trials,  Roche  didn't  have 
an  existing  portfolio  of  cancer 
it  did  have  a  two-thirds  stake 
tech  Inc.,  the  Mgh-flying  biotech 
that  developed  Herceptin.  T 
Roche  first  crack  at  manufact 
distribution  rights  for  the  dru 
rope.  Roche  opted  not  to — and 
later  wound  up  paying  a  hefty 
to  buy  back  the  rights  and  k 
ceptin  out  of  the  hands  of  comr 
That  kind  of  costly  mistake  is 
ly  to  happen  again;  Roche  has 
of  that.  In  a  little-noticed  detail 
3  deal  that  will  ultimately 
Roche's  stake  in  Genentech  to 
Swiss-based  drug  giant  rewrot 
keting  contract  with  the  biotech 
Until  now,  Roche  had  to  decide 
to  pick  up  European  rights 
drug  Genentech  was  develop 
Phase  II  of  U.  S.  clinical  trials, 
drug  is  proven  safe.  If  it  declin 


bu  know/'  mused  Henry,  "if  we  dogs  could  share  our  combined 
nowledge  with  each  other,  we  could  take  over  the  world." 


intil  that  day,  Henry  would  patiently  wait. 


h  Seagate  Info ■  7,  however,  you  can.  It  lets  everyone  access,  analyze,  report 
share  information  across  your  organization.  It's  web  ready  and  easy  to 
ta'ge  from  10  to  100,000  users.  And  we're  giving  your  company  a  50  user 
y  of  Seagate  Info  7  free -no  catch,  the  real  thing.  When  it  proves  what  it 
do,  we'll  happily  sell  you  more.  Share  the  power  today.  Without  the  wait, 
ess.  Analyze.  Report.  Share.  www.fetchseaaate.ee 
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tech  could  shop  the  drug  to  any  taker. 
But  if  Roche  thought  the  drug  showed 
promise,  it  had  to  split  costs  with  Genen- 
tech to  proceed  through  Phase  III — dur- 
ing which  the  drug  is  proven  to  be  effec- 
tive and  can  be  considered  for  final  Food 
&  Drug  Administration  approval.  Phase 
III  can  cost  upwards  of  $100  million. 

Now,  however,  Roche  can  defer  mak- 
ing a  decision  until  after  Phase  III  simply 
by  plunking  down  $10  million.  Under  the 
new  arrangement,  the  later  Roche  wants 
to  lay  claim  to  a  product,  the  more  roy- 
alties it  must  pay  Genentech.  But  that's 
still  better  than  negotiating  for  rights 
on  the  open  market  with  other  pharma- 
ceutical giants. 

So,  this  appears  to  be  a  good  deal  for 
Roche.  But  what  about  Genentech? 
That's  less  clear.  Under  the  new  agree- 
ment, Roche  is  likely  to  put  placeholder's 
on  far  more  Genentech-developed  drug 
This  could  force  Genentech  to  shoulder 
more  of  the  early  testing  costs,  without 
any  assurance  that  Roche  would  pick  up 
the  drug  after  Phase  III. 

But  given  its  increased  ownership  in 
Genentech,  analysts  expect  Roche  to  help 
the  biotech  outfit  find  financing — even  if 
Roche  isn't  providing  it  directly.  "Roche 
has  some  of  the  best  financiers  in  the 
world.  When  it  comes  to  ding  develop- 
ment, they  will  find  a  very  attractive  ap- 
proach to  leverage  all  of  their  discovery 
and  development  relationships,  including 
those  with  Genentech,"  says  Bill  Slat- 
teiy,  an  analyst  at  Amerindo  Investment 
Advisors  Inc. 

Genentech  ceo  Art  Levinson  says  he 
expects  Roche  to  opt  in  sooner  rather 


Now,  a  mere 
$10  million  buys  Roche 
first  dibs  on 
a  Genentech  drug 


than  later  because  of  the  penalty  for 
waiting.  Besides,  he  argues,  it's  cheaper 
and  faster  to  run  international  clinical 
trials  concurrent  with  those  in  the  Unit- 
ed States.  The  deal  "is  a  tribute  to 
Roche's  creativity,"  he  says 

And,  analysts  note,  Roche  needs  the 
Genentech  connection.  "Roche's  pipeline  is 
almost  entirely  Genentech  progeny,"  says 
Kenneth  Moch,  ceo  of  Alteon  Inc.,  a 
biotech  partner  with  Genentech.  That 
should  keep  this  marriage  together. 

By  Janet  Rae-Dupree  in  San 
Mateo,  Calif.,  with  Katlvarine  A  Schmidt 
in  Stuttgart 


With  U.  S.  auto  sales  heading  into 
record  territory,  nobody  in  De- 
troit wants  to  idle  the  money  ma- 
chine as  contract  talks  with  the  United 
Auto  Workers  begin  on  June  14.  Even 
General  Motors  Corp.  and  the  union  lead- 
ership seem  ready  to  play  nice  with  each 
other — for  a  change.  While  it's  too  early 
to  tell  for  certain  whether  Detroit  can 
avoid  a  costly  shutdown  when  the  Big 
Three  contracts  expire  on  Sept.  14,  the 
outlook  appears  promising.  "I  certainly 
think  there's  reason  to  be  optimistic," 
says  E.  Russ  Russaw,  a  shop  chairman  of 
uaw  Local  2031  in  Adrian,  Mich. 

That  wasn't  so  clear  just  a  few 
months  ago.  gm  angered  uaw  President 
Stephen  P.  Yokich  when  it  decided  to 
complete  the  spinoff  of  Delphi  Automo- 
tive Systems,  its  parts  unit,  earlier  than 
anticipated.  By  wrapping  up  the  spinoff 
on  May  28,  GM  fanned  Yokich's  fears 
that  it  would  not  bargain  seriously  over 
the  fate  of  Delphi's  46,000  uaw  mem- 
bers when  negotiations  began. 
NO  FAST  ONE.  But  GM  has  gone  out  of 
its  way  to  reassure  the  union  that  it's 
not  trying  to  pull  a  fast  one  at  Delphi. 
gm  has  even  agreed  to  guarantee  that 
Delphi  workers  will  receive  full  GM-lev- 
el  pensions  for  the  life  of  the  next  labor 
contract.  For  its  part,  Delphi,  too,  is 
trying  to  build  up  trust  with  the  union. 
Yokich  also  wants  GM  to  guarantee 


ALABAMA  PLAM 

TheUAWworfl 
that  Mercedejl 
is  opposing  itfi 
union  drive  tljj 

Delphi  wo^ 
would  retain  c 
pay  levels  art 
them  transfer 
to  gm  plants 
event  of  layo 
did  this  in 
spinoffs.  He  h 
fered  to  swal 
contract  longed! 
the  standard  m 
years  to  lock  in 
tections.  gmB 
agreed  to  talk  IS 
such  demands)! 
though  Delpji 
legally  a  separdl 
tity.  On  May  M 
Labor  RelB 
Vice-PresidentB 
L.  Cowger  seil 
union  a  letter  jfl 
that  gm  will  rfe' 
ate  "with  th« 
regarding  the  ■ 
of  the  Delphi  separation."  Says  « 
official:  "In  theory,  we  could  ncH 
gain  over  Delphi,  but  we  want  tnfSf 
sure  the  union  that  we  will." 

Another  key  issue  this  y<I 
whether  carmakers  will  remain  rl 
as  the  uaw  sets  out  to  recruij 
members.  Here,  too,  the  uaw  is 
some  traction.  The  union  wants  t 
Three  to  lean  on  both  their  part 
pliers  and  their  nonunion  subsi 
to  not  oppose  uaw  organizing 
The  uaw  recently  demanded 
DaimlerChrysIer  tell  Mercedes 
stop  opposing  efforts  to  organiz< 
workers  at  its  Vance  (Ala.)  plant 
DaimlerChrysler's  annual  meet 
Stuttgart  in  May,  Chairman  Jur 
Schrempp  told  Yokich  that  the  cc 
would  remain  neutral  in  the  unioi 
drive.  Still,  the  uaw  has  been 
to  agree  with  lower-level  compai 
rials  on  just  what  that  means.  Th 
charges  that  Mercedes  is  behind  i 
of  workers  that  continues  to  opp< 
union.  Mercedes  denies  the  alleg 
Auto  makers  face  a  long  sum 
bargaining  with  a  touchy  union 
though  the  talks  are  starting  on 
genial  note,  it's  still  a  long  road 
nal  agreement. 

By  Aaron  Bernstein  in  Wash 
with  Joann  Midler  and  Kathlet 
win  in  Detroit 


?y  SGy  the  information  age  has  made  a  world  of  investment  information  and  commentary  accessible 
rryone. 

SCiy  one  person's  investment  information  can  be  another  person's  misinformation.  Even  the  most 
s  investors  recognize  that  information  alone,  delivered  indiscriminately,  is  not  enough.  That's  why  our 
s  have  something  far  more  valuable:  the  customized  advice  of  a  PaineWebber  Financial  Advisor, 
one  who  can  combine  the  insights  of  PaineWebber  research  with  an  understanding  of  your  individual 
ment  goals.  To  not  only  put  that  information  into  context  for  you,  but  determine  what  strategies  are 
for  you.  Someone  who  can  help  you  identify  not  only  what  to  buy  and  sell,  but  when.  And  be  your 
ling  board  during  the  short-term  ups  and  downs.  When  you  realize  the  difference  between  access  to 
mized  advice  versus  access  to  mass-market  information, 

/  J  J say  Thank  you  PaineWfebber 


b  learn  more  about  PaineWebber,  call  1-888-PWJ-2001,  Ext.  40,  or  visit  www.painewebber.com 
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AT&T'S  CABLE  GETS 
FRAYED  IN  OREGON 

IT'S  A  PRECEDENT  AT&T  WOULD 

prefer  not  to  see  repeated.  On 
June  4,  an  Oregon  federal  dis- 
trict court  said  at&t  might 
have  to  open  up  its  cable-TV 
pipes  to  competing  Internet 
service  providers.  "Open  ac- 
cess" could  change  the  dy- 
namics of  AT&T's  cable  push, 
which  includes  service  from 
At  Home.  If  other  cities  fol- 
low, the  Federal  Communica- 
tions Commission  could  be 
pressed  to  get  more  involved. 
So  far,  FCC  Chairman  William 
Kennard's  stance  has  been  to 
let  competition  between  cable, 
local-phone  companies,  and  di- 
rect-broadcast systems  give 
consumers  options  that  AT&T 
may  not.  Meanwhile,  House 
telecom  subcommittee  Chair- 


CLOSING  BELL 


DOWNDRAFT 

In  late  1998,  Lockheed  Martin 
lowballed  its  '99  earnings 
estimates  to  avoid  surprises. 
But  on  June  9  it  still  stunned 
Wall  Street,  saying  it  expects  a 
100-a-share  second-quarter 
loss  and  profits  of  $1.50  per 
share  for  '99,  vs.  a  First  Call 
consensus  of  720  and  $3.10, 
respectively.  Shares  tumbled 
5%  on  the  news,  to  $34%.  "No 
one  had  any  clue  this  was 
coming,"  says  JSA  Research 
analyst  Paul  Nisbet.  The  com- 
pany blames  slower  deliveries 
of  the  C-130J  airtransport 
and  fewer  launches  of  Atlas 
rockets  and  satellites. 


man  W.J.  "Billy"  Tauzin  (R- 
La.)  is  set  to  introduce  a  bill 
to  let  the  Bells  speed  deploy- 
ment of  high-speed  Internet 
connections  to  vie  with  at&t. 


AMEGAMARKET 
FOR  BROKERS  ONLY 

the  market  of  tomorrow? 
on  June  8,  Goldman  Sachs, 
Merrill  Lynch,  and  Bernard 
L.  Madoff  Investment  Securi- 
ties announced  a  broker-to- 
broker  electronic  system, 
Primex  Trading.  Primex  will 
display  orders  in  NYSE,  Nas- 
daq, and  American  Exchange 
equities  across  the  U.  S.  By 
reaching  a  broader  audience 
than  any  one  exchange, 
Primex'  partners  say  they  can 
offer  better  pricing.  "We're 
providing  enhanced  invest- 
ment opportunities,"  says  Pe- 
ter Madoff,  senior  managing 
director  at  Madoff.  (For  a  re- 
lated story,  see  page  168.) 

DISMAL  SCIENCE  TO 
SCIENCE  FICTION 

SOMETIMES  business  news  is 
stranger  than  science  fiction. 
Maybe  that's  why  Lou  Dobbs, 
president  of  cnn's  financial 
news  channel,  resigned  on 
June  8  to  chair  Space.com. 
The  galactic- 
themed  Web  site, 


HEADLINER:  MARTIN  BAILY 


IN  THE  OUT'  DOOR 


Martin  Baily  is  no  ivory- 
tower  economist.  When 
word  leaked  on  June  8  that 
he  was  the  White  House's 
likely  nominee  to  head  the 
President's  Council  of  Eco- 
nomic Advisers,  he  was  in 
Brazil,  meeting  clients.  Bai- 
ly, 54,  is  a  partner  at  con- 
sulting firm  McKinsey 
&  Co.  and  led  influen- 
tial studies  showing 
U.  S.  companies  use 
capital  more  effi 
ciently  than 
Japanese  and 
Europeans. 

Baily  is  no 
stranger  to 
government. 
The  British- 
born,  natural- 
ized U.  S.  citizen 
served  on  the 
CEA  from  1994  to 


1996.  He  has  taught  at  f 
Massachusetts  Institute 
Technology,  Yale,  and  th< 
University  of  Maryland. 
McKinsey  said  Baily  was 
unavailable  for  comment 
Baily  will  be  joining  ai 
Administration  that's  fas 
losing  economic  talent.  J.e. 
Yellen,  the  cea's  currit 
chief,  is  returning  tc 
the  University  of  Cl 
fomia  at  Berkeley,  m 
leaving  is  Rebecca 
Blank,  who  will  becor> 
dean  of  the  Universy 
of  Michigan's  Scho<  o 
Public  Policy.  Treair 
Secretary  Robert  u- 
bin  plans  to  leave  i 
August,  and  Feda! 
Reserve  Vice-Chr- 
man  Alice  Rivlirs 
leading  in  July. 

By  Peter -o 
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backed   by   Ven-  \ 
i-<m-|-;  A.—M-iai.v.,  a  -r^C 

Venture     arm     ill'  1 

the  Rockefeller  jg^HL 
family,  .u«m-.»  live  in  \ 
July.  Dobbs,  the 
original  Moneyline 
anchor,  has  clashed 
with  cnn  U.  S.  Presi- 
dent Rick  Kaplan.  But  as  a 
sci-fi  buff,  Dobbs  says  the  lure 
of  the  new  venture  inspired 
his  blastoff. 


DR.  KOOP'S 

BIG  COUP  

what's  in  a  name?  if  you're 
C.  Everett  Koop,  try  $44.3 
million.  The  former  surgeon 


general's  health-care  Net  ser- 
vice, Drkoop.com,  went  public 
on  June  8,  and  the  shares 
nearly  doubled  in  two  days. 
The  site  has  plenty  of  rivals 
online,  and  it  had  revenue  of 
just  $404,000  in  the  first 
quarter.  "Without  that  name, 

_   they  would  never 

i  have  had  a  suc- 
cessful    ipo  on 
such  a  thin  rev- 
enue base,"  says 
David  Restrepo, 
an    analyst  at 
researcher  Ju- 
piter Communica- 
tions. But  low  rev- 
enues   have  never 
hurt  a  hot  Net  stock. 


WORLD  WIDE 
WEDDING  CHAPELS 

picture  this:  A  PERFECT  JUNE 
wedding  with  flowers,  cham- 
pagne, sappy  love  songs . . . 
Forget  about  it,  at  least  in  cy- 
berspace. No  less  than  seven 
companies  are  fighting  to  be 


the  wedding  Web  sib 
choice,  offering  evenhi 
from  etiquette  tips  to  gin 
istiies.  The  latest  entry  3' 
&  James,  which  opened  S 
berdoors  on  June  10.  ■ 
lined  up  partners  sui 
Crate  &  Barrel,  NeimaiM 
cus,  rei,  and  WilliamsSo; 
ma.  And  it  has  linkecth 
online  ordering  systes 
registry  updates  can  ben; 
in  stores  or  on  the  sitef! 
even  look  to  have  ma;e 
the  dreaded  returns  pn»l( 


ETCETERA... 

■  BellSouth  may  buy  tip 
of  Qwest  Communicate 
doesn't  yet  own. 

■  The  Semiconductor  jici 
try  Assn.  now  expects!, 
growth  in  '99,  up  frontli 

■  Allstate  will  buyBj 
personal  insurance  urH 
$1.2  billion  deal. 

■  gmac  is  buying  a  Bnl 
New  York  eommeei 
finance  unit  for  $1.8  blk 


eSALES  •  eMARKETING  •  eSERVICE 


iebel  and  Sun  are  raising  the  bar 
Internet-based  sales,  marketing, 
nd  customer  service  solutions." 

^Sun 

Ed  Zander 

President  and  COO, 
Sun  Microsystems,  Inc. 


'Siebel  fully  supports  Internet 
self-service  and  eCommerce." 

Novell 

Eric  Schmidt,  PhD 

Chairman  and  CEO, 
Novell 


ely  Web-based.  Siebel  99  is  without 
ion  the  single  most  comprehensive 
ront  office  solution  available." 


Harry  Tse 

I  Director  Enterprise  Applications, 
The  Yankee  Group 

"While  other  vendors  talk, 
Siebel  delivers  Internet-based 
solutions." 

MBRECHT  &  QUIST 

stment  Banking  for  the  New  Economy 

C  r  i  s  t i n  a  Morgan 

Managing  Director, 
Hambrecht  &  Quist 


"We  standardized  on  Siebel 
software  for  our  sales  and 
business  development  activities. 
We  are  excited  about  their  new 
Web-based  products." 

Charles  Schwab 

Charles  Schwab 

Chairman  and  Co-CEO, 
The  Charles  Schwab  Corporation 


Thousands  of  MCI  WorldCom 
sales  and  service  representatives  are 
now  able  to  better  serve  millions  of 
customers  every  day  as  a  result  of 
MCI  WorldCom  standardizing  on 
Siebel's  Web-based  products." 

MCI  WORLDCOM 

Omar  Leeman 

President  Business  Operations, 
MCI  WorldCom 


"Siebel  is  the  leader  in  Web-based  sales, 
marketing,  and  customer  service  applications. 


A 


Andersen 
Consulting 


"Siebel  System's  Internet-based 
applications  empower  our 
employees  and  our  customers  with 
up-to-the-minute  information." 

Banc  of  America  Securities  LLC 
Bank  of  America 


Lew  Coleman 

Chairman, 
3anc  oj America  Securities  LLC 


George  Shah  pen 

Managing  Partner  and  CEO, 
Andersen  Consulting 

"Siebel  99  offers  a  fully  Web-based 
product  that  can  be  accessed  anywhere 
via  a  Web  browser." 

1&BancBoston 
Robertson  Stephens 

Eric  B  .  U  p  i  n 

Sr.  Software  Research  Analyst  and  Managing  Director, 
BancBoston  Robertson  Stephens 

"Siebel  delivers  a  full  suite  of 
Internet-enabled  sales,  marketing, 
and  customer  service  solutions  that 
customers  can  buy  and  deploy  today  " 

Aberdeen  Group 

Hugh  B i s h o p 

Vice  President,  Customer  Information  Systems, 
Aberdeen  Group 

•Siebel's  Web-based  products  have 
completely  redefined  eBusiness." 

/room 

Hiro  Satakl 

President, 
Itochu-Tcchno  Sciences  Corp. 


For  more  information,  visit  us  at  www.siebel.com  or  call  1-800-273-9913 
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e've  Completely  Rethought 


REIGHT  TRANSPORTATIO 


It's  amazing  what  can 


AVE  YOU 


1 


happen  when  you  open 


the  door  to  new  possibilities.  You  view  sourcing,  manufacturing  and  distribution  as  a  continuum.  And  you 
treat  transportation  expenditures  as  an  investment  which  pays  dividends  in  customer  satisfaction  and  mar- 
ket share.  That's  the  kind  of  thinking 
that  has  shaped  CNF  Transportation: 
a  $5  billion  group  of  market-leading 
companies,  united  by  a  shared  commit- 
ment to  quality  service  and  innovative 
solutions.  With  33,000  people,  25,000 
pieces  of  equipment,  nearly  100  jet 
freighters  and  worldwide  coverage,  we 
certainly  have  the  resources  to  meet 
your  needs.  More  to  the  point,  though, 
we  have  ideas  to  help  strengthen  your 
supply  chain.  And  in  today's  world,  it's 
ideas  that  really  carry  weight. 


OIF 

TRANSPORTATION 


Where  ideas  carry  weight 


Emery  Worldwide    ♦    Con-Way  Transportation   Services    ♦    Menlo   Logistics  http://www.cn 


ashington  Outlook 


ED  BY  PAULA  DWYER 


IDDENLY,  FINANCIAL  PRIVACY 
A  HOT-BUTTON  ISSUE 


it  year,  when  Travelers  Group  Inc.  and  Citicorp  merged 
i  become  financial-services  giant  Citigroup,  consumer 
Ivocates  went  on  red  alert.  They  feared  that  customers' 
ial  data  would  be  passed  from  shopping  cart  to  shopping 
1  the  new  financial  supermarket.  Their  worries  grew  this 
is  Congress  moved  ahead  on  a  deregulation  bill  that 
make  such  megamergers  routine.  The  result:  a  con- 
onal  stampede  to  force  the  financial  industry  to  bolster 
y  safeguards  in  exchange  for  the  right  to  consolidate. 
■  Senate  already  iias  approved  legislation  that  would  en- 
re  mergers  among  banks,  bro- 
is,  and  insurance  companies.  A 
C  measure  is  headed  for  a  July 
ote  in  the  House.  But  activists 
i  that  neither  proposal  does 
h  to  protect  consumer  privacy, 
these  conglomerates  get  in- 
ion  about  you,  there's  nothing 
se  bills  to  stop  them  from  cre- 
luge  databanks  and  sharing  it 
!r,"  warns  Mary  Griffin,  bank- 
ansel  for  Consumers  Union, 
resentative  Edward  J.  Markey 
5S.),  a  leader  of  the  pro-consumer  effort  ,  says  customers 
have  the  right  to  opt  out  of  data-sharing  within  a  con- 
nate— and  information  shouldn't  be  sold  to  outsiders 
t  customers'  explicit  approval.  A  Hams  Poll  last  year  for 
wsletter  Privacy  &  American  Business  in  Hackensack, 
bund  that  four  out  of  five  respondents  felt  they  had 
U  control"  over  then-  personal  financial  data.  The  Amer- 
ssociation  of  Retired  Persons  says  its  surveys  show 
members  don't  want  their  account  infonnation  shared  in- 
y — and  92%  oppose  having  such  information  sold, 
i  poll  numbers  are  certainly  registering  with  pols.  On 
,  GOP  Governor  Tom  Ridge  of  Pennsylvania,  faced  with 
pouring  of  consumer  complaints,  abruptly  canceled  a 
ontract  that  would  have  allowed  the  sale  of  personal  in- 
,nd  employment  data  on  Pennsylvania^  to  be  sold  to  a 
;  database. 


The  poll  numbers  have  struck  a  chord  with  President 
Clinton,  too.  In  May,  he  sent  to  the  Hill  a  grab  bag  of  priva- 
cy and  consumer-protection  proposals.  Among  them:  limits  on 
information-sharing  and  tougher  disclosure  requirements  for 
teaser  rates  and  other  credit-card  promotions.  And  he  has 
deputized  Vice-President  Al  Gore  to  spearhead  the  privacy 
drive,  highlighting  the  issue  for  the  2000  elections. 

Even  reluctant  gop  lawmakers  are  getting  the  message. 
Both  House  and  Senate  Banking  panels  are  prepared  to  make 
"pretext  calling"  a  federal  ciime.  Pretext  calling  is  when  a  pri- 
vate investigator  or  other  snoop  uses 
publicly  available  infonnation  to  call  a 
bank,  pose  as  a  customer,  and  get 
the  customer's  account  information. 
The  House  bill  also  would  ban  life  or 
health  insurers  from  sharing  medical 
data  with  bank  or  brokerage  siblings. 
MOMENTUM.  Financial  fimis  insist  that 
public  fears  are  overblown.  They  claim 
they  have  internal  controls  to  pre- 
vent, say,  medical  records  from  falling 
into  the  hands  of  a  mortgage  lender. 
"Customer  data  is  our  most  valuable 
information,  and  we  protect  it,"  says  Kristin  Roesser,  vice- 
president  for  legislative  affairs  at  the  Securities  Industry  Assn. 

What's  more,  the  industry  contends  that  new  restrictions 
could  kill  the  integrated  seivices — like  cash-management  bro- 
kerage accounts  and  one-stop  mortgage  shopping — that  cus- 
tomers crave.  "Our  firms  share  information  to  help  cus- 
tomers, not  hurt  them,"  adds  Roesser. 

But  with  an  election  year  approaching,  financial  giants  are 
clearly  on  the  defensive,  and  consumer-privacy  advocates 
hope  to  attach  their  plans  to  the  bank-overhaul  effort.  Even 
if  the  bank-reform  drive  falters,  as  it  has  in  years  past,  pri- 
vacy protection  may  have  built  up  enough  momentum  to 
move  on  its  own.  Financiers  will  have  a  tough  time  convinc- 
ing Congress  that  customers'  health  and  financial  privacy 
can  withstand  the  industry's  overwhelming  urge  to  merge. 

By  Mike  McNamee 


APITALWRAPUP 


K  WEEK' 

?h-tech  execs  used  to  avoid  Wash- 
ti  like  a  computer  virus.  And  law- 
rs  didn't  pay  much  attention  to 
,  either.  But  evidence  that  those 
'des  are  fading  fast  will  be  on 
atic  display  during  the  week  of 
14,  when  top  tech  ceos  trek  to 
to  schmooze  with  policymakers. 
;ek  Week"  kicks  off  with  a  sum- 
Jonsored  by  the  congressional 
Economic  Committee.  The  three- 


day  event  will  highlight  tech's  role  in 
fueling  U.  S.  economic  growth.  Speak- 
ers include  Microsoft  ceo  Bill  Gates 
and  IBM  Chairman  Lou  Gerstner. 

Gates  and  pals  will  also  be  on  hand 
for  an  issues  forum  on  June  16  hosted 
by  the  Business  Software  Alliance,  bsa 
President  Robert  Holleyman  will  shep- 
herd execs  such  as  Novell  ceo  Eric 
Schmidt,  Intuit  ceo  Bill  Harris,  and 
Sybase  Chairman  John  Chen  around 
the  Hill  and  the  White  House.  Their 
message:  We  care  about  loosening  con- 


trols on  sales  of  encryption  products, 
protections  against  Y2K-bug  lawsuits, 
and  keeping  the  Net  regulation-free. 

They'll  get  a  warm  welcome.  Law- 
makers who  used  to  dismiss  encryp- 
tion and  Y2K  protections  as  nerd  talk 
are  eager  to  offer  legislative  remedies. 
"They  want  to  show  constituents 
they're  on  the  cutting  edge,"  says  Hol- 
leyman. They  also  want  campaign  dol- 
lars from  those  legions  of  newly  mint- 
ed high-tech  millionaires. 

By  Amy  Borrus 


BUSINESS  WEEK  /  JUNE  21    1999  51 


International  Business 


INDONESIA 


MYSTERY 
WOMAN 

What  is  Megawati's  economic 
program  likely  to  be? 


For  the  first  time  since  the  custom 
was  outlawed  three  decades  ago, 
ethnic  Chinese  residents  per- 
formed a  dragon  dance  through 
the  streets  of  Jakarta  on  June  3.  The 
occasion:  Legislative  elections  that,  with- 
in a  few  days,  were  expected  to  produce 
a  resounding  victory  for  a  small  party 
led  by  Megawati  Sukarnoputri,  daughter 
of  Sukarno,  Indonesia's  late  founding  fa- 
ther. Megawati  would  make  a  fine  Pres- 
ident, says  the  ethnic  Chinese  head  of 
one  conglomerate,  because  she  is  "pro- 
business  and  pro-globalization." 

To  Indonesia's  traumatized  Chinese 
business  community,  those  words  are 
reassuring.  But  Muslim  voters  came 
away  from  pro-Megawati  rallies  with  a 
different  message.  Ratna  Nigsih,  40.  a 
batik-cloth  peddler,  says  she  expects 
Megawati  to  nationalize  Chinese-owned 
conglomerates  and  "return  their  assets 
to  the  public."  Adds  Mohamad  Ramli. 
17,  who  sells  chicken  noodle  soup  on  a 
two-wheel  cart  owned  by  his  parents: 
■'■When  she  becomes  President.  I'll  be 
able  to  afford  my  own  noodle  cart." 
desires.  As  the  votes  are  being  count- 
ed in  Indonesia's  landmark  June  7  elec- 
tion, exactly  where  Megawati  stands  on 
key  economic  issues  is  a  ciitical  question 
in  Indonesian  politics.  Early  signs  are 
that  Megawati's  Indonesian  Democratic 
Party-Struggle  (pdi-P)  and  other  oppo- 
sition allies  have  ovenvhelmed  Golkar, 
the  ruling  party.  Even  though  Indone- 
sia's complex  process  for  selecting  Pres- 
idents means  she  may  not  be  the  next 
head  of  state,  Megawati's  popular  man- 
date gives  her  enormous  clout. 


Yet  during  the 
campaign.  Megawati 
said  little  about  eco- 
nomics. So  support- 
ers of  all  stripes — 
whether  populists 
who  expect  a  redis- 
tribution of  wealth 
or  professionals  who 
crave  free-market 
reform  and  econom- 
ic stability — have 
managed  to  project 
their  desires  onto 
the  same  candidate. 

How  has  Mega- 
wati achieved  this 
feat?  First,  by  rid- 
ing on  Sukarno's  so- 
cialist legacy  with- 
out endorsing  his 
profligate  public 
spending  and  his 
policy  of  nationaliz- 
ing industries.  Sec- 
ond, by  relying  on 
savvy  advisers 
picked  from  differ- 
ent backgrounds.  In 
rallies,  aides  shout- 
ed about  recovering 
wealth  from  Suhar- 
to cronies.  Behind 
the  scenes,  they  as- 
sured business  leaders  that  Megawati's 
platform  was  reformist  but  also  prag- 
matic and  free-market.  Indeed,  stocks 
leapt  12%  the  day  after  the  vote. 

The  two  most  influential  members  of 
this  brain  trust  are  Kwik  Kian  Gie,  a 


CAGEY:  The  candidate  has  been  studiously  vague,  m> 


Christian  ethnic  Chinese  econoint, 
Laksamana  Sukardi,  a  Citibank-^ 
Muslim  banker.  Few  of  the  duo's  oi: 
differ  radically  from  those  of  incTi'1 
President  B.  J.  Habibie. 

Megawati  wants  to  implem<.t 


Megawati  wants  to  implement  the  tough  terms  of  the  M 
bailout,  but  she  doesn't  intend  to  be  a  pushover,  eitha 
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MEGAWATI'S 
GAME  PLAN 

CLEAN  UP  BANKS 

Continue  IMF  reforms  but 
give  agency  supervising  bank 
workouts  more  power  to  finish 
the  job  by  freeing  it  from  the 
Finance  Ministry.  Accelerate 
$30  billion  program  to  recap- 
italize state  banks. 

REFORM  THE  COURTS 

Reduce  political  influence  on 
the  courts  by  making  the 
legal  system  independent 
from  the  executive  branch, 
thereby  boosting  business 
confidence  in  the  rule  of  law. 

SPREAD  THE  WEALTH 

Instead  of  seizing  assets 
from  powerful  businessmen, 
as  many  populists  want,  hike 
taxes  on  corporations  and 
wealthy  individuals  and  use 
the  money  to  improve  public 
services. 


erms  of  the  existing  $43  billion  In- 
)nal  Monetary  Fund  bailout.  That 
luire  ending  subsidies  on  rice  and 
taples  and  levying  extra  taxes  to 
a  $50  billion  program  to  clean  up 
Her  chief  objectives  are  to  re- 
usiness  confidence,  modernize  the 
fs  financial  and  legal  institutions, 
'Id  a  social  safety  net  to  cushion 
)act  of  future  downturns  on  the 
ible).  To  make  government  clean- 
;awati  also  wants  to  make  minis- 


ters disclose  their  assets. 

Megawati  hopes  she  will 
have  the  credibility  to  con- 
vince ordinary  Indonesians 
they  must  absorb  pain  now 
so  the  economy  can  recover. 
"The  IMF  is  already  here.  I 
cannot  deny  that  fact,"  she 

told  BUSINESS  WEEK  hours 

after  the  polls  closed  on 
June  7.  Added  Sukardi:  "We 
have  to  call  on  the  Indone- 
sian people  to  understand 
the  problems  and  to  be  pre- 
pared for  more  sacrifice." 

Megawati,  however,  does 
not  intend  to  be  a  pushover 
for  the  IMF.  She  wants  the 
fund  to  relax  deadlines  for 
ending  food  subsidies,  for 
example,  on  account  of  In- 
donesia's plight.  Since  mid- 
1997,  per-capita  income  has 
plunged  from  $1,200  to  $400 
and  the  number  of  people 
living  in  poverty  has  tripled, 
to  some  100  million.  The 
banks  still  have  $90  billion 
in  bad  loans.  The  imf  "must 
know  that  every  agreement 
can  be  rescheduled,"  she 
says.  "If  the  imf  is  trying  to 
help  Indonesia,  it  should 
help  the  people." 
Megawati  has  only  begun  to  focus  se- 
riously on  economic  policy  in  the  past  six 
months.  That  is  since  the  huge  turnouts 
at  her  campaign  rallies  showed  she  had 
a  serious  shot  at  government  leadership. 
Megawati  did  not  attend  university,  and 
her  only  business  experience  was  as  a 
part-time  florist.  So  she  brainstormed 
with  Kwik  and  Sukardi — both  veteran 
opposition  legislators  who  hold  top  pdi-p 
posts— to  draft  background  papers  of 
what  they  called  "Mega-economics." 


Even  so,  Megawati  lacked  the  confi- 
dence to  discuss  economic  issues  in  pub- 
lic. In  mid-May,  for  example,  she  re- 
fused to  debate  other  presidential 
candidates  on  economic  policy  at  the 
University  of  Indonesia  because  she 
feared  organizers  intended  to  make  her 
look  ignorant.  Instead,  her  aides  do  the 
talking.  Kwik,  64,  ran  his  own  trading- 
companies  for  several  decades  and  stud- 
ied at  Rotterdam's  Netherlands  Eco- 
nomic Institute.  Until  he  entered  politics 
in  1991,  Sukardi,  43,  was  managing  di- 
rector of  Lippo  Bank,  owned  by  the 
powerful  Riady  family. 
"SUFFERING  AND  HUNGRY."  Regardless 
of  who's  talking,  the  main  message  is 
the  need  to  put  the  economy  back  on 
track  for  recovery  by  creating  "positive 
sentiment."  Apart  from  sticking  with 
the  imf  program,  that  means  bolster- 
ing the  Indonesian  agency  charged  with 
cleaning  up  insolvent  banks.  "We  need 
to  solve  the  banking  crisis  once  and  for 
all,"  Sukardi  says.  "What  has  been  done 
so  far  is  partial."  Longer  term,  the  legal 
system  must  be  overhauled  so  that  it  is 
free  of  government  interference,  says 
Sukardi.  That  will  make  it  easier  to  fair- 
ly handle  such  tasks  as  restructuring 
Indonesia's  bankrupt  corporations.  "In- 
vestors would  love  to  be  able  to  assess 
risk,"  Sukardi  says.  "But  without  legal 
certainties,  risk  is  not  measurable." 

Another  goal  is  to  better  distribute 
the  country's  wealth.  "If  we  just  con- 
tinue as  we  are  now,"  Megawati  says,  "a 
small  group  will  have  a  chance  to  have 
a  big  business,  while  all  around  them 
people  are  suffering  and  hungry."  But 
rather  than  seizing  assets  from  the  busi- 
ness elite,  Megawati's  aides  suggest  hik- 
ing taxes  for  corporations  and  the 
wealthy  and  using  the  receipts  to  fund 
education,  medical  care,  and  other  social 
services.  They  also  would  reform  tax 
collection  to  reduce  rampant  evasion. 

To  be  sure,  Megawati  may  not  gain 
enough  power  to  put  these  policies  into 
action.  The  June  7  vote  decided  only 
seats  in  the  House  of  Representatives. 
The  body  charged  with  choosing  the 
President  will  have  a  high  number  of 
government  appointees,  so  Golkar  may 
be  able  to  cobble  together  enough  sup- 
port to  retain  power.  But  with  her  party's 
strong  showing  at  the  polls,  Megawati 
could  emerge  as  the  most  legitimate 
voice  in  parliament  for  years  to  come. 
That  will  make  her  brain  trust  a  force  for 
reform  that  will  be  impossible  to  ignore. 

By  Michael  Shari  in  Jakarta 

For  more,  see  the  June  21  issue  on  Business  Week 
Online  (www.businessweek.com),  which  features 
interviews  with  Megawati,  Sukardi,  and  Kwik. 
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'YOU  SHAPE  UP 
OR  PERISH' 

In  Lee  Kuan  Yew's  view,  Asia's  tigers  are  in  for  a  tough  time 

Singapore's  Senior  Minister,  Lee 
Kuan  Yew,  is  putting  Asia  on  no- 
tice: The  region  must  deepen  re- 
form or  lose  out  to  competitors.  In  a 
question  a  nil  ansirer  session  on  June  6 
in  Hong  Kong,  Lee  also  said  Hong 
Kong  ideally  should  hare  delinked  its 
currency  from  the  U.S.  dollar,  and  that 
it  should  be  more  fearful  of  Shanghai  as 
a  rival  than  of  Singapore.  Lee  -made 
his  remarks  at  BUSINESS  WEEKS  annual 
"Stars  of  Asia  "  dinner. 

Q:  Will  Asian  countries  that  grew  so 
quickly  before  the  crisis  be  able  to  re- 
peat that  performance? 
A:  When  Asia  was  growing  at  8%  to 
L0<%  [in  the  early  1990s],  China  and  In- 
dia were  not  in  the  race.  Now,  [Asian 
tigers]  have  suffered  a  setback.  Cheap- 
er currencies  undoubtedly  will  help 
them.  But  they  will  continue  to  have  a 
huge  competitor  in  China  and  increas- 
ingly in  India,  with  enormous  stores  of 
low-wage  workers.  Yes,  they  will  re- 
turn to  growth,  but  their  competitors 
are  now  different. 


Q:  Do  you  think  the  U.S.  is  heading  to- 
ward a  new  cold  war  with  China? 
A:  The  U.S.  (China  policy]  has  its  ups 
and  downs. . . .  We  all  get  used  to  it,  and 
the  Chinese  have  also  gotten  used  to 
it.  But  in  the  end,  the  [U.S.]  think 
tanks  and  the  national 
security  advisers  must 
sit  down  with  the  de- 
fense staff  and  the 
heads  of  industries  and 
I  ask]:  "Do  you  want 
China  outside  the  sys- 
tem?," which  inevitably 
makes  it  into  an  adver- 
sary  like   the  Soviet 

Union  I  think  that  in 

the  end,  cold  logic  will 
prevail. 


"We  have  got  a 
window  of  about  five 
years  in  which  to  get 
our  banks  in  shape, 
or  they  are  going  to 
be  crushed" 

LEE  KUAN  YEW 

Senior  Minister 


Golkar  that  also  wants 
to  reform.  That  .  .  . 
would  provide  a  certain 
continuity.  But  is  it  pos- 
sible? I  don't  know. 


Q:  What  is  the  outlook 
for  Indonesia  following  its  elections? 
A:  This  is  just  the  beginning  of  a  very 
lengthy,  tedious,  and,  I  think,  very  frac- 
tious process.  You  might  have  a  com- 
promise, which  may  be  the  best  out- 
come, of  both  the  populist  reformist 
forces  and  that  part  of  (the  ruling  party] 


Q:  Hong  Kong  still 
seems  to  be  in  the  dol- 
drums. What  is  wrong 
with  its  economy' 
A:  It  was  really  bad 
luck  that  they  had  to 
go  right  into  an  eco- 
nomic crisis  as  they 
were  [starting]  a  new 
political  system.  On  top  of  this  came 
the  financial  crisis.  Were  it  not  a  ques- 
tion of  sovereignty  and  confidence,  I 
would  say  delink  the  peg  [to  the  U.  S. 
dollar]  one-off,  and  meet  the  competi- 
tion. But  the  peg  has  been  defended 
now  for  two  years.  It  is  too  late  to 


change  policy.  Hong  Kong's  fatefe 
the  hands  of  the  Fed.  That  is  thi 
that  has  been  thrown,  and  you  h|«t 
live  with  the  results. 

Q:  How  do  you  see  the  future  of  '< 
Kong's  rivalry  with  Singapore?  I 
A:  This  is  very  much  hyped  up  |ji 
Western  media.  They  use  Hong  K|g 
get  Singapore  to  go  where  theylE 
to  go,  and  thegi 
Singapore  to  getfc 
Kong  to  go  thp 
they  like  it  to  dp 
in  each  case,  tm 
jective  is  to  sp 
way  the  West  p 
to  go. 

Hong  Kong's  It 
that  of  a  leadinK 
nese  city  that* 
China  to  the  rm 
the  world.  Youwi 
petition  really  §ij 
other  ports  aloW 
China  coast,  in  ml 
ular  Shanghai.  I 
Premier]  Zhu  ft 
said  in  Amerii 
April]  that  Sharlfc 
their  New  Yoil 
that  Hong  Kite 
their  Toronto,  ft, 
signaling  sorri 
very  profound 
not   given  to 
hearted  remar 
was  saying  [tl 
nese]  are  dete 
that  Shanghai 
gain  its  preem 
How  will  you  [i 
Kong  |  retain  y 
sition?  Because 
are  not  careful,  you  will  not  ev< 
Toronto.  That  is  the  problem.! 
are  concentrating  on  what  Sir| 


will  do  to  take  away  a  few  but 
from  Hong  Kong,  you  are  wastii 
time  focusing  on  the  wrong  issu 

Q:  Why  is  Singapore  pushing 
reform  so  aggressively? 
A:  In  the  long  term,  we  see  01 
as  a  cosmopolitan,  regional,  am 
center. . . .  International  [competit 
now  entering  Singapore  and  the 
We  have  not  liberalized  our  1 
system  because  we  want  to;  I 
we  have  to.  We  have  got  a  wii 
about  five  years,  seven  on  the 
in  which  we  get  our  banks  in  s! 
they  are  going  to  be  crushed  [b 
competitors].  We  are  doing  it 
own  national  interests.  You  s, 
or  perish. 


Starting  at  $99,  it's  power  protection 
that  pays  for  itself  in  seconds 


APC  Back- UPS  Pro"  500: 
"APC's  latest  plugs  into  a  USB  port, 
making  it  completely  painless  to  protect 
your  PC  from  power  snafus  and  electrical  spikes. " 

■  PC  Computing  4/99 


8  million  PC  users  can't  be  wrong  about  APC  power  protection. 


jroblems  are  the  largest  cause  of  data  loss  and  occur 
s  more  frequently  than  computer  viruses.  Besides  an 
:  power  outage,  keyboard  lock-ups,  system  crashes, 
jd  data  and  lost  Internet  connections  are  also  symp- 
power  irregularities.  These  events  cause  interruptions 
:  rfere  with  your  ability  to  get  the  job  done. 


An  APC  Uninterruptible  Power  Supply  (UPS)  gives  you  two 
layers  of  protection  in  one  unit.  Memory  cards  and  hard  disks 
are  shielded  from  damaging  surges  while  back  up  battery  power 
enables  you  to  shut  down  during  an  emergency  without  losing 
any  data.  APC  units  are  backed  by  a  $25,000  equipment  protection 
guarantee.  Visit  your  reseller  or  the  listed  retailers  to  try  one  today! 


UPS  gives  you: 

i  outlets  to  protect  your  com- 
ilus  displays,  printers,  scanners 
)re 

>ncy  battery  power  for  continuous 
through  brief  power  outages 
save  your  data. 

)ne/network  surge  suppression 
itain  your  online  connection. 


•  Auto-shutdown  software  which  saves 
your  files  and  data,  even  when  you're 
away  from  your  computer. 

APC  Safety  and  Reliability  Benefits: 

•  User-replaceable  batteries  reduce 
service  costs 

•  Easy  Overload  Recovery 

•  Site  Wiring  Fault  Indicator 


Audible  and  Visible  Alarms  alert  you 
to  power  events  as  they  occur 

$25,000  equipment  protection  guaran- 
tee (U.S.  and  Canada  only,  see  policy) 

"Best  in  Class"  longest  runtime 
guarantee  (5-40  minutes) 


!  APC  power 
roducts  at: 
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4,002  calls  routed. 

3,154  emails  answered, 

1 2,180  inquiries  resolved. 

25,177  customer  accounts  accessed. 
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Taking  care  of  customers  —  when,  where  and  how  they  want  to  be  serviced.  That's  what  Corepoint 
■  Universal  Access  products  are  all  about. 

%  .        As  the  True  CRMSM  solution,  Corepoint  is  the  Customer  Relationship  Management  Software 
■"that  takes  care  of  customers  at  every  point  of  contact.  Corepoint  Universal  Access  products  provide 
your  customers  with  personalized,  consistent  interaction  with  your  company  (assisted  or  self-service) 
via  the  phone,  Internet  or  other  electronic  means.  In  addition,  Corepoint  Universal  Access  products 

•  work  hand-in-hand  with  Corepoint  Service  and  Support  products  to  facilitate  and  standardize  how 

.  your  contact  center  handles,  customers  inquiries. 

Enhanced  customer  contact  is  just  one  part  of  the  complete,  end-to-end  Corepoint  True  CRM 

.  solution.  Make  every  day  a  great  day  by  making  the  connections  that  build  customer  loyalty. 
,  ■      To  register  for  our  next  free  live  telephone/web  seminar  on  "Customer  Relationship 

Management"  or  for  more  information  on  Corepoint,  call  877-891-1606  today  or  visit  our  website 
at  www.corepoint.com. 
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I  An  IBM  company 
Turning  customer  satisfaction  into  loyalty."' 
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KOSOVO 


THE  BIRTH  OF 
A  NEW  EUROPE? 

The  Kosovo  tragedy  triggers  a  sweeping  reassessment 


The  wounds  are  still  fresh.  Peace 
must  still  be  implemented.  But  Eu- 
rope's leaders  already  are  trying  to 
draw  lessons  from  the  tragedy  of  Koso- 
vo. With  the  end  in  sight,  the  conflict  is 
acting  as  a  catalyst  for  Europeans  to 
consider  bold  ideas,  from  bolstering  and 
unifying  Europe's  armies  to  recon- 
structing the  Balkans  and  expanding 
the  European  Union  to  the  East.  Euro- 
pean leaders  are  jetting  across  the  Con- 


Balkan  conflict  has  given  some  eu  lead- 
ers the  urgent  sense  that  they  must  do 
something  to  prevent  another  tragedy. 
One  of  the  activists  is  Romano  Prodi,  in- 
coming president  of  the  European  Com- 
mission. He  is  doing  his  best  to  seize 
the  moment  and  goad  other  leaders  into 
action.  Prodi  can  get  results.  As  Prime 
Minister  of  Italy,  he  engineered  the 
country's  entry  into  monetary  union. 
Prodi  is  setting  Balkan  reconstruc- 


II 


Parliament — along  with  help  rai;,Tj 
from  clinics  to  ballot  boxes.  The  J 
even  considering  introducing  the  eo 
a  regional  currency  in  the  Balkan,' 

A  rethink  of  Europe's  defense  pi 
is  another  effect  of  the  Balkans  dest; 
In  the  Kosovo  war,  the  Euro^ai 
lacked  such  basics  as  transport  an 
and  airborne  tankers — equipment  I 
ed  to  project  power  quickly.  Worsetbr 
relied  upon  Americans  for  comman  I 
control.  Prodded  by  the  British,  FrKr 
Prime  Minister  Lionel  Jospin  anc!^ 
man  Chancellor  Gerhard  Schrodt  I 
now  seriously  discussing  the  net  +{ 
a  common  eu  foreign  policy  w 
bulked-up,  more  unified  Europe?:  I 
fense.  To  lead  the  drive,  the  E  h; 
named  Javier  Solana  as  new  semi 
and  foreign  affairs  director,  freshpfo 
his  tour  at  nato. 


EUROPE'S  POSTWAR  AGENA 

REBUILDING  KOSOVO  After  payinl 
only  20%  of  NATO's  war  tab,  Euror. 
says  it  will  shoulder  80%  of  the  es- 
mated  $30  billion  needed  to  resett 
refugees,  repair  roads,  and  resurrec 
the  economy 

DEFENSE  REFORM  By  spot  light  in 
Europe's  military  dependence  on  tK 
U.S.,  the  war  is  generating  a  push  ar 
a  new  security  policy,  the  creation  he 
more  unified  European  military  fori!;, 
and  defense  industry  restructuring 

EASTWARD  EXPANSION  With  anffre 
on  regional  security,  the  European 
Union  may  speed  up  plans  to  brinjir 
new  full  or  associate  members  frorS 
Central  Europe  and  the  Balkans 


GENERAL  POINTS 


Britain's  Michael 
Jackson  and 
France's  Bruno 
Cuche  confer 


tinent  to  consult 
on  their  visionary 
plans  for  econom- 
ic and  military 
reform. 

The  big  ques- 
tion is  what  is 
real  in  all  this 
rhetoric.  Grand  visions  for  better  de- 
fense and  foreign  policy  have  foundered 
before  on  the  hard  truths  of  Franco- 
German  rivalry.  New  defense  initiatives 
and  aid  packages  that  cost  billions  in 
extra  spending  could  wilt  under  the 
scrutiny  of  Europe's  hard-pressed  fi- 
nance ministries.  And  some  of  the  Con- 
tinent's rulers  may  be  talking  up  these 
plans  simply  because  they  prefer  the 
appeal  of  grand  strategy  to  the  hard 
struggle  to  fix  their  domestic  economies. 

These  are  weighty  caveats.  But 
there's  also  no  denying  the  shock  of  the 


tion  as  a  priority.  Ever  since  the  war 
began,  Europe  has  vowed  to  assume 
leadership  once  the  bombs  stop  falling. 
"Maybe  Europe  has  a  supporting  role  in 
the  war,"  Prodi  told  journalists  when  a 
Serb  withdrawal  seemed  imminent.  "But 
we'll  be  the  key  players  keeping  the 
peace."  Europe  will  supply  two-thirds 
of  the  52,000  troops  to  occupy  Kosovo 
and  spend  $5  billion  annually  on  recon- 
struction over  the  next  five  years. 
SPECIAL  STATUS.  Europe's  job  in  the 
Balkans,  though,  stretches  far  beyond 
shepherding  Kosovars  and  repairing 
bridges.  To  keep  the  peace,  it  will  have 
to  foster  democracy  and  development. 
That  means  building  a  modern  Balkan 
economy  that  has  never  existed.  Thus, 
Europe  is  eyeing  special  eu  associate 
status  for  the  likes  of  Albania  and  Mace- 
donia. This  would  include  freer  trade 
and  nonvoting  seats  in  the  European 


Plenty  of  Europeans  will  prote  f 
reforms.  Prodi  and  company  wi  ri' 
all  their  political  skills  to  drawfii1 
cial  sacrifices  from  Western  Eioy 
with  a  security  payoff  that  willie 
harder  to  gauge.  Previous  bids  tcsrt 
a  common  European  defense  (fu> 
over  funding  and  the  sticky  i^ 
command.  And  though  they  ar'L 
to  admit  this  in  public,  Europe'sp: 
ministers  are  grateful  that  th  ' 
does  most  of  the  spending  for  NR 

Even  for  Prodi,  remaking  to 
may  be  a  reach  too  far.  But  hisjir 
is  good.  Right  now,  it's  a  rare  ope 
nity  worth  seizing.  As  the  mi 
gained  from  the  Balkan  war  ltd' 
memory,  forcing  change  will  on  £ 
harder. 

By  Stephen  Baker  in  Pan 
William  Echikson  in  Brussels,  0 
reau  reports 
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Data  General  agrees  with  EMC... 


(From  EMC  Corporation's  Annual  Report  on  Form  10K,  Filing  date  3/11/99) 
Competition 

In  the  UNIX  market,  EMC  competes  primarily  with  Sun  Microsystems.  Inc.  ("Sun"),  IBM 
and  Compaq  Computer  Corporation  ("Compaq").  In  the  Windows  NT  market,  the  Company 
competes  primarily  with  Compaq.  In  the  mainframe  market.  EMC  competes  primarily  with 
IBM  and  Hitachi,  Limited  ("Hitachi").  In  the  Company's  opinion,  these  companies  compete 
based  on  their  overall  market  presence  and  their  ability  to  sell  both  computer  systems  and 
storage  systems.  The  Company  believes  that  its  major  independent  storage  competitor 
in  the  UNIX  and  Windows  NT  markets  is  Data  General  Corporation  ("DG"). 
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www.dg.com 
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But  none  of  it 
compares  to  surviving 
prostate  cancer. 

THIS  FATHER'S  DAY,  SCHWAB  WILL  DONATE  ALL  COMMISSIONS  FROM 
NLINE  RETAIL  EQUITY  TRADES  TO  "The  SENIOR  PGA  TOUR  for  the  CURE." 

Schwab  doesn't  normally  encourage  our  customers  to  make  trades 
on  Father's  Day.  But  this  isn't  business  as  usual.  On  behalf  of  our 
customers  and  their  fathers,  Schwab  will  be  donating  the  commission 
from  any  retail  equity  trade  order  placed  on  Sunday,  June  20  on 
schwab.com  to  The  SENIOR  PGA  TOUR  for  the  CURE.  It's  a 
program  led  by  golf  legends  and  prostate  cancer  survivors  Arnold 
Palmer  and  Jim  Colbert.  All  proceeds  go  to  critical  prostate 
cancer  research. 

This  applies  only  to  online  retail  equity  trade  orders  made 
Sunday,  June  20  to  be  executed  on  Monday,  June  21  so  that  as  many  of 
our  employees  as  possible  can  spend  Father's  Day  with  their  families. 

At  Schwab,  we  believe  that  if  we  all  invest  in  the  fight  against 
cancer,  everybody  wins. 


The  Official  Investment  Firm 
of  the  SENIOR  PGA  TOUR 


Charles  Schwab 
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CAN  NORTH  KOREA 

BE  COAXED  OUT  OF  ITS  GAVE? 


Apolitical  thaw  is  developing  on  the  Korean  peninsula, 
where  the  hostile  posturings  of  Pyongyang  have  long 
alarmed  the  world.  Contrary  to  earlier  fears,  American 
diplomats  think  North  Korean  President  Kim  Jong  II  is  prob- 
ably not  reviving  his  nuclear  weapons  program.  Years  of 
famine  have  apparently  convinced  North  Korean  leaders  that 
it's  time  to  make  some  friends.  Persistent  peace  feelers  from 
South  Korean  President  Kim  Dae  Jung  are  having  an  effect. 
The  result:  Peace  talks  between  North  and 
South  Korea  will  resume  on  June  21  in  Bei- 
jing after  a  year's  hiatus.  With  luck,  negotia- 
tors will  make  progress  in  coaxing  the  North 
out  of  its  dangerous  isolation. 

Pyongyang,  of  course,  is  still  home  to  the 
most  mysterious,  hostile  regime  on  earth,  so 
it's  too  early  to  say  North  Korea  is  headed  for 
normal  relations  with  the  rest  of  the  world. 
But  Pyongyang  is  clearly  looking  for  a  way 
out  of  its  economic  mess.  A  top  North  Korean 
delegation  finished  a  trip  to  China  on  June  8 — 
the  first  such  state  visit  since  1991.  During 
the  visit,  Chinese  officials  encouraged  the 
North  Koreans  to  improve  ties  with  the  U.  S., 
Japan,  and  Europe. 

family  reunion.  Similarly,  Pyongyang  rolled 
out  the  red  caipet  on  May  24  for  U.  S.  envoy 
William  Perry.  He  proposed  to  withdraw  some 
sanctions  if  North  Korea  proves  it  has  ended  " 
its  nuclear  weapon  and  missile  programs.  U.  S.  inspectors  have 
already  confirmed  North  Korean  claims  that  a  suspected  un- 
derground nuclear  site  north  of  the  capital  is  an  empty  tunnel. 

These  visits  set  the  stage  for  the  June  21  talks,  which  will 
address  the  issue  of  families  separated  by  the  heavily  fortified 
border  between  North  and  South.  There  hasn't  been  a  re- 
union of  the  families  for  nearly  15  years,  and  a  second  one 
would  give  a  huge  boost  to  President  Kim's  policy  of  en- 
gagement,  now  under  attack  from  conservative  hard-liners.  In 


i 


SOUTH  AND  NORTH: 


return  for  agreeing  to  talks  on  the  reunions,  Seoul  is  ol 
Pyongyang  up  to  200,000  tons  of  fertilizer  and  other  aicl 
build  the  shattered  agricultural  sector. 

Like  his  predecessors,  South  Korea's  Kim  wants  1 1 
pushing  for  a  real  opening  with  the  old  enemy.  But  c| 
has  managed  to  enlist  the  support  of  the  U.  S.,  China, 
and  Japan  for  his  "sunshine  policy."  Through  visits  to  t\ 
nations'  capitals,  Kim  has  convinced  all  the  players  to  i 

the  goal  of  a  stable,  nuclear-free  pei™ 
Says  C.  Kenneth  Quinones,  a  formefc 
State  Dept.  official:  "It's  the  first  til  n 
superpowers  have  read  from  the  same 
South  Korean  ministers  have  even  p  h 
discussed  recognizing  North  Korea  as  pt 
ereign  nation — unthinkable  a  few  yeai  § 
A  key  development  has  been  a  deci;  l 
the  Chinese,  the  North  Koreans'  chief  i.. 
to  push  Pyongyang  to  the  table.  Beiji: 
ports  peace  initiatives  by  Seoul  and 
ington  because  it  fears  a  rogue  Nortl 
will  bolster  the  U.S.  military  pres 
Asia.  Pyongyang's  surprise  missile  t( 
August  provoked  calls  by  the  Japane; 
U.  S.-developed  missile  defense  syste 
could  protect  Japan  as  well  as  Taiwa 
China  fears  that  any  hostilities  wou 
ger  a  flood  of  North  Korean  refugee; 
~  its  border.  The  Chinese  are  so  eage 
solution  they  even  kept  talking  to  U.  S.  negotiators  dui 
dark  days  of  early  May,  when  Beijing  rioters  protes 
nato  bombing  of  the  Chinese  embassy  in  Belgrade. 

If  the  June  21  talks  go  well,  the  North  might  a 
higher-level  meetings  with  top  ministers  in  Seoul.] 
could  nudge  the  North  further  toward  opening  up 
still  will  be  setbacks.  The  important  thing  is  to  keep 
By  Jennifer  Veale  in  Seoul,  with  Dexter  Roberts  in 
and  Stan  Crock  in  Washington 
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KGAIJINmn  IN  JAPAN 

►  Britain's  Cable  &  Wireless  PLC 
dared  to  take  on  Japan's  telecom 
Goliath  in  a  bidding  war,  and  won. 
The  loser:  Nippon  Telegraph  &  Tele- 
phone Corp.,  which  dominates  the 
domestic  business  and  usually  gets 
what  it  wants.  The  prize  is  Interna- 
tional Digital  Communications  Inc.,  a 
small  Japanese  long-distance  carrier. 
After  ntt  dropped  out  of  the  bidding, 
Toyota  Motor  Corp.  and  trading 
house  Itochu  Corp.  each  agreed  to 
sell  their  17.7%  stakes  in  IDC  to  c&w 


for  a  total  of  $203  million.  Add  those 
to  c&w's  own  17.7%  holding,  and  the 
British  company  seems  assured  of 
getting  control  of  IDC. 

The  bidding  contest  had  threatened 
to  escalate  into  a  trade  dispute  pitting 
Japan  against  Britain  and  even  Europe. 
In  Tokyo,  there  was  a  backlash  to  the 
notion  of  a  hostile  takeover  by  a  for- 
eign company.  In  London,  Sir  Leon 
Brittan,  the  European  Union  trade 
commissioner,  warned  that  the  matter 
constituted  "a  test  case  by  which  we 
could  judge  whether  the  Japanese  mar- 
ket is  open." 


The  question  remains  whether 
was  worth  all  the  fuss.  Its  rever 
and  profits  are  suffering,  hurt  b} 
growing  competition  in  long  dist 
IDC  expects  revenues  to  decline 
$627  million  in  fiscal  1998,  which  | 
Mar.  31,  to  $500  million  this  yeaij 
forecast  for  net  profits  is  zero, 
c&w,  the  victory  preserves  its  p)S 
ence  in  Japan,  ntt  had  coveted  1 
international  business,  but  the  pf 
got  too  rich,  roc's  senior  manage^ 
urged  ntt  to  bid  to  prevent  a  fo 
takeover.  The  telecom  giant  can  j 
afford  its  own  overseas  network* 


62  BUSINESS  WEEK  /  JUNE  21.  1999 


You 


don't 


take 


breaks, 


Pn«  IS  K„™,ed        pn„  A„u„  p„„  ma,  w„,  M„n„„r  „or  ,ncluded  °"       *"*  '«»        10  '"f*"™  **«•  s.oppages  ,han  W,ndo«s  95  „sers  surveyed 


HP  Vectra0  PCs  and  Windows  NT  Workstation. 
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Workstation  -  the  most  reliable  Windows  operating 
system  available.*  Built  for  businesses  like  yours, 
HP  Vectras  are  specially  designed  to  maximize  the 
reliability  and  performance  of  Windows  NT.  So  make 
sure  your  next  HP  Vectra  has  Windows  NT  Workstation 
preinstalled  -  that  way  you  can  improve  productivity 
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Government 


BIG  CASINOS' 
BIG  SCORE 


How  they  co-opted 
a  federal  gambling 
commission  and 
dodged  a  bullet 

The  conservative  '80s  and  '90s  have 
not  been  kind  to  those  who  earn 
the  wages  of  sin.  Big  Tobacco  is 
reeling  from  huge  court  settle- 
ments, and  alcohol  got  whacked 
when  states  raised  the  chinking  age  and 
(toughened  drunk-driving  penalties. 

So  when  word  came  in  1996  that  Con- 
gress was  establishing  a  high-level  com- 
mission to  rein  in  gambling,  there  were 
-sweaty  palms  in  Las  Vegas  and  Atlantic 
City.  Social  consei-vatives  would  be  well- 
represented  on  the  panel.  To  run  it,  law- 
makers tapped  Kay  C.  James,  a  former 
Reagan  official  and  dean  of  the  govern- 
ment school  at  televangelist  Pat  Robert- 
son's Regent  University. 

News  of  the  commission's  birth  came 
at  a  bad  time  for  Vegas.  Profits  were 
soft,  partly  because  of  competition  from 
Indian  gaming  and  state  lotteries,  partly 
because  Asia's  economic  swoon  kept  some 
free-spending  customers  home.  A  building 
binge  on  the  Strip  was  in  full  swing  just 
as  demand  weakened.  Worse,  the  Reli- 
gious Right  and  liberal  activists  were 
beginning  to  rail  against  gambling.  They 
wanted  new  taxes  and  tighter  controls  on 
an  industry  they  scorned  as  anti-poor 
and  anti-family. 

ALL  THE  ACES.  So  as  the  National  Gam- 
bling Impact  Study  Commission  (n<;isc) 
prepares  to  send  its  recommendations  to 
President  Clinton,  Congress,  states,  and 
tribal  leaders,  you  might  expect  that  Big 
Gambling  is  about  to  join  brewers, 
firearms  makers,  and  the  tobacco  lobby 
on  the  list  of  pariah  industries. 

Wanna  bet?  On  June  18,  when  the  re- 
port is  released,  casino  conglomerateurs 


will  hold  all  the  aces.  Far  from  embracing 
proposals  that  could  throttle  casinos,  the 
panel  will  back  measures  that  could  ac- 
tually boost  Vegas  and  Atlantic  City. 
Crows  Steve  Wynn,  the  powerful  ceo  of 
Mirage  Resorts  Inc.:  "Sanity  prevailed." 

Specifically,  the  report  calls  on  states 
to  weigh  moratoriums  to  limit  gambling's 
growth  and  urges  "gambling  impact 
statements"  prior  to  approval  of  new  op- 
erations. The  panel  seeks  to  slow  the 
growth  of  lotteries — now  operating  in  37 
states — and  counsels  a  ban  on  the  sale  of 
lottery  tickets  to  anyone  under  21.  The 
report  also  backs  restrictions  on  gam- 
bling advertising  and  backs  limits  on 
state-level  political  contributions. 

Sounds  pretty  tough.  That  is,  until 
you  consider  two  things:  ngisc's  findings 
are  advisory,  which  means  industry  lob- 
byists can  still  water  down  any  legislation 
in  statehouses  and  on  Capitol  Hill;  and 
the  brunt  of  the  suggested  controls  falls 
squarely  on  new  players  who  have  been 
siphoning  Big  Gambling's  take. 

A  moratorium  on  new  casinos?  In  an 
industry  burdened  by  overcapacity,  that 
just  guarantees  that  profits  won't  be  di- 
luted further.  In  Vegas  alone,  casinos  will 
open  10,000  new  hotel  rooms 
between  October,  1998,  and 
the  end  of  2000— a  35% 
spurt.  Another  20,000  are  on 
the  drawing  board.  "Why 
would  they  care  [about  a 
moratorium]?"  shrugs  com- 
mission member  Paul  H. 
Moore.  "They  got  their 
share." 

Gambling  impact  statements?  No  prob- 
lem. Casino  operators  love  to  churn  out 
studies  on  the  economic  allure  of  their 
business.  Casinos  claim  to  generate  13 
new  jobs  for  every  $1  million  in  rev- 
enues. They  also  pay  about  $3  billion  in 
federal,  state,  and  local  taxes  a  year.  And 
governors  love  them  because  they  em- 
ploy welfare  Moms. 

Ban  Internet  gambling?  Vegas  would 
like  notliing  better.  Currently,  online  gam- 
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are  morphing  into 
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ing  will  pull  in  an  estiri 
$7  billion  by  2001  that  l 
otherwise  go  to  casinos 
wagering  is  growing  si 
that  many  Vegas  vets  o 
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How  did  Las  Vegas 
lantic  City,  and  the 
Coast  casinos  escape  the  panel's  w 
By  tilting  the  odds.  The  defanging 
commission  is  the  result  of  one  < 
most  successful  preemptive  lobbying 
paigns   in   recent   memory — a 
greased  by  money,  friends  in  high  } 
and  the  kind  of  finesse  Big  To  j| , 
dreams  of. 
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i:  Gambling  USA  has  become  one 
•  industry.  Last  year,  Americans 
more  than  $630  billion  into  slot 
|s,  baccarat  tables,  lotteries,  bingo 
and  video  poker.  U.  S.  bettors 
nore  chasing  Lady  Luck  than  on 
,  sports,  cruises,  music,  theme 
ind  video  games  combined, 
that's  entertainment,  croon  the 
kings,  whose  mega-plexes  ac- 
1  for  more  than  half  of  the  in- 
5  $51  billion  in  '97  revenues.  But 
ers  see  the  dark  side  of  the 
According  to  NGISC,  some  5.5 
people  are  addictive  gamblers. 
;et  sucked  into  a  vortex  of  bank- 
family  breakup,  and  crime, 
ers  are  being  lured  by  sports- 
'  shops.   State  governments 
budgets  are  tied  to  lottery  rev- 
tare  increasingly  marketing  to 


low-income  citizens  who  can  least  afford 
to  lose. 

Still,  for  politicians,  the  billions  the 
gaming  biz  throws  off  look  pretty  juicy. 
In  1994,  President  Clinton  floated  a  plan 
for  a  4%  gambling  tax  to  pay  for  his 
welfare-reform  initiative.  While  the  idea 
fizzled,  the  casino  owners'  Washington 
rep,  former  Republican  National  Com- 
mittee Chairman  Frank  J.  Fahrenkopf 
Jr.,  convinced  them  that  new  assaults 
were  inevitable.  So  the  American  Gaming 
Assn.  (AGA)  was  formed,  led  by 
Fahrenkopf  and  a  team  of  hired  guns 
that  includes  ex-Reagan  White  House 
Chief-of-Staff  Kenneth  M.  Duberstein 
and  ace  Democratic  strategist  Michael 
Berman. 

The  timing  was  critical.  Anti-gaming 
forces,  led  by  Representative  Frank  R. 
Wolf  (R-VaJ  and  then-Senator  Paul  Si- 


mon (D-Ill.),  were  soon  pushing  for  the 
creation  of  a  commission  to  assess  gam- 
bling's social  costs.  Big  Gambling  initially 
hoped  to  kill  the  idea.  But  Fahrenkopf 
got  the  industry  to  support  the  panel  af- 
ter he  persuaded  Congress  to  look  at 
gambling's  economic  contributions  as  well. 
"I  told  them  I  would  take  this  job  as 
long  as  the  industry  didn't  make  the 
same  mistakes  as  tobacco,"  recalls 
Fahrenkopf,  a  14-karat  Nevada  native 
who  favors  designer  suits  and  sports  a 
gold  bracelet.  Not  only  did  gambling- 
avoid  tobacco's  mistakes,  but  it  turned 
a  losing  hand  into  a  winner.  Here's  how: 
BET  the  HOUSE.  Once  Big  Gambling  saw 
the  commission  as  a  threat,  industry 
fund-raising  skyrocketed — and  took  on  a 
decidedly  pro-GOP  cast.  In  June,  1994, 
longtime  Democrat  Wynn  hosted  a  fund- 
raiser that  netted  $540,000  for  the  GOP.  A 


AMERICANS  DROP  A 
BUNDLE  ON  GAMBLING... 

The  public  spends  more  on  gambling  than  it 
does  on  music,  movies,  sports,  cruise  ships, 
video  games,  and  theme  parks  combined 

LEISURE  BIZ  SALES'/BILLIONS 


...AND  BIG  CASINOS 
GET  THE  LION  S  SHARE. 


...BUT  OTHER  FORMS  OF  BETTINC 
ARE  ON  A  HOT  STREAK 


OTHER* 


PARI-MUTUEL 


RECORDED  MUSIC 

$12.2 

THEME  PARKS 

7.6 

CRUISE  SHIPS 

7.4 

VIDEO  GAMES 

7.5 

MOVIES 

6.2 

SPECTATOR  SPORTS 

6.3 

TOTAL 

$47.2 

GAMBLING  TOTAL 

*For  1997 


TOTAL:  $50.9  BILLION 

AS  OF  1997 

•INCLUDES  CARD  ROOMS,  BOOKMAKING.  AND  CHARITY  BINGO 


CHANGE  IN  GRC 
WAGERING  FRC 
1982  TO  199 


►  PERCENT 


$50.9 

DATA:  CHRISTIANSEN/CUMMINGS  ASSOCIATES  INC  ,  NATIONAL  GAMBLING  IMPACT  STUDY  COMMISSION 


:056 


year  later;  he  gathered  Vegas  movers 
and  shakers  at  his  private  golf  course  to 
pass  the  hat  for  gop  Presidential  con- 
tender Bob  Dole.  The  take:  $480,000.  And 
in  June,  1996,  then-House  Speaker  Newt 
Gingrich  (R-Ga.)  got  the  Wynn  treat- 
ment at  a  Mirage  fund-raiser.  The  cash 
worked  wonders.  The  day  after  the  Gin- 
grich event,  the  Speaker  said  he  would 
try  to  strip  subpoena  authority  from  the 
Wolf-Simon  bill. 

That  same  summer,  while  Clinton  was 
raising  money  for  his  own  reelection,  his 
staff  arranged  a  rapprochement.  During  a 
round  of  golf  with  the  President,  Wynn 
promised  to  resume  fund-raising  for  De- 
mocrats but  complained  that  Clinton  was 
supporting  subpoena  power  for  the  com- 
mission. Soon  after,  the  White  House 
came  out  for  limited  subpoena  authority. 
The  final  bill  granted  the  commission  the 
right  to  obtain  documents  but  not  the 
testimony  of  witnesses — a  major  victory 
for  gambling. 

As  recently  as  May  17,  when  the  com- 
mission was  holding  its  final  meeting  in 


Washington,  the  Prez  was  returning  from 
a  weekend  fund-raising  blitz  in  Vegas. 
He  collected  $400,000  for  the  Democratic- 
Party.  Two  weeks  earlier,  House  Minori- 
ty Leader  Richard  A.  Gephardt  (D-Mo.) 
was  in  town  to  pick  up  a  $250,000  check 
from  Wynn  for  House  Democrats.  And 
he  has  promised  them  $750,000  more. 

Not  surprisingly,  the  commission  is 
recommending  a  ban  on  state-level  cam- 
paign contributions  from  gaming  compa- 
nies. But  that  won't  close  the  money 
spigot.  Most  donations  come  as  personal 
checks  from  the  industry's  top  execs. 
STACK  THE  DECK.  The  makeup  of  the 
commission  was  critical.  "1  looked  at 
this  as  a  tremendous  opportunity,"  says 
Fahrenkopf.  "[But]  I  had  to  make  sure 
through  my  lobbying  that  it  was  bal- 
anced." Fahrenkopf  did  that — and 
more.  In  the  casinos'  corner  was  Senate 
Majority  Leader  Trent  Lott's  pick — re- 
tired Mississippi  radiologist  Paul  H. 
Moore.  As  Lott's  next-door  neighbor, 
Moore  is  keenly  aware  of  the  economic 
effect  the  casino  biz  has  had  on  Missis- 


sippi's blighted  Gulf  Coast.  And 
joys  an  occasional  flutter:  Moo 
been  spotted  working  the  si 
Wynn's  Biloxi-based  Beau  1 
casino. 

Gingrich's  pick  was  J.  Terrence 
ceo  of  mgm  Grand  Inc.  Gephardl 
John  W.  Wilhelm,  president  of  tht 
Employees  &  Restaurant  Employ) 
temational  Union.  Wilhelm,  whos< 
represents  75,000  casino  workers,  i 
with  casino  interests.  And  Clinli 
pointee  William  A.  Bible,  a  formers 
da  Gaming  Control  Board  chain! 
considered  pro-casino,  as  well. 

Clinton's  two  other  choices! 
question  marks.  Even  though  | 
W.  Loescher's  Alaskan  Tlingi 
only  ran  bingo  games,  he  und< 
the  allure  of  casinos  to  other 
And  Richard  C.  Leone  overs: 
1978  birth  of  gambling  in  New 
when  he  served  as  state  treasi 
though  he  had  opposed  the  refe 
that  let  casinos  in.  The  scor 
nine-member  commission,  casi 
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O  MATTER  WHAT 
IYPE  OF  INVESTOR 

YOU  ARE, 
WE'LL  TAKE  YOU 
NDER  OUR  WING. 


\\  National  Discount  Brokers,  expe- 
ice  has  taught  us  one  thing:  when 
Dimes  to  investing,  what's  good  for 
goose  isn't  necessarily  good  for 
gander.  The  simple  fact  is,  not  all 
istors  are  alike.  So  we  don't  treat 
n  like  they  are. 

ake  our  new  web  site,  for  example, 
xj're  new  to  investing,  just  click  on 
3  University  and  you'll  learn  the 
ics  of  investing. 

you're  a  long-term  investor,  you'll 
research,  stock  screening  tools, 
unlimited  real-time  quotes — 
mation*  to  help  you  uncover  the 
!  investments  for  you. 
id  if  you're  an  active  trader,  you'll 
eciate  such  features  as  our  Active 
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just  one  fee. 
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Brokers,  we're  doing  everything  we 
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secured  four  sure  votes,  and  two  more 
;hat  looked  promising. 

Panel  Chair  Kay  James,  a  religious 
conservative  chosen  by  gambling  foe 
kVolf,  looked  like  the  most  troublesome 
appointment  for  the  casinos,  which  paint- 
ed her  as  a  shill  for  the  Religious  Right. 
But  Wynn  says  Fahrenkopf  endorsed 
fames  early  on,  and  the  industry  worked 
aehind  the  scenes  to  secure  her  appoint- 
ment. "The  reason  she  had  the  support 
was  Frank  [Fahrenkopf]  knew  her  per- 
sonally," says  Wynn.  "We  told  Newt,  we 
;old  Lott,  we  told  Clinton.  We  didn't 
want  anyone  to  know  we  supported  her 
oecause  we  thought  Wolf  would  turn 
against  her." 

Lined  up  squarely  against  the  casinos 
was  James  C.  Dobson,  founder  of  Focus 
311  the  Family,  a  powerful  Christian 
Right  group.  Appointed  by  then-Sena- 
tor Dan  Coats  (R-Ind.),  Dobson  had 
long  crusaded  against  gambling's  s<  >- 
rial  harm.  And  Senate  Minority  A 
Leader  Tom  Daschle's  pick,  Cali-  a 
fomia  Democrat  Leo  T.  McCarthy,  \ 
voted  against  creating  a  state 
lottery  when  he  was  lieutenant 
governor. 

DISCREDIT  THE  ENEMY.  The  commis- 
sion's biggest  fight  has  been  over  a 
$1.3  million  study  by  Chicago-basec 
National  Opinion  Research  Centei 
(norc)  on  the  social  costs  of 
problem  gambling.  Added 
to  the  5.5  million  who 
can't  control  their  gam- 
bling fever,  researchers 
found  another  15  million 
at  risk  of  becoming  ad- 
dicted. Some  2.5%  of 
the  adults  account 
for  15%  of  betting 
receipts,  the  study 
says.  Those  num- 
bers   are  higher 
than  previous  esti- 
mates. The  findings 
enraged  the  AGA  and 
triggered  a  drive  to  discred- 
it NORC. 

The  a<;a  accused  antigambling  com- 
missioners of  manipulating  the  report's 
language — and  its  final  results — to  re- 
flect personal  bias.  Casino  interests 
claimed  that  NORC  researchers  violated 
contractual  agreements  and  did  a  shoddy 
job  surveying  casino  goers,  mgm's  Lanni 
is  even  threatening  to  sue  NORC.  "The 
study  is  garbage  science,"  contends 
Fahrenkopf. 

"This  is  bulls — ",  counters  Dean  R. 
Gerstein,  who  headed  the  norc  study. 
"Casinos  stalled  attacking  before  we  did 
anything.  You  would  think  they  had 
something  to  hide." 


KNOW  WHEN  TO  FOLD  'EM.  When  the 
commission  began  weighing  a  minimum 
age  for  gambling,  the  aga  quickly  pro- 
duced voluntary  guidelines  banning  un- 
der-21  gambling.  It  adopted  another  code 
when  it  looked  as  though  the  commission 
wanted  to  restrict  gambling  advertising. 
When  the  problems  of  pathological  gam- 
blers became  an  issue,  commercial  casi- 


tribal  gaming  and  state-run  lotta 
James,  who  wanted  a  consensus  oil 
panel,  found  most  members  agreed! 
Indian  and  Internet  gaming  andl 
spread  of  slot  machines  to  neiglj 
hoods  and  race  tracks  were  bigger! 
cerns  than  the  casino  expansion.! 
quickly  steered  the  commission  to  I 
areas. 


POLITICAL  POKER,  PLAYED  BY  PROS 

Gambling  Commission  Chair 

Kay  James  (above  right, 
greeting  Vegas  Mayor 
Jan  Jones)  was 
seen  as  a  formidable 
critic.  But  Wynn  (left) 
says  Lott  (right),  Gingrich,  and 
Clinton  knew  the  industry  secretly 
supported  her 


nos  were 
able  to  point 
to  their  $7 
million  pledge 
to  fund  com- 
pulsive gam- 
bling research 
at  the  industry-created  National  Center 
for  Responsible  Gaming,  at  the  Univer- 
sity of  Missouri-Kansas  City. 

Commissioner  Moore  says  resort 
casinos  were  savvy  to  make  these  con- 
cessions. "To  get  a  few  things,  you 
have  to  give  a  few  things,"  he  says. 
But  it  causes  Fahrenkopf s  clients  little 
pain  to  up  the  legal  age  for  betting. 
Vegas  casinos  already  enforce  such  a 
rule.  Says  a  commission  aide: 
"Fahrenkopf  is  probably  the  smartest 
guy  in  this  thing.  He's  outwitted  the 
commission  at  every  turn." 
DIVIDE  AND  CONQUER.  By  mid- 1998,  the 
commissioners  began  to  home  in  on 


Richard  Hill,  chairman  of  the  N« 
Indian  Gaming  Assn.,  feels  the  pam 
roed  in  on  tribes  from  the  start)f\ 

were  an  easy  target"  largely  becai  1 
casinos  worry  about  Indian  raids  o  v 
turf,  he  says.  Last  year,  the  twc  ti 
fought  a  bitter  battle  over  Calif  I 
Proposition  5,  wliich  allows  an  exp  S 
of  Indian  gaming.  Nevada  interests  * 
$25  million  trying  to  defeat  the  r<  » 
dum,  but  the  tribes  won  by  outsp  li 
them  two-to-one. 

In  the  end,  casinos  were  never 
commission's  crosshairs  as  much  al 
an  and  Net  gambling,  state  lotteril 
the  spread  of  slot  machines.  AncJ 
chair  James,  as  aga  insiders  pre 
turned  out  to  be  far  more  concem<|| 
preserving  states'  rights  than  purij 
moral  crusade,  copers  now  tout 
possible  Cabinet  secretary  if  a  Rep 
wins  the  White  House. 

Industry  foes  concede  they  1<| 
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If  you  would  like  to  learn  more  about  Razorfish,  visit  our  website 
at  http://www.razorfish.com,  email  us  at  info@razorfish.com, 
or  call  us  toll-free  at  1.800.950.IDEA. 


razorfish 


Who  did  Bank  One  cho 
to  seamlessly  integral 
its  online  financial 
services? 

Razorfish  -  the  only 
partner  for  digital 
change  management. 


In  every  city  in  the  world,  city  officials  are  looking 
for  technological  solutions  to  infrastructure  problems. 
More  and  more,  they're  turning  to  Siemens  to 
provide  those  solutions.  From  an  entire  public 
telephone  network  to  complete  mass  transit 
systems.  From  advanced  hospital  equipment  to 


citywide  computer  networks  to  low-cost  lighting 
that  inhibits  street  crime.  Whether  you  need  stand- 
alone products  that  mesh  seamlessly  with  existing 
plans,  or  a  total  turnkey  solution  designed  and  built 
from  scratch,  talk  to  the  people  who  are  already 
doing  it  all,  all  over  the  world. 

We're  Siemens.  We  can  do  that. 


www.usa.siemens.com   ©Siemens  Corporation  1999 


Government 


>attle  for  the  commission's  soul,  but 
hey  consider  the  report  just  the  first 
•roadside  against  gambling.  "Casinos 
lave  been  spared,"  admits  Thomas 
,-lrey,  a  Methodist  minister  and  founder 
if  the  Hanover  (Ill.)-based  National 
Coalition  Against  Legalized  Gambling 
Expansion.  But  he  thinks  industry  ex- 
■cs  protected  themselves  "at  the  price 


of  trashing  their  product"  and  admit- 
ting that  gambling  can  be  addictive. 

Wynn  sees  things  differently.  The 
commission  "was  a  waste  of  time  and 
energy.  The  whole  thing,"  he  says. 
Wynn  says  that  after  spending  $5  mil- 
lion, the  commission  reported  nothing 
the  industry  didn't  already  know.  Cer- 
tainly, there  is  scant  evidence  that  a  se- 


rious anti-gaming  rebellion  is  afil 
Gambling  remains  the  most  popil 
form  of  entertainment  in  the  couni 
And  Vegas  is  busy  transforming  itl 
into  an  upscale  destination  fantijj 
park — Disneyland  with  slots.  Bi* 
Mom.  Bring  the  kids.  Bring  moneyM 
By  Lorraine  Woellert  and  Pep 
Dwyer  in  Washi>ixftou 


COMMENTARY 


By  Ronald  Grover 


SURE  THERE'S  A  PRICE,  BUT  IT  PAYS  TO  PLAY 


In  the  early  '70s,  Atlantic  City  was 
a  seaside  resort  on  the  skids.  Then, 
in  1976,  a  state  referendum  autho- 
rized casinos  on  the  boardwalk  that 
once  featured  roller  coasters  and  div- 
ing horses.  Today,  slot-pulling  grand- 
mas troop  daily  into  its  14  casinos 
and  drop  their  share  of  the  $4  billion 
that  the  city's  casinos 
rake  in  each  year.  An 
estimated  one-third  of 
A.  C.'s  38,000  resi- 
dents work  in  casinos, 
and  more  than  2,000 
of  them  live  in  apart- 
ments paid  for  by 
casino  taxes. 

But  there's  a  yang 
to  this  yin.  Atlantic 
County  has  the  most 
bankruptcies  in  the 
country,  according  to 
New  Jersey  credit 
consultants  smr  Re- 
search Corp. 

The  question  of 
whether  gambling  is 
good  for  the  country 
is  as  vexing  as  it  is  confusing.  On  the 
one  hand,  scores  of  cities  have  jump- 
started  economic-development  efforts 
by  inviting  in  gambling  palaces,  river- 
boat  casinos,  and  card  parlors.  Thirty- 
seven  states  now  offer  lotteries  that 
take  in  $15  billion  a  year,  with  a 
healthy  chunk  going  to  education  and 
other  worthwhile  programs.  But 
"nothing  about  gaming  is  as  easy  as  it 
might  look,"  says  Rutgers  University 
Dean  of  Business  Milton  Leontiades, 
who  predicts  Atlantic  City  will  likely 
add  20,000  more  jobs  by  2002,  when 
three  new  casinos  will  be  built.  "For 
eveiy  winner,  there's  a  loser." 

Still,  the  economic  benefits  of  gam- 
bling make  a  powerful  argument.  Casi- 
nos in  America  employ  more  than 


700,000  people  both  directly  and  indi- 
rectly, according  to  a  report  for  the 
American  Gaming  Assn.,  a  casino  lob- 
bying group.  They  funnel  $21  billion 
into  the  economy  through  wages,  and 
pay  out  $3  billion  annually  in  state,  fed- 
eral, and  local  taxes.  Gambling  directly 
creates  13  jobs  for  every  $1  million  in 


SIDE  EFFECTS:  While  state  lotteries  attract  many  who  can't 
afford  to  gamble,  they  also  help  pay  for  education 

revenues,  the  report  says,  outpacing 
such  hot-growth  industries  as  cellular 
phones  and  cable  TV.  "A  new  casino . . . 
placed  in  a  market  that  is  not  already 
saturated,  will  yield  economic  benefits 
on  net  to  its  host  economy,"  says  a  re- 
port by  Adam  Rose,  a  Pennsylvania 
State  University  economist.  Rose  as- 
sessed more  than  100  studies  by  econo- 
mists who  examined  the  impact  of 
gambling  on  their  regions. 

The  downside  is  problem  gamblers, 
who  are  more  likely  to  be  unem- 
ployed, arrested,  divorced,  and  have 
mental-health  problems  than  non-gam- 
blers, according  to  a  new  study  by  the 
National  Opinion  Research  Center  at 
the  University  of  Chicago.  All  told, 
gambling  costs  society  $5  billion  a 


year  in  medical  treatment,  jobless 
benefits,  and  incarceration. 

And  the  casino  industry  has  a  dirt 
little  secret  that  the  Rose  report  al 
luded  to:  As  gambling  becomes  more 
pervasive,  its  economic  benefits  are 
diluted.  For  every  job  that  the  casirn 
industry  creates  for  Shreveport,  La., 
or  Hammond,  Ind.,  it 
likely  loses  one  from 
somewhere  else. 

But  when  manage 
properly,  gambling 
can  lift  workers  be- 
sides those  who  find 
gaming  jobs.  In  De- 
troit, says  Glenn 
Schaeffer,  president 
Las  Vegas-based  Cir 
cus  Circus  Enterprise 
es  Inc.,  banks  have 
started  to  advertise 
higher-than-normal 
wages  to  compete 
with  the  pay  at  thre 
new  casinos.  "There 
nothing  like  folks  w 
good  paying  jobs  to 
help  the  economy,"  he  says. 

In  the  end,  that  might  be  gam- 
bling's trump  card.  The  benefits  of 
feeding  coins  to  a  slot  machine  are 
hardly  universal.  Many  Indians  livin 
on  reservations  that  have  won  the 
light  to  operate  casinos  are  still  poo 
Economic  growth  can  stall  when  toe 
many  games  are  chasing  too  few  bei 
tors.  And  compulsive  gambling  is  a 
cial  problem  of  significant  proportioi 
But  take  a  look  at  Las  Vegas,  wher 
the  unemployment  rate  is  below  3% 
the  state  budget  is  almost  always  ir 
surplus,  and  there  are  no  personal  i 
come  taxes.  In  the  world  of  econom 
development,  that's  snake  eyes. 

With  Andrew  Osterland  in  Chico 
and  Paula  Dimjer  in  Washington 
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You  will  have  one  view  to  all 
the  information  you  need. 


Your  team  will  work  as  one 
to  move  ideas  forward. 


Your  organization  will  convert 
knowledge  into  results. 
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«Lsl: 


jU,,t,'!  I.  xpantton  Plan  htm  -  Microsoft  Word 


Window  tj*. 


B    /    U  ^ 


Europe  is  lagging 
other  key  markets 
this  year  but  is 
poised  for  strong 
growth  as  leisure 
time  there 
increases 


adventure  works 
Market  Expansion  Plan 

Executive  Summary 

Adventure  Wort.?  is  well  prepared  to  increase  ouil 
the  Eurooean  marketplace.  As  leisure  time  incre«f 
Europe,  more  people! 
participating  in  activil 
camping,  skiing,  bil<i| 
climbing  In  particul<| 
Germany  and  Italy  c| 
greatest  expansion  i 
as  competition  is  rel| 
and  the  number  of " 
Enthusiasts"  is  lngh.| 


Where  do  you  want  to  go  today? 


Microsoft 


Introducing 

Microsoft  Office  2000. 

Now  the  intranet  is  more  than  just  a  great  idea. 


With  Microsoft  Office  2000,  the  intranet  finally  becomes  a  practical  business  tool  for  you 
and  your  team.  That's  because  Office  2000  builds  upon  productivity  tools  you're  familiar 
with  by  adding  HTML  as  a  standard  file  format.  This  means  you  can  instantly  share 
information  with  anyone,  anywhere  over  your  intranet,  just  by  clicking  "Save  as  Web  Page." 
Plus,  new  Outlook'  Today  gives  you  a  customizable  view  that  integrates  your  key  information 
with  your  team  intranet — so  you  have  a  single,  powerful  "dashboard"  to  give  you  a  quick 
read  on  the  information  that's  most  important  to  you  and  your  team. 
To  see  Office  2000  in  action,  experience  the  multimedia  demo  at 
www.microsoft.com/office/2000 


Microsoft 

Office20oo: 

What  Productivity  Means  Today 


Now  Microsoft  Office  2000  lets  you: 


Have  a  single,  consolidated  view  of  your  e-mail,  calendar,  contacts,  tasks,  folders,  and  Web  sites 

Easily  save  files  to  a  Web  server  and  maintain  rich  Office  functionality  within  the  browser 

Create,  manage,  and  update  an  informative  team  intranet  site  without  having  to  do  any  programming 
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DISCOVERY: 
BEYOND 
BLOODY 
GAZELLES 

The  cable  giant  is  adding 
a  health  channel,  Web 
sites,  and  more-but 
competition  is  heating  up 


L 


uck  smiled  on  Discovery  Commu- 
nications Inc.  on  the  eve  of  May  1. 
The  parent  of  cable's  popular  Dis- 
covery Channel  had  funded  an  ex- 
pedition to  find  Liberty  Bell  7,  a  Mer- 
cury space  capsule  that  sank  off  the 
Bahamas  in  1961.  When  a  23-person 
2rew  sent  an  unmanned  submarine  to 
search  90  targeted  sites,  they  found  it 
3n  the  first  try. 

Suddenly,  Discovery  has  another  orig- 
inal production  to  trumpet  across  its 
successful  cable  network  and  growing 
|  array  of  international  offshoots.  And  it 
•  can  develop  videos,  books,  and  other 
I  products  to  sell  at  its  expanding  chain  of 
I  retail  stores  and  over  the  Web.  The 
(  Discovery  formula,  says  its  chairman 
and  founder  John  S.  Hendricks,  is  sim- 
'.  pie:  "We  appeal  to  a  mass  audience  who 
j  are  curious  about  the  world 
|  around  them." 
RUPERT  RISING.  Apparently, 
Hendricks  foresees  no  global 
curiosity  shortage.  Behind  the 
company's  scholarly  exterior,  it 
is  spending  big  as  part  of  an 


self  for  digital  cable  and  the 
booming  World  Wide  Web. 
With  its  sunken  treasures  and 
loping  giraffes,  Discovery  Chan- 
nel is  one  of  cable's  most  lu- 
crative channels,  having  carved 
out  a  documentary  niche  in  an 
arena  dominated  by  news, 
sports,  and  entertainment.  Us- 
ing profits  from  Discovery  and 
sister  network  The  Learning 
Channel,  Hendricks  is  edging 


new  channels,  such  as  Animal  Planet 
and  the  Travel  Channel,  toward  prof- 
itability, while  shelling  out  $330  million 
to  launch  Discovery  Health  Channel  on 
Aug.  2. 

But  just  as  it  is  branching  out,  Dis- 
covery is  facing  new  challenges.  One  is 
the  Web,  which  could  lure  away  just 
the  kind  of  affluent,  educated  viewers 
Discovery  covets.  Another  is  one  of  the 
media  world's  most  wily  competitors: 
Rupert  Murdoch.  His  Fox  Entertain- 
ment Group  Inc.  is  launching  its  own 
health  channel,  The  Health  Network, 
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RETAIL 

120  Discovery  Channel  Stores  throughout  U.S.  by  next  year.  Also 
selling  videos,  books,  and  travel  packages 
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HENDRICKS  IS 
BETTING  BIG  ON 
DIGITAL  CABLE 


and  has  joined  forces  with  NBC  to  bwx 
National  Geographic  Channel  thatwil 
go  head-to-head  with  Discovery  abBB 
"Discovery  has  increased  in  valiH 
most  exponentially,"  says  Ajit  Data  i 
former  Cox  Communications  Inc.  H 
utive  who  served  on  Discoveiy's  met 
for  13  years.  "Its  biggest  challengeptiY 
is  to  keep  this  growth  engine  groyp. 

With  revenues  of  $1.1  billionpr' 
vately  held  Discovery  has  come  afem 
way  from  its  first  program  aired  inifcf 
Iceberg  Alley,  a  Canadian  Broadc^W 
Corp.  film  purchased  for  about  HH 
Hendricks,  47,  first  bein 
hooked  on  documentaries&s 
University  of  Alabama  stpf  i 
in  his  hometown  of  Huntffl1, 
After  a  stint  as  a  univJit 
administrator,  he  found  t»'J 
ers  including  John  C.  Ma»e 
programming  powerhous&ii! 
erty  Media  Corp.,  which*! 
49.3%.  Cox  and  Advancejfv 
house  Communications, mt 
have  24.65%,  and  Hendfc 
owns  1.4%. 

Today,  their  $25  millidj 
tial  investment  is  worth  oo' 
$9.7  billion,  estimates  Old 
Suisse  First  Boston.  Discjvei 
and  tlc  reach  into  76  ljlli' 
and  69  million  U.  S.  !$> 
households  respective!; 
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LIBERTY  MUTUAL  AUTO  SAFETY  RESEARCHER 
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W  You've  just  hit  a  tree.  Slammed 
into  an  embankment.  Or  maybe  even 
another  vehicle.  That's  when  I  wake 
you  up  and  end  the  test.  At  the  Liberty 
Mutual  Research  Center,  we  keep  truck 
drivers  awake  for  hours,  and  then 
put  them  in  our  driving  simulator 
to  test  the  effects  of  road  fatigue. 
Because  every  year,  thousands  of 
accidents  are  caused  by  drowsiness.  So, 
to  keep  the  road  safe,  we're  developing 
tools  to  measure  fatigue  factors  like  road 
vibration  and  mirror  glare.  Because  I'd 
rather  someone  crash  in  here  than 
out  there  on  the  road.  Ill] 


Our  simulator  research  has  shown 
us  that  resting  before  an  overnight  drive  is  more  effective  than  a  nap 
taken  while  on  the  road.  Periodic  walks  can  also  help  reduce  drowsiness. 


We  see  the  future 

of  communications 


Some  will  tell  you  the  future 

of  communications  is  all  about 

one  kind  of  network. 

We  see  a  bigger  picture  than  that. 

(We're  optimists.) 

The  future  is  about  the  Internet, 

data,  voice,  optical  and 

wireless  working  together. 

With  unlimited  potential. 

We  have  the  vision  and  know-how 

to  give  you  the  network  you  need. 

Along  with  the  software  and 

service  to  make  it  all  work. 

Give  us  a  call.  We'd  like  that. 

We  make  the  things  that  make 
communications  work." 


(and  1  t's  looking 
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Many  happy  returns. 
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Millions  of  wild  ducks  and  geese  arc  finding  more  and  better  habitat 
all  along  North  America's  flyways — thanks  to  Ducks  Unlimited. 
Since  1037,  DV  has  turned  its  contributors'  dollars  into  more  than 
S  million  acres  of  habitat. 

1-800-45-DUCKS 


DUCKS 
L'NLIMITEI ' 


Ducts  Unlimited  1  One  Waterfowl  Way  '  Memphis,  Tennessee  38120  1  www.ducks.org 


Stuttering  Didn't 
Keep  Her  Grounded. 


Annie  Glenn,  wife  of  astronaut 
John  Glenn,  was  grounded  for 
years  by  a  stuttering  problem. 
Speech  therapy  and  hard  work 
turned  it  around.  Today  she 
speaks  with  confidence,  grace, 
and  strength. 

For  more  information  on  what  you 
can  do  about  stuttering,  write  or 
call  us  toll-tree. 


1-800-992-9392 


Stuttering 
Foundation 
of  America 

A  Nonprofit  I  >rganizMion 

Since  1947 — Helping  Those  Who  Stutter 

www.stutterSFA.org  •  stutterevantek.net 


3100  Walnut  G 


Road,  Suite  603  •  P.O.  Box  11749  •  Memphis,  TN  38111-0749 


Media 


generate  the  bulk  of  Discovery 
munications'  revenues  from  subscri 
fees  and  advertising.  The  two  chaJ 
last  year  generated  $311  million  inp 
flow — while  most  of  Discovery's  c 
operations  (table,  page  80)  prod| 
losses,  according  to  Richard  R. 
an  analyst  at  Credit  Lyonnais  Secua 
USA  Inc.  The  company  needs  that 
flow  to  shoulder  $1.1  billion  in  d 
took  on  to  finance  new  ventures.! 
Read  predicts  that  by  2002,  all  wm 
profitable,  and  the  value  will  incp 
to  some  $14  billion. 
"BORN  MARKETEER."  Why  is  Disc 
so  lucrative?  British  Broadcasting 
Director  General  Sir  John  Birt, 
sealed  a  global  joint  venture  with 
dricks  last  year,  praises  him  as 
liant  born  marketeer — an  unusual 
for  educationalists."  Then  there 
beauty  of  the  Discovery  concepts 
portable  and  nonpolitical,"  says 
Networks  Chairman  Tom  Freston 
oversees  the  mtv  and  Nickelodeon 
nels.  "Most  of  their  tailoring  [to 
markets]  is  dubbing  and  subtitlin 

Discovery's  appeal  isn't  lost  o 
ers — witness  the  Fox-NBC-Nation 
ographic  alliance.  An  even  bigger 
could  come  when  Discovery  Healt 
one  on  one  with  Fox's  Health  Net 
With  America's  aging  baby  booi 
health  may  be  one  of  the  last 
left  relatively  unexploited  on  cab 

If  it  can  fend  off  Fox  and  pe 
enough  cable  systems  to  carry  it,| 
dricks  sees  Discovery  Health  as 
tential  spin-out  to  the  public.  By 
ing  the  channel  and  Web  site  at  r 
the  same  time,  he  envisions  Dis 
Health  as  a  platform  to  experime 
truly  interactive  TV,  where  cons 
could  surf  Web  content  in  one 
of  the  ty  screen  while  watching  a 
And  more  than  just  techno-wi2 
Hendricks  wants  to  ensure  that  I 
ery's  cerebral  audience  doesn't  ah 
it  for  the  Internet.  "While  audier 
cable  wrestling  shows  might  st 
tact,  ours  might  migrate,"  he  saj 

In    addition,    the  company 
launched  seven  niche  cable  netwc 
digital  format,  including  Discovei 
ilization.  Discovery  Kids,  and  Dis 
Science.  With  only  4  million  subs 
today,  these  brand-new  channel 
take  off  as  cable  operators  roll  oi 
tiers  of  premium  services.  If  a 
according  to  plan,  the  future  is 
Hendricks  just  has  to  make  sure 
vals  don't  come  along  and  scoop  h 
discoveries  out  from  under  him 

By  Catherine  Yang  in  Bethesd 
and  Richard  Siklos  in  New  Yor 
Kerry  Capell  in  London 
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Joanna  Molina  Austin  Hernandez  Brian  Andrewin  Canta  Johnson  D'wan  Sims 

Missing  Since  1/29/99         Missing  Since  4/28/97  Missing  Since  7110/95  Missing  Since  5/31/98         Missing  Since  12/11/94 


Donna  DiSanw  Erica  Baker 

Missing  Since  9/2/98  Missing  Since  2/7/99 


picture  them 

Home. 


Harriet  Hughes 
Missing  Since  2/5/99 


Ronald  I  rami; 


Joseph  Kennedy 


Sara  Bushland 


Missing  Since  5/6/%  Missing  Since  Ml  i/'J8  Missing  Since  111 TIT  Missing  Since  811 M98  Missing  Since  4/3/96 


Since  1/2M99  Minim  Since  1/26/99  Missing  Since  3/16/90 


Sarah  Hughes 
Missing  Since  2/5/99 


Sierra  Lewis 
Missing  Since  10I~I9~ 


Milling  Suite  "110/94 


If  you've  seen  any  of  these  children,  please  call  the  NCMEC  hotline  at  1 -800-TH E- LOST. 


■ry  day,  more  than  2,200  children  disappear.  A  staggering  statistic.  But  there  is  good  cause  for  hope.  Working  closely  with  law 
orcement  agencies  across  the  country,  the  National  Center  for  Missing  and  Exploited  Children  (NCMEC)  has  achieved 
stantial  success  in  finding  children.  Canon  is  proud  to  join  the  effort  by  donating  state-of-the-art  equipment  to  help  disseminate 
)tos  and  information  about  missing  children  faster.  We  urge  you  to  look  at  these  children  and  see  if  you  recognize  any  of 
m.  Then  take  current  photos  of  your  own  children  just  in  case  of  an  emergency.  Because  photos  are  the  best  way  to  help  find 
sing  children.  For  more  information  about  this  program,  visit  our  Web  site  at  www.picturethemhome.com. 


m        _  -  A  recent  poll  among  Inn  enforcement  found  thai 

l      ,Ji  ...  pnliac-,  tilt-  f/ii1  must  import, ml  Unil  in  lli,-  xmm/i 

i  for  mii$in$  children  Canon  i>  donating  CanoSt  an 

scanners.  Bubble  Jet"  printers  am!  Powcrshot  JJ 
digital  cameras  to  fielp  get  the  photos  out  quickly  0}- 

©1999  Canon  Computer  Systems.  Inc.  Canon  is  a  registered  trademark  and  Bubble  Jet,  CanoScan  and  PowerShot  are  trademarks  of  Canon  Inc 
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HOME 
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[NTREPRENEURS 


FROM  RAGS 
TO  3-D  CHIPS 

How  K.Y.  Ho  traded  Chinese  woes  for  high-tech  wealth 


lor  K.Y.  Ho,  growing  up  in  main- 
land China  in  the  1950s  meant 
hunger  and  ragged  clothes.  To  help 
nit  his  mother,  Ho,  the  youngest  of 
;hree  brothers  and  a  sister,  peddled 
vegetables  from  the  family  garden.  His 
ather,  laboring  in  Hong  Kong  for  most 
)f  Ho's  childhood,  sent  back  what  he 
-■ould.  Later,  after  the  family  reunited 
n  Hong  Kong,  life  in  a  crammed  one- 
•oom  flat  was  scarcely  better.  Says  Ho: 
'We  always  worried  about  money,  mon- 
iy,  money." 

No  longer.  Now  the  48-year-old  Ho, 
iving  in  Canada  since  1983,  is  one  of 
:hat  countiy's  most  successful  high-tech 


entrepreneurs.  Today,  Ho  is  worth  about 
$143  million,  thanks  to  his  4.4%  stake  in 
ATI  Technologies  Inc.,  which  he  started 
with  two  friends  shortly  after  arriving  in 
Canada,  ati  makes  graphics  accelerators, 
the  specialized  3-D  chips  that  give  popu- 
lar video  games  such  as  Tomb  Raider 
and  Quake  III  their  realistic  look.  ATI's 
chips  are  so  in  demand  that  the  company 
has  earned  a  36%  market  share  in  the  3- 
D  desktop  market.  That  has  put  the  sub- 
urban Toronto  company  ahead  of  even  in- 
dustry giant  Intel,  according  to  Mercury 
Research,  a  market  research  Arm  based 
in  Scottsdale,  Aiizona. 

Propelling  the  growth  are  big  sales  to 


GAMES  BOY 

Ho  and  his  partners'  id 
to  boost  boring  PC  grap 
really  came  to  fruition 
with  the  video  game  cr, 

a  Who's  WIio  of  major  con 
er  makers,  from  Compaq 
IBM  to  Apple  and  Gate 
Moreover,  ATI  is  now  mc 
into  the  promising  arena 
ble  TV  boxes.  "K.  Y.  is 
persmart  guy.  If  there 
problem,  he  wants  to  ma 
right,"  says  Ted  Waitt 
chief  executive  officer  of  i 
way.  "If  there's  an  opporti 
he  wants  to  let  you  1 
about  it." 

Ho  has  been  chasing  o 
tunities  for  as  long  as  h( 
remember.  His  odyssey 
semi-rural  poverty  in  a 
Chinese  village  to  the  aff 
Toronto  enclave  where 
now  building  a  $6  m 
26,000-square-foot  ma 
could  hardly  be  more 
Set  against  a  backdrop  o: 
mic  shifts  in  Chinese  s< 
and  politics  that  have  n 
his  family  for  three  ge 
tions,  Ho's  rise  to  high 
powerhouse  status  seems 
ting  culmination  for  a  family  tha 
endured  countless  disappointment: 
the  years. 
BIG  LOSS.  Despite  his  early  povert 
hails  from  a  highly  educated,  uppei 
family.  His  maternal  grandfather 
prosperous  landowner  who  fell  on 
times  after  the  Japanese  invasi 
1937.  His  paternal  grandfather 
book  dealer  and  teacher.  After  the 
munists  came  to  power  in  1949, 
grandparents  lost  most  of  their 
erty.  Ho's  father,  also  a  teachei 
unable  to  find  work  and  left  hi; 
and  young  children  for  a  series  < 
tory  jobs  in  Hong  Kong  when  H 
still  an  infant.  Twelve  long  years 
Ho  and  his  mother  joined  Ho's 
and  an  older  brother.  Ho's  other  b 
and  sister  were  forced  by  the  g< 
ment  to  stay  behind. 

Later,  Ho  earned  a  spot  at 
Taiwanese  college,  National  ( 
Kung  University,  where  he  studiei 
trical  engineering.  Away  from  ho: 
the  watchful  eyes  of  his  parenl 
didn't  hit  the  books  much.  Frieng 
member  him  as  an  average  st 
"He  spent  a  lot  of  time  outside  it 
brary,"  recalls  K.  D.  Au,  a  clasrn 
who  now  owns  the  computer-periiB 
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Introducing  e-Meetings. 


Every  nuance,  every  scenario,  explored  together,  in  rea 


< 
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TgH*\,  do  ffiu  tk^nlc  flea  opulj.  kjffylC 
CHa.  WWlA  fWUZ  SAlesT  iP^   u)£^U^i  ? " 

jveryone's  on  the  same  page,  even  when  you're  miles  apart. 

The  miles  between  us  can  now  be  measured  in  mere  inches.  In  fact,  through  streaming  we  can  bring  real-time 
collaboration  to  virtually  any  PC  with  Web  access.  We'll  work  together  as  easily  as  if  we  were  all  in  the  same 
room.  Our  team  will  share,  persuade,  create,  interact  —  all  in  real  time,  with  total  clarity.  No  annoying  glitches. 
No  dropped  words.  No  missed  ideas. 

We  call  this  new  way  of  work  e-Meetings.  And  from  now  on,  things  will  never  be  the  same. 

From  now  on,  any  team,  in  any  company  anywhere,  can  run  more  effective  meetings  with  easy-to-use, 
plug-and-play  tools  that  can  be  set  up  in  minutes.  Clear-as-life  audio,  video,  and  Web  meeting  tools, 
starting  as  low  as  $299. 

Call  toll-free  1-877-P0LYC0M  ext.  103  today  for  all  the  features,  facts,  and  reasons  to  bring 
e-Meetings  into  your  organization  today. 


MM 


rtv.polycom.com 


POLYCOM 

The  new  tools  of  teamwork. 


Audio  tools       Web  tools         Video  tools 


People 


Making  decisions  family-style  and  defusing 
confrontation  are  part  of  Ho's  management  approach 


wholesaler  Althon  Micro  Inc.  in  Los 
Angeles. 

But  once  in  the  job  market,  Ho 
thrived.  After  graduating  from  univer- 
sity in  1974,  he  raced  through  several 
electronics-industry  jobs  at  big-name 
corporations  in  Hong  Kong,  including 
Control  Data  Systems  Inc.  and  Philips 
Electronics.  Ho  learned  all  about  video 
games  in  1981  when  he  went  to  work 
for  Wong's  Electronics  Co.  Ltd.,  a  lead- 
ing Hong  Kong  manufacturer  that  dealt 
regularly  with  hotshot  game  makers 
Atari  and  Coleco.  "He  learned  every- 
thing very,  very  fast,"  recalls  Benedict 
C.  M.  Wong,  the  company's  president. 

Affable  and  quick  with  a  smile,  Ho 
nonetheless  often  disagreed  with  his  su- 
periors. "He's  so  straightforward  that 
he  could  hardly  get  along  with  the 
boss,"  recalls  Patrick  Hung,  a  classmate 
who  later  worked  with  Ho  at  Wong's.  In 
1983,  Ho  left  for  Canada,  where  many 
Hong  Kong  Chinese  went  looking  for  a 
fresh  start.  Ho's  first  impression:  "A  lot 
of  open  space  and  lots  of  opportunity." 
BIG  GAMBLE.  In  1985,  Ho  hooked  up 
with  two  other  Hong  Kong  emigrant 
engineers  working  in  computers  to 
found  Array  Technologies  Inc.,  later  re- 
named ATI.  The  idea  was  to  make 
graphics-enhancing  components  for  pes. 
then  mostly  slow  and  bland  monochrome 
•  affairs.  The  threesome  pooled  their  mon- 
(  ey,  quit  their  jobs,  and  leased  space  in 
I  an  immigrant  Toronto  neighborhood. 
I  With  his  years  of  managerial  experi- 
ence, Ho  became  CEO,  while  his  partners 
|  concentrated  on  the  technical  side  of 
',  the  business.  It  was  a  huge  gamble  to 
J  enter  a  market  with  unproven  demand. 
(  "We  were  young  and  didn't  know  any 
.  better,"  recalls  Lee  Lau,  now  the  com- 
pany's vice-president  for  strategic  plan- 
ning with  a  129r  stake  in  the  company. 
The  third  partner,  Benny  Lau,  is  vice- 
president  for  product  development. 

Starting  out  as  a  tiny  specialty  oper- 
ation that  built  plug-in  boards  for  com- 
puter hobbyists,  ATI  soon  signed  up 
Commodore  and  Kaypro  as  early  cus- 
tomers. By  1993 — the  year  ATI  went 
public — the  company  was  evolving  into  a 
hot  prospect  as  graphics  cards  became  a 
must-have  item  for  every  kid  with  a  PC 
and  a  yen  for  shouting  up  space  aliens. 

To  build  the  business.  Ho  has  been 
willing  to  do  whatever  it  takes.  Three 
years  ago,  for  instance.  Ho  worked  with 
arch-rival  Intel  to  design  the  accelerat- 
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ed  graphics  port  standard  that  now 
dominates  the  business.  And  he  has 
steadily  improved  the  speed  and  per- 
formance of  his  chips.  That  has  helped 
ATI  keep  its  lead  as  3-D  graphics  have 
become  increasingly  prevalent,  with 
more  and  more  showing  up  online,  es- 
pecially in  E-commerce  applications. 

All  those  applications  require  the 
sorts  of  chips  ATI  specializes  in.  Sales 
have  skyrocketed  in  the  past  18  months, 
as  big  computer  makers  begin  building 
its  3-D  chips  into  their  PCs.  ATI  profits 
are  on  track  to  rise  67%,  to  $159  million 
this  year,  on  sales  of  $1.2  billion,  up 
61%,  according  to  John  Wilson,  an  ana- 
lyst with  Warburg  Dillon  Read. 

K.Y.  HO 

BORN  Guangdong  province,  China, 
1950. 

EDUCATION  National  Cheng  Kung 
University,  engineering,  B.S.. 
1974. 

EARLY  MENTOR  A  Taiwanese  gen- 
eral who  instructed  Ho  in  ancient 
principles  of  Chinese  warfare. 

FAMILY  HISTORY  Born  to  a  once- 
wealthy  landowning  family  dispos- 
sessed by  the  Communists  in 
1949. 

BIGGEST  PERSONAL 
ACCOMPLISHMENT  Bringing  his 
mother,  father,  and  three  siblings 
from  Hong  Kong  to  Canada. 

BIGGEST  BUSINESS 
ACCOMPLISHMENT  Developing 
3-D  graphics  for  mainstream  com- 
puter market. 

MANAGEMENT  STYLE  Obsessed 
with  details.  A  good  listener. 
Makes  a  point  of  never  putting 
down  his  subordinates. 

NET  WORTH  $143  million. 

CAR  Black  1990  Mercedes  sedan. 

BIGGEST  INDULGENCE  Building 
$6  million,  26,000-square-foot 
estate  in  the  Bridle  Path,  a  tony 
Toronto  neighborhood. 

FAMILY  Married,  one  son,  two 
daughters. 


The  graphics  business,  though,  j,r 
toriously  volatile.  Former  high  flieijli 
Tseng  Labs,  later  acquired  by  at» 
S3  have  had  then'  share  of  troubk 
single  innovation  from  a  competitor)*; 
also  spell  hardship  for  ATI  by  wM; 
away  computer  manufacturers  or  m 
ed  teens  who  shell  out  $199  for  ATiifc 
in  boards.  "We  all  knew  the  sameec 
nology,"  says  Ho.  "The  key  is  toft 
hard  and  make  sure  you  execute.1^ 
FAMILY  CRUISE.  That's  never  bft 
problem  for  Ho  and  Ms  partners,  m 
private  and  business  lives  rarer 
verge.  They  make  all  major  strft 
decisions  together,  though  Ho  i 
charge  of  running  the  company  (■ 
day.  Nearly  every  Saturday  nigl  I 
three  partners,  their  wives,  and  sv 
children  have  dinner  out  togetmb 
few  years  ago,  the  whole  bunch  cii?' 
the  Mediterranean. 

Ho  also  makes  a  point  of  meeti?  i 
father  for  lunch  on  Saturdays  at  l£: 
nese  restaurant  near  the  office. 
is  proud  to  have  helped  his  sist™ 
two  brothers  make  their  way  in  m 
to,  though  they  live  in  a  wholly  diet* 
orbit.  His  sister  works  on  the  procfij 
line  of  a  garment  factory,  one  bB 
works  in  wholesaling,  and  the  othrft 
tailor.  While  Ho  bought  his  sift 
houses,  he  never  offered  them  ji>6 
ATI  because,  he  says,  "it's  a  corpokti 
You  don't  mix  it  up  with  family. 

At  work,  Ho  is  known  for  his  m 
defusing  confrontation.  When  a  BR 
customer  recently  failed  to  <ifi" 
promised  information,  an  angry  m 
ATI  manager  wanted  to  upbraid  hi 
suggested  that  the  manager  svmf 
how  communications  might  be  im]<^ 
"You  don't  want  to  point  fingersi  6 
Ho.  "You  want  the  business."  SsS 
Dalton,  head  of  Midland  Bank  p(* 
former  chief  of  hsbc's  Canadia  u 
ATI's  bank:  "K.  Y.'s  not  a  big  ego  |iy 

Big  ego  or  not,  business  is  bin 
for  Ho.  One  fast -gro wing  new  aa 
for  ATI  is  Chinese  computer  maks. 
believes  that  Cluna's  modernizatii  i 
translate  into  a  vast  new  eonsumi,  v 
ket  for  ATI.  In  fact,  lately  Ho  hi  b 
making  visits  back  to  the  eountrjjtf 
he  spent  his  impoverished  childloc 
seems  Ho's  tumultuous  life  has  no| » 
full  circle. 

By  Joseph  Weber  in  Thtp 
Ontario,  with  Andy  Reinhardt  I 
Mateo,  Calif. 
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The  powerful  applications  in  the  Microsoft  Office  2000  Suite  can  help  you  work  better 
and  smarter.  And  to  help  maximize  the  performance  of  Office  2000,  Microsoft  Press 
offers  a  full  spectrum  of  books,  training  materials,  and  interactive  products  designed 
to  help  everyone  from  beginners  to  power  users  get  the  most  out  of  each  application. 
Great  software  and  great  learning  solutions— all  in  the  family.  Made  by  Microsoft. 


mspress.microsoft.com 

licrosoft  Corporation.  All  rights  reserved. 

Microsoft  Press,  the  Office  logo,  and  Where  do  you  want  to  go  today?  ate  either  registered  trademarks  or  trademarks 
I  ift  Corporation  in  the  United  States  and/or  other  countries.  Quick  Course  is  a  registered  trademark  of  Online  Press.  Inc. 


Microsoft 


Management 


DIVERSITY 


B-SCHOOLS  THAT 
LOOK  LIKE  AMERICA 

The  PhD  Project  aims  to  create  more  minority  professors 


THE  LEADERS 


THE  LAGGARDS 


TENURED 

B-SCHOOL  PROFESSORS 

PERCENT 
MINORITY 

B-SCHOOL 

TENURED 
PROFESSORS 

PERCENT 
MINORITY 

U.  TEXAS-AUSTIN 

83 

6.0% 

MIT 

58 

0.0% 

HARVARD 

95 

5.3* 

WISCONSIN 

57 

0.0 

UCLA 

54 

3.7 

U.  CHICAGO 

49 

0.0 

STANFORD 

57 

3.5 

U.  VIRGINIA 

47 

0.0 

U.  MICHIGAN 

79 

2.5 

DUKE 

42 

0.0 

WHARTON 

121 

2.5 

CARNEGIE-MELLON 

40 

0.0 

PURDUE 

46 

2.2 

CORNELL 

35 

0.0 

COLUMBIA 

51 

2.0 

DARTMOUTH 

24 

0.0 

UC  BERKELEY 

55 

1.8 

WASHINGTON  U. 

21 

0.0 

UNC/U.  MARYLAND 

56 

1.8 

YALE 

17 

0.0 

Minorities  do  not  include  Asian  Americans.  *BW  estimates 

An  extended  version  of  this  table  can  be 


DATA:  BUSINESS  WEEK,  TOP  25  B-SCHOOLS 

found  at  http://www.businessweek.com 
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hen  Tanya  L.  Benford  re 
a  brochure  in  the  mail  i 
encouraging  her  to  ge^ 


II 


MOSLEY:  The 

Pro  ject's  first 
PhD  teaches  at 
Jackson  State 


MINORITY  FACULTY  AT  BUSINESS  WEEK'S  TUP  25 


PhD  in  business  and  b 
a  role  model  for  minority  student  . 
put  it  aside.  Although  she  had  thl 
about  getting  her  doctorate  onJ 
the  director  of  finance  for  the  Am 
Symphony  Orchestra  was  in  the! 
die  of  a  tough  project  and  was  gl 
ready  to  send  her  daughter  to  coll* 
few  weeks  later,  when  the  deadline 
over,  she  received  another  copy  I 
same  mailer.  This  time,  she  decidl 
apply  to  attend  the  first  annual  dl 
ence  of  the  PhD  Project. 

Benford  spent  three  intense  da 
Chicago  meeting  with  other  intefl 
minority  professional  and  B-scho« 
ulty  members,  to  deteiTnine  whethki 
was  suited  for  the  grueling  lifestjj 
the  PhD  student.  She  learned  everl 
from  how  to  apply  to  which  Linive|| 
offered  the  best  fellowships.  "It  1 
have  taken  me  probably  a  couple  om 
to  gather  that  much  info,"  she  sayJ 
Benford  immeqf 
applied  and  was 
ed  to  the  Univer 
South  Florida  t 
lowing  fall.  Her 
ter,  Carin,  soon 
t'eired  there  as  well,  and  both  P>< 
graduate  this  year.  Tanya  has  aco 
position  teaching  accounting  at 
a&m  University  and  couldn't  be  ' 
"It's  haul  to  remember  what  I  w 
before,"  she  laughs. 

Although  it's  still  rare  to  see 
Americans  like  Benford  become 
professors,  it's  a  lot  less  so  si 
creation  of  the  PhD  Project  in  la 
Appalled  by  the  tiny  number  of 
sol's  from  underrepresented  mino: 
African  Americans,  Hispanic  Ami 
and  Native  Americans  but  not 
Asian  Americans — and  its  imp 
for  students  entering  a  divers 
place,  a  group  of  about  10  pro: 
students,  and  executives  sat  d 
brainstorm.  Since  studies  link  tl 
ence  of  minority  professors  to  ini 
B-school  enrollment  by  minori 
dents,  the  Project's  sponsors  ho\  t 
work  will  lead  to  more  minority 
Last  year,  just  9%  of  the  gradul 
hi'sinkss  wkkk's  Top  25  B-schoo  1 
underrepresented  minorities.  "I  H 
ber  saying  I  would  have  been  sen 
if  there  had  been  an  organizatm 
minority  doctoral  students  wheil 
in  school,"  says  Carolyn  M.  Callfit 
founder  of  the  Project  who  is  M 
associate  professor  of  account;  c 
the  University  of  Notre  Dame. ; » 
Thanks  to  $250,000  in  financiM 
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ted  business 
s  solutions 


Management 


"One  thing  we  beat  into  people  is  that  you  do  not  leav< 
without  completing  the  degree" 


the  kpmg  Foundation,  the  Project  soon 
got  under  way.  Some  $7  million,  nearly 
six  years,  and  five  conferences  later,  its 
impact  is  impossible  to  deny.  Today, 
there  are  just  375  minority  PhD  B- 
school  faculty  members  in  the  country 
out  of  a  total  of  22,000.  But  as  of  this 
September,  more  than  400  minority  stu- 
dents will  be  enrolled  in  doctoral  busi- 
ness programs,  L'-!2  of  which  have  en- 
tered through  the  Project.  Even  better, 
the  dropout  rate  for  minority  PhD  can- 
didates in  business  is  below  5%,  in  con- 
trast to  the  normal  rate  of  25%  to  33% 
for  all  PhD  students,  says  Bernard  J. 
Milano,  executive  director  and 
trustee  of  the  kpmg  Founda- 
tion. If  those  rates  hold,  mi- 
nority faculty  should  double  in 
the  next  few  years.  "I  finally 
have  the  satisfaction  element 
I'd  been  looking  for,"  says  Al- 
isa  L.  Mosley,  an  assistant  pro- 
fessor at  Jackson  State  Uni- 
versity in  Jackson,  Miss.,  and 
the  first  to  get  her  PhD 
through  the  Project. 

Today,  the  Montvale  (N.J.)- 
based  Project  runs  miniconfer- 
ences  in  five  disciplines  as  well 
as  its  annual  meeting,  main- 
tains an  active  support  network, 
and  each  year  sends  out  70,000 
pieces  of  direct  mail  to  minori- 
ties working  in  the  corporate 
sector.    Many    have  never 
thought  much  about  the  PhD. 
"Because  I  never  saw  anyone 
I  like  me]  in  front  of  the  class- 
room, it  never-  even  occurred  to 
me  as  a  career  track,"  says 
Raul  R.  Ramirez  Jr.,  a  first-year  student 
at  the  University  of  California  at  Irvine. 
"DR.  GLOOM."  Ramirez  is  not  alone  in 
his  lack  of  role  models,  as  a  business 
WEEK  survey  of  the  top  25  B-schools 
shows.  Underrepresented  minorities 
make  up  just  3.2%  of  all  faculty  mem- 
bers — including   adjuncts   and  non- 
PhDs — and  a  paltry  2.0%  of  tenured 
faculty.  Worse,  several  top  B-schools, 
such  as  Massachusetts  Institute  of  Tech- 
nology and  the  University  of  Chicago, 
have  do  tenured  minority  professors  at 
all.  The  lack  of  diversity  worries  many 
in  Corporate  America,  including  such 
Project  sponsors  as  Citigroup  and  Mer- 
rill Lynch  &  Co.  "It's  critically  important 
that  our  employees  have  the  capacity 
to  work  well  with  individuals  whose 


backgrounds  may  be  different  from  their 
own,"  says  Monica  E.  Emerson,  director, 
diversity  and  work/family,  at  Daimler- 
Chrysler,  another  sponsor. 

The  Project's  annual  conference  is  as 
much  about  weeding  people  out  as  it  is 
about  wooing  others.  Applicants  are 
carefully  screened  before  being  admitted, 
and  once  at  the  conference,  they  find 
that  those  giving  the  presentations  don't 
pull  then-  punches.  They  discuss  the  long 
hours,  the  isolation  of  being  a  minority 
in  the  field,  and  the  lower  pay.  "They  call 
me  Dr.  Gloom,"  jokes  Michael  B. 
Clement,  an  assistant  professor  at  the 


she 


WHY  THE  PROJECT 
WORKS 

SELECTIVITY  A  direct-mail  campaign  invites 
minorities  to  apply  for  one  of  about  300  spots 
to  attend  the  Project's  annual  conference 

INFORMATION  The  conferences  focus  on  the 
specifics  of  the  degree,  covering  everything 
from  how  to  apply  to  how  to  get  published 

INVENTORSHIP  The  Project  creates  a  network  of 
minority  faculty  and  students  that  go  the  extra 
mile  to  help  one  another  succeed 

University  of  Texas  at  Austin,  about  his 
tell-it-like-it-is  presentation. 

More  recently,  the  Project  has  added 
conferences  in  five  academic  disciplines 
that  run  just  before  the  traditional  an- 
nual meetings  held  for  all  PhD  students 
in  each  field.  At  the  conferences,  Project 
students  and  professors  say  they  make 
connections  that  they  can't  always  find 
in  the  still-quite-ivory  tower.  Miles  K. 
Davis,  a  student  in  organization  behav- 
ior management  at  George  Washington 
University,  E-mails  his  colleagues  at 
least  twice  a  week  for  anything  from 
help  on  research  tools  to  emotional  sup- 
port before  exams.  And  Davis'  mentor, 
dt  ogilvie,  an  assistant  professor  of  man- 
agement at  Rutgers  University,  will 
spend  a  week  with  Davis  this  summer 
helping  him  with  a  paper.  Says  ogilvie: 
"We're  there  for  our  students  and  for 
each  other,  and  that's  the  beauty." 

The  mentors  are  particularly  helpful 
in  tough  times.  In  one  recent  example, 
a  student  felt  that  she  had  lost  faculty 
support  and  had  failed  a  portion  of  her 
comprehensives — the  all-inclusive  tests 
covering  the  first  two  years  of  course- 
work.  She  was  on  the  verge  of  dropping 


out.  Callahan,  her  mentor,  helpei  1 
switch  to  another  school,  the  ff 
Foundation  transferred  her  fundinj  s 
the  student  is  scheduled  to  graji 
this  fall.  "One  thing  we  beat  int« 
pie,"  says  Milano,  "is  that  you  M 
leave  without  completing  the  dem 
DISTRESS  CALLS.  Students,  tool 
back  by  returning  to  the  confei  I 
and  mentoring  new  entrants.  Thai 
case  with  Patricia  G.  Martinez,! 
Mexican- American  doctoral  stud  J 
uc  at  Irvine.  For  nearly  three  I 
she  has  worked  with  Ramirez,  I 
had  known  slightly  beforal 
helped  him  apply  to  thm 
conference,  suggested  tm 
retake  his  gmat,  and  caMj 
regularly  while  he  mulleB 
ing  his  recruiting  job  at  ■ 
&  Co.  Now,  the  two  scB 
study  sessions  and  ll 
fields  distress  calls  in  m 
says  Ramirez,  "she  helH 
me  down  from  the  ledgft 
Despite  the  Project™ 
success,  however,  some  fl 
that  it's  too  early  to  jure 
ultimate  impact.  "We  ca 
dare  victory,"  says  DaB 
Wilson,  president  and  H 
the  Graduate  Management  AdiH 
Council  and  a  Project  sponsor.  "IB 
the  attrition  occurs  at  the  disseM 
stage,  and  most  [students]  are  w 
coursework."  Moreover,  B-schoH 
still  far  from  true  diversity.  SomeH 
PhD  Project  students  surveyed  ft) 
cent  poll  said  B-schools  didn't  ml 
concerns  of  minority  students. 

Still,  headway  is  being  madepiti 
classroom.  Argel  M.  Hurtadojfc, 
sophomore  at  Irvine,  says  he  ai 
pressed  and  surprised  to  see  ™hi 
show  up  to  teach  his  Introduce 
Management  class  last  year.  "WlM 
shared  the  same  background,^'  i 
could  relate.  She  is  pretty  cool,"  Wk 
The  impact  is  as  great  for  nonnwriu 
Mosley  tells  the  story  of  a  whif  t1 
versity  of  Nebraska  student  wj)  i 
her  he  hadn't  had  a  black  instruoi 
fore  and  that  he  didn't  know  w 
act.  "I  said  there's  no  code  bod"  s 
says.  "Being  a  pioneer  in  the  fOs, 
strange  ...  I  have  an  opportu  ty 
bring  people  together."  Thanks  i 
PhD  Project,  she  already  has. 

By  Jennifer  Reingold,  with  fao 
Enbar,  in  New  York 


] 
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ucing  A  Totally 
oach  To  Technology 
ementation. 


000,  All  product  names  refe 


It's  obvious  the  traditional  approach  the  big 
consulting  firms  use  just  doesn't  work. 

It  takes  forever.  It  costs  a  fortune.  And 
nothing  is  guaranteed.  But  as  expensive  and 
as  frustrating  as  it  is,  there's  never  been  a 
viable  alternative. 

Until  now. 

We've  developed  an  innovative  new  way 
to  implement  technology  that  is  radically 
different. 

You  end  up  with  exactly  what  you 
were  promised.  It's  affordable.  It's  fast — 
guaranteed. 

We  call  it  Accelerated  Delivery™ 

We  deliver  solutions  to  our  customers 
up  to  two  times  faster  than  our  competition. 
The  secret  is  our  powerful,  automated  pro- 
ject methodology,  ExpressDelivery™  It  can 
significantly  accelerate  and  enhance  deploy- 
ments of  all  kinds  of  large-scale  information 
technology  projects.  It's  also  extensible  to 
other  types  of  integration  services,  including 
ERP  rollouts,  deployment  of  electronic 
commerce  solutions,  and  sophisticated  IT 
implementations. 

ExpressDelivery  is  available  across  the 
broad  spectrum  of  IT  services,  including 
infrastructure  management,  application 
development  and  integration,  Y2K  compli- 
ance services,  asset  management,  deskside 
support,  and  end-user  productivity. 

So  if  you're  tired  of  waiting  too  long 
and  paying  too  much,  call  for  a  FREE 
Enterprise  Business  Value"' (EBV) 
assessment  at  1-877-462-2477, 
or  visit  www.cai.com/gps. 


(Computer 
Associates 


Global  Professional  Services  ' 


Delivery!"  Guaranteed. 


hat's  keeping  small  and  mid-sized  compart 
rom  getting  high-speed  communications? 

Jackhoes,  my  friend. 


High-speed  Internet 


up  to 


Until  now,  if  your  company  wanted  fiber-optic  power,  somebody  had  to  start  digging.  And  digging 
Laying  all  that  cable  could  take  months  and  could  cost  a  staggering  amount.  But  now  smaller  comrr 
choice.  With  Teligent's  SmartWave™  technology,  you  get  massive  communications  power,  from  our  h 
on  the  roof  of  your  office  building.  This  means  Internet  access  up  to  100  times  faster  than  a  dial-u|: 
The  power  jfor  full-motion  videoconferencing.  And  high-quality  local  and  long  distance  phone  sery 
online  billing  system,  e-magine:"  offers  you  an  unparalleled  ability  tc  view  and  analyze  your  bilr 
Web.  All  this'  tS  yours  for  one  flat  monthly  charge  — <  up  to  30%  less  than  you're  currently  paying.  Cc  e 
service  can  be  up  irjas  few  as  10  business  days.  Which  is  about  how  iong  it  takes  to  tear  up  that  sic* 
of  your  building.  Fdn  more  information,  visit  www.teligent  com. 


Sports  Business 


GOLF 


CLUB  FEUD 

Ortiz  of  Orlimar  vs.  Callaway  of  Callaway 


HE  SAID,  HE  SAID: 

Orlimar.  Callaiva 


Ortiz  (left)  says  Callaway  is  oivrrx 
y  says  Orlimar  makes  bogus  clairm 


> 


r 


H  it  enough  that  golf-club  ads  are  tilled 
B  with  plush  photos  and  gushy  testimo- 
Muiais?  Or  must  they  also  be  truthful? 
In  a  sign  of  the  tougli  times  i)i  the  golf 
club  business,  Callaway  Golf  Co.  last 
February  fled  suit  alleging,  a»io>ig  oth- 
er things,  that  upstart  Orlimar  Golf  Co. 
misstated  the  number  of  PGA  Tour  pros 
using  its  hot-selling  Trimetcd  line  of  met- 
al fairway  /roods.  Then  last  mouth,  Call- 
away complained  that  Tour  golfer  Ted 
7)7/60  was  enthusing  Orlimar  clubs  even 
though  Ite  didn't  hare  one  in  his  bag. 
Callaway  has  taken  some  hits,  too.  hi 
May,  Tour  golfer  Paul  Stankowski,  who's 
paid  to  play  Callaway  clubs,  was  dis- 
covered using  another  brand.  Recently, 
Orlimar  ceo  Jesse  Ortiz  and  Callaway 
founder  Ely  Callaway  talked  with  Con- 
tributing Editor  Mark  II  y  man. 


ORTIZ  SPEAKS 

Q:  At  Callaway's  annual  meeting  last 
month,  Ely  Callaway  described  Orli- 
\  mar's  advertising  as  "the  most  mis- 


leading cam- 
paign I  have 
ever  seen  in 
any  field  in 
my  young 
^^^^  life."  Your 

.  Sw        M  reaction? 

A:  That's 
a  pretty 
strong  state- 
ment that  borders  on  legally 
being  a  lot  of  trouble  for  him. 

Q:  Is  your  advertising  misleading? 
A:  That's  absolutely  false.  And  I  guess 
I'm  a  little  bit  bitter  about  [the  accusa- 
tion]. But  I  also  know  this  is  business  in 
America  nowadays.  The  old  adage:  "If 
you  can't  beat  'em,  sue  'em"  holds  true 
in  this  case. 

Q:  What's  your  theory  about  why  Cal- 
laway filed  the  lawsuit — and  filed  it 
when  it  did? 

A:  I  personally  believe  the  lawsuit  was 
filed  to  get  us  unfocused.  It  was  a  very 
shrewd  business  strategy  on  his  part.  I 
think  it  was  also  set  up  to  maybe  mud- 
dy waters  for  us  being  able  to  raise 
capital  

Q:  Could  it  be  that,  as  he  says,  Cal- 
laway simply  believes  you  are  doing 
business  the  wrong  way? 
A:  I  would  like  to  believe  [Ely  Call- 
away] does  not  know  all  the  facts. 
Maybe  that's  wishful  thinking  on  my 
part.  I  certainly  believe  right  now  they 


are  very  serious  about  destroyinlp 

company. 

Q:  Li  the  latest  flap  between  thm 
companies,  Callaway  pointed  owjjp 
Ted  Tryba  was  carrying  an  Or 
golf  bag  but  wasn't  using  even 
your  clubs.  Can  you  defend  that\ 
A:  [Ted]  came  out  of  the  blocks 
very  well.  When  Tour  pros  are 
very  well,  shoot,  a  lot  of  them  don'ili 
to  change  then1  socks.  He  tried  th(| 
and  really  wanted  to  put  them 
bag,  but  he  said:  "Hey,  when  I  co 
bit  and  have  time  to  work  the  p|( 
in,  I'd  like  to  do  that."  We  made  tf 
for  him  because  we  agreed  we  wail 
do  a  deal.  But ...  we  told  him  we  cl 
sign  a  contract  until  he  put  the  m 
[it].  He  earned  the  bag  with  nit 
tract — totally  voluntarily. 

Q:  Then,  last  month  there  wt 

Stankowski  incident. 

A:  It's  unfortunate.  It's  the  old  po: 

throw  stones  if  you  live  in  a: 

house." 

Q:  Assume  Orlimar  had  learnedi 
Stankowski  before  it  was  repoi\i 
the  mainstream  sports  media, 
you  liave  exposed  it? 
A:  I  wouldn't  have.  Partially  not  9  ei 
barrass  Callaway.  But  equally..  iOt 
embarrass  the  player.  Blowing  th 
tie  on  a  pro  would've  put  us  in 
bad  light  with  the  other  players 
Continued  on 


'  98  BUSINESS  WEEK  /  JUNE  21,  1999 


AFTER  30  DAYS,  MOST 
CHARGE  CARD  COMPANIES 
GIVE  YOO  A  WARNING. 

WE  GIVE  YOD  ANOTHER  30  DAYS. 


There  must  be  a  catch,  right?  Actually,  no.  We  understand  that 
sometimes  a  three-day  business  trip  turns  into  three  weeks  and, 
by  necessity,  you  could  use  some  extra  time  to  pay  your  bill.  That's 
why  we  always  give  you  the  convenience  of  an  extra  billing  period  to 
pay  when  you  need  it,  interest-free.  Another  difference  is  having  a  real 
person  answer  your  calls  and  help  you,  24  hours  a  day.  We  also  give 
you  an  award-winning  rewards  program  that  allows  you  to  earn  miles 
that  can  be  redeemed  on  every  major  U.S.  airline.  And,  of  course,  the 
Diners  Club  Card  is  welcomed  by  airlines,  hotels,  car  rental  companies 
and  millions  of  other  places  you  go.  Call  us  at  1  800  2  DINERS. 
We'll  answer  all  of  your  questions,  no  extra  charge. 


I  |fe  Diners  Club 

: JLJr  International 

2881  IfcatSlfc 

BREAKING  THE  PLASTIC  MOLD. 


corp  Diners  Club  Inc 


www  dinersclubus  com 


PowerVox  VII™  (Hearing 
Mate)  does  for  hearing  what 


!  Increase  your  hearing  range  by  a  factor  oflOx,  and 
j  get  top-notch  FM  stereo  reception  besides,  with. . . 

PowerVox  VII  (Hearing  Mate) 
with  included  FM  Stereo  Radio 
by  RodelVox  only  $49.95* 

:,  But  read  this  ad  for  an  even  better  deal! 

The  instructions  of  PowerVox  VU"  (Hearing  Mate)  caution 
you  to  have  the  control  on  "very  low"  when  you  first 
try  it,  because  this  instrument  is  truly  amazing  in  its  sound 
amplification — up  to  10-times  the  actual  level.  You  will  be  able  to  hear 
a  pin  drop  10  feet  away,  television,  the  movies,  and  the  the- 
ater without  any  trouble,  and  every  little  sound  in  your  sur- 
roundings. A  walk  through  the  woods  will  let  you  listen  to  binocukrsdoforseeing.  it  brings 
birds,  deer,  squirrels,  and  even  little  crawly  things.  Tired  of  everything  10-times  closer. 
I  listening  to  the  world  or  to  people?  Simply  push  the  blue  but-  PowerVox  VIP"  is  not  a  medical 
ton  and  you  will  scan  your  choices  of  the  FM  stations  in  your  hearing  device.  It  is  a  way  for  you 
area  in  truly  marvelous  stereo  fidelity.  PowerVox  VIF  (Hearing  to  experience  the  world  of  sound 

Mate)  comes  with  belt/pocket  clip  and  two  AAA  batteries.  "°im?  V""?  t0  mW 
.     \         ,    r    ,  „   ,  ,,,    ,.,   ,  standing  FM  stereo  recep 

We  are  the  exclusive  importers  of  RodelVox  electronic 

instruments  and  can  therefore  bring  you  this  breakthrough  product  for  just 

$49.95.  But  we  have  an  even  better  deal:  Buy  two  for  just  $99.90  and  ive'll  send 

you  a  third  one,  with  our  compliments— absolutely  FREE!  Hear  things  you've 

never  heard  before  and  participate  in  conversation  and  enjoy  the  movies  and  TV 

as  you  haven't  for  a  long  time.  AND,  listen  to  a  first-class  FM  radio  with  brilliant 

tone  and  reception  as  a  "bonus"!  Order  your  PowerVox  VII  "  (Hearing  Mate)  today! 

You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and 
pay  by  check  or  Visa/MasterCard.  Please  give  order 
number  #1076E695.  Add  $4.95  for  ship./ins.  and  sales  tax 
for  CA  delivery.  You  have  30-day  refund  and  one-year 
warranty.  We  do  not  refund  postage.  For  customer  ser- 
vice or  wholesale  information,  please  call  (415)  643-2810  2360  Third  St.,  San  Francisco,  CA  94107 


t)  Order  by  toll-free  phone:  (800)  797-7367  or  by  fax:  (415)  643-2818  © 


out- 
ption. 


THINK  PATTERNS.  REAP  PROFITS. 


Whether  you're  a  business  leader  or 
investor,  this  groundbreaking  guide 
will  help  you  to  anticipate  sources 
of  profit  before  they  develop. 
Through  more  than  200  case  studies, 
telling  diagrams,  and  strategy 
exercises,  Profit  Patterns  provides 
all  the  tools  you  will  need  to 
capture  tomorrow's  profit  zones. 


Profit  Patterns  is  the  new 
book  from  the  authors  of 
The  Profit  Zone — one  of 
BusinessWeek's  ten  best 
business  books  of  1998. 


"Otters  a  powerful  framework  for  making  sense  out  of  a 
complex  and  changing  business  landscape.  I  hope  our  managers 
read  it  and  our  competitors  don't." 

— John  W.  Madigan,  chairman,  president, 


MERGER 

Management  Consulting 

nttp://\vww.  mercefmc.com 


and  CEO,  Tribune  Company 
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TIMES  BUSINESS 


www.otrandom  com/profitpotterns 


Sports  Busines 


CALLAWAY  SPEAI 


Q:  Before  it  was  widely  known,  yo 
sued  a  statement  that  exposed  Ted 
ba  for  not  carrying  an  Orlimar  < 
Why  point  it  out? 
A:  Any  time  any  pro  carries  a 
away  bag,  that  pro  by  contract  i 
use  at  least  10  Callaway  golf  clubs, 
erwise,  we  feel  we  are  misleading 
public.  When  we  saw  a  case  of  one 
fessional  who  got  an  awful  lot  of  ai  "  ; 
tion  on  TV  for  shooting  a  61  anc  f 
found  out  that  the  bag  he  was  can 
with  a  very  prominent  logo  on  itj 
not  have  even  one  of  that  comp; 
clubs  in  that  bag,  we  felt  that  w 
pretty  good  example  of  blatantly 
leading  the  public  — 


Q:  Can  you  explain  the  circumsta. 
in  the  Stankowski  ease? 
A:  The  minute  v/e  knew  about  it 
had  a  letter  written  to  him  telling 
he  was ...  in  violation  of  his  contra 


Q:  Even  with  Orlimar's  rapid  grt 
its  revenues  [$6.8  million  in  1998] 
a  tenth  of  Callaway's  last  year.  Is 
mar  a  serious  competitor? 
A:  Everyone  out  there  is  a  serious 
petitor  or  potentially  is.  These  p< 
have  good  golf  clubs.  They  are  se 
quite  a  few  of  them,  and  they  are 
ing  claims  . . .  detrimental  to  Call: 
because  they  compare  themselves 
Callaway  in  their  advertising. 


Q:  Have  you  ever  played  a  rout 
golf  with  an  Orlimar  club? 
A:  We  hit  all  our  competitors'  c 
yes.  Orlimar.  Adams.  Titlelist,  T: 
Made. 

Q:  No,  you  personally.  Ever  stooi 
on  a  golf  range  and  hit  an  Orl 
club? 

A:  Yes,  me.  I  told  you,  they  make 
ty  good  golf  clubs. 

Q:  Would  you  carry  an  Orlimar  cl 
your  bag? 

A:  Not  unless  I'm  willing  to  get  sh 
my  employees. 

Q:  Why  do  think  golfers  are  buyin 
limar  clubs? 
A:  Because  a  lot  of  them  believi 
evidence  that  they  see  in  their 
They  don't  mention  that  occasio 
people  find  their  shallow-faced  fai 
woods  tend  to  allow  you  to  pop  th» 
up . . .  [With]  any  shallow-faced  clu: 
easy  to  have  a  pop-up.  And  that  i 
necessarily  a  slam.  It's  just  a  fact. 


It's  never  too  early  to  teach  our  kids  about  economics. 

Chances  are  your  children  are  not  familiar  with  401  (k)  plans.  They  are,  after  all,  children.  As  they 
grow  older,  they're  going  to  be  faced  with  a  dizzying  array  of  economic  options.  Whether  it's  saving 
their  allowance  or  saving  for  their  retirement,  we  need  to  prepare  them  to  make  the  right  choices. 

This  is  why  The  McGraw-Hill  Companies,  alongside  the  National  Council  on  Economic  Education, 
is  supporting  a  campaign  for  economic  literacy.  With  our  expertise  in  education,  finance  and  busi- 
ness, we  can  help  students  become  more  responsible  citizens.  As  part  of  America's  Promise,  we've 
committed  $2.5  million  to  bringing  our  resources  and  volunteers  into  the  classroom. 

We're  proud  to  provide  our  nation's  children  with  the  resources  they  need  to  succeed.  We're  proud 
to  be  a  part  of  America's  Promise.  For  more  information,  visit  our  Web  site  at  www.mcgraw-hill.com. 


Hi 

HERB 

mm 


^  America's  Promise 

The  alliance  for  youth" 


The  McGraw  -Hill  Companies 

Keeping  the  world  up  to  speed. 
The  McGraw-Hill  Companies  is  keeping  America's  Promise. 


The  Workplace 


ABOR 


A  LEG  UP 

FOR  THE  LOWLY  TEMP 

Advocates  are  lobbying  for  better  benefits  and  an  employers'  code  of  conduct 


IVou'll  get  an  earful  if  you  ask 
mm  Thomas  Sullivan  what  it's  like  to 
W  be  a  temp.  Two  people  working 
I  side  by  side  at  exactly  the  same 
ob  may  get  different  paychecks  if  they 
vere  hired  by  separate  temp  agencies, 
ays  the  Quincy  (Mass.)  resident,  who 
sually  temps  in  telephone-call  centers. 
)ne  agency  made  it  clear,  he  says,  that 

client  company  didn't  want  him  be- 
ause  he's  too  old  (Sullivan  is  in  his 
nid-40s).  When  another  agency  tried  to 
irevent  him  from  collecting  unemploy- 
ment benefits  by  saying  he  had  quit  a 
ob  when,  in  fact,  he  had  been  laid  off, 
iullivan  got  legal  help  from  the  Cam- 
iaign  on  Contingent  Work,  a  Boston 
dvocacy  group.  "As  a  temp,  you  have 
10  security  or  rights,"  says  Sullivan. 
They  can  dump  you  for  anything,  and 
hey  don't  even  need  a  reason." 

In  recent  years,  more  than  a  dozen 


ELPING  HANDS 


>oltero  got  training  and  tutoring 
rom  a  trailblazing  agency 
n  California — and 
anded  ajob 


advocacy  groups  have  sprung  up  around 
the  country  to  help  people  such  as  Sul- 
livan. They  point  out  that  the  8  million- 
plus  employees  who  move  in  and  out 
of  temp  work  every  year  get  paid  less 
than  full-timers,  lack  health  care  and 
other  benefits,  and  often  fall  through 
the  cracks  in  labor  and  employment  law. 
GOOD  timing.  The  groups  are  experi- 
menting with  various  approaches.  Some 
offer  legal  aid  and  job  counseling.  Oth- 
ers are  lobbying  cities  and  states  to 
pass  laws  that  would  help  temps  with 
everything  from  benefits  coverage  to 
unemployment  insurance,  which  in  many 
states  excludes  temps.  A  San  Jose 
(Calif.)  group  even  started  a  nonprofit 
temp  agency  that  plans  to  forgo  profits 
to  subsidize  job  training  and 
health  care  for  members. 

Now,  these  groups 
aim  to  tackle  the 


issue  nationwide.  In  March,  seve| 
dozen  leaders  formed  a  loose  coalith 
that  plans  to  push  for  federal  and  st 
laws  to  help  such  "nonstandard"  wo 
ers,  who  do  everything  from  clerifc 
work  to  light  manufacturing.  Their 
fort  may  be  well-timed,  with  tods 
tight  labor  markets  giving  conting 
workers  more  leverage. 

The  group  also  is  planning  a  en 
paign  later  this  year  for  a  code  of  ci- 
duct  for  the  temp  industry.  It  will  fix 
a  code  adopted  in  1997  by  the  Te 
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Online  sales  oi  books,  CDs  and  videos  have  gotter 
all  the  attention.  But  the  biggest  opportunity  ir 
3-commerce  is  businesses  selling  to  other  businesses 
IBM  is  helping  thousands  of  them  do  just  thai 

Read  on  to  find  out  how 


lU  these  numbers."  wrote  e.biz  in  the  March  22  edition  of  Business  Week, 
erce  between  businesses  is  jive  times  us  much  as  consumer  e-commerce, 
$43  billion  last  year.  And  by  2003,  Forrester  Research  Inc.  figures  it  will 
to  $1.3  trillion.  That's  10  times  consumer  e-commerce,  constituting  9°/o  of 
justness  trade,  and  more  than  the  gross  domestic  product  of  Britain  or  Italy. 
2006  or  so,  it  might  reach  up  to  40%  of  all  U.S.  business,  liou.^ 


■nse,  actually.  Businesses  already  run 
operations  on  computer  networks  and  use 
irks  to  communicate  between  locations, 
I  and  suppliers.  For  them,  adding  secure 
e-commerce  systems  is  simply  the  next 


)  you  need?  Where  do  you  start?  How  do 
lvesting  a  fortune  in  hardware.  Miltware 
istrative  overhead?  What  e-commerce 
right  lor  your  company  and  industry? 

companies  answer  questions  like  these 
Companies  as  varied  as  Mercedes-Benz, 
es  International,  PETsM AH T  and  Lehigh 


'.Supply  Co. 


W  hether  it's  Web-hosting  services,  high-volume  Web 
servers  and  software,  or  the  130,000  consultants, 
strategists  and  implementers  of  IBM  Global  Services, 
IBM  has  (he  resources  to  help  your  company  get  up 
to  e-commerce  speed. 

\la\be  \ou"d  like  to  do  direct  online  sales;  set  up  an 
extranet  to  cut  inventory  carrying  costs;  enable  your 
dealers  to  order  and  process  transactions  online. 
Or  mavbe  you're  interested  in  online  procurement, 
(e-commerce  is  also  about  streamlining  financial 
relationships  with  existing  suppliers.) 

Let  II5V1  help  your  company  reap  the  business-to- 
business  benefits  ol  e-comnicrce  so  vou  can  get 
started  right  now. 


!  this  chart  to  sec  hoic  IBM  can  help  you  join  the  e-commerce  revolution  today. 
I 


are  you? 


lall  business  with 
yees,  setting  up 
store. 

in  IT  department. 


size  business  or  a 
arger  corporation, 
iline  presence. 


irge  corporation 
ive  strategic 
antage  using 


leant  IT  department 


What  do  you  want  to  do? 


•  Have  a  robust  Web  site 

•  Accept  credit  cards  securely 

•  Sell  up  to  500  different  items  online 

•  Operate  hassle-free 


•  Build  or  expand  online  sales  securely;  generate 
significant  transaction  volume. 

•  Build  interactive  customer  relationships 

•Tie  into  existing  IT  systems  for  inventory  and  billing 

•  Administer  and  maintain  Web  site 


Design  effective  e-commerce  solutions 
Integrate  with  existing  enterprise  systems. 
Get  support  to  optimize  performance  by 
managing  growth. 
Maximize  ROI. 


What  do  we  have  for  you? 


IBM  HomePage  Creator  makes  it  easy  to 
set  up  and  manage  an  online  store  Catalogs, 
shopping  carts,  credit  card  transactions  and 
hosting  by  IBM 

Starting  at  just  $39.95  a  month. 
FREE  setup.  FREE  one-month  trial. 


IBM  e-commerce  Start  Now  program 

has  all  you  need  to  set  up  your  e-commerce  site 
quickly  IBM  Net  Commerce  software  works  with 
NT,' UNIX  and  midrange  servers  (including  IBM 
Web  servers).  Business  Partner  consulting  and 
implementation  services  are  also  included. 
As  low  as  $1,099  a  month.' 


IBM  e-commerce  Services  can  help  you 

transform  your  business,  with  everything  from 
developing  a  business  strategy  to  implementing 
and  managing  the  e-commerce  solution 
that  fits  your  requirements 


In  1999,  IBM  will 
rely  on  online  procurement 
to  conduct  $12  billion  worth 
of  business  with  more  than 
10.000  suppliers. 


Shell  Services  Intl.* 

employed  an  IBM  extranet 
to  automate  delivery  of 
chemical  products, 
increasing  sales  by  45%. 


Gul  (stream 

processes  70%  of  its 
orders  online,  with  the 
help  of  an  IBM  RS/6000' 
Web  server 


r 


An  electronic  supply  ■■■■ 
chain  solution  from  IBM 
Global  Services  helped 
Mercedes  increase  M-Class 
production  by  20% 


now:  Go  to  www.ibm.eom/e-business/start1  or  call  1  800  IBM-7080,  ext.  EC20. 
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■  Together@Work 

Group  founded  by 
San  Jose  AFL-CIO 
chapter  has  a  non- 
profit temp  agency 
that  plans  to  forgo 
profits  to  subsidize 
members'  health 
care. 


■  Campaign  on  Con- 
tingent Work,  Boston 
center  helps  temps 
who  come  in  with 
legal  and  employ- 
ment problems  and 
lobbies  city  and 
state  for  new  laws 
for  temps. 


■  Carolina  Alliance 
for  Fair  Employment. 

a  South  Carolina 
community  group, 
has  1,000  dues-pay- 
ing, low-wage 
temps.  It  provides 
legal  help  and  lob- 
bies for  legislation. 


■  Temp  Workers 

Alliance,  a  northern 
New  Jersey  group, 
publishes  a  con- 
sumer guide  listing 
local  temp  agencies 
that  follow  the 
Alliance's  employ- 
ment principles. 


<ers  Alliance  in  northern  New  Jer- 
table).  The  idea  is  similar  to  codes 
m  up  in  the  apparel  industry  to 
with  sweatshops.  Essentially,  ad- 
cy  groups  hope  to  pressure  the  in- 
ry  to  police  itself  by  agreeing  to  a 
non  set  of  principles.  "We're  try- 
,o  create  new  models  for  the  next 
ration  of  employee  organizations  to 
jsent  temps  and  other  contingent 
:ers,"  says  Amy  Dean,  head  of  the 
Jose  arm  of  the  afl-cio,  which 
ed  the  nonprofit  temp  agency, 
le  move  isn't  likely  to  sit  well  with 
:emp  industry,  which  has  resisted 
\7ew  Jersey  effort.  "We  don't  feel 
as  an  industry  we  need  to  have  a 
rnment  or  any  other  entity  acting 
watchdog,"  says  Edward  A.  Lenz, 
ral  counsel  of  the  National  Associ- 
of  Temporary  &  Staffing  Services 
>S),  an  industry  trade  group, 
e  groups  have  been  moved  to  ac- 
by  phenomenal  growth.  Nearly  3 
hi  workers  hold  temp  jobs  on  a 
l  day,  double  the  number  in  the 
1990s,  according  to  the  NATSS.  But 
)ver  is  more  than  400%  a  year, 
ly  because  three-quarters  of  temps 
)ermanent  posts.  As  a  result,  some 
lillion  workers,  more  than  6%  of 
workforce,  spent  at  least  part  of 
temping,  the  xatss  estimates, 
lile  many  temps  like  the  flexibility 
ing  offers,  they  earn  only  $329  a 
on  average,  35%  less  than  regular 
ers,  according  to  the  Bureau  of  La- 
Statistics.  Only  7%  of  temps  get 
h-care  insurance  from  their  em- 
r,  and  just  4%  get  a  pension, 
mp  groups  claim  that  abusive  and 
illegal  working  conditions  are  wide- 
d.  No  hard  data  exist,  but  xatss 
lis  concede  that  abuses  occur.  They 
!  that  most  are  committed  by  small 
aes,  not  such  giants  as  Manpower 
•r  Olsten  Staffing  Services, 
e  of  the  few  surveys  found  big 
laints  from  temps.  In  1994,  a  South 
ina  community  group  called  the 
ina  Alliance  for  Fair  Employment 
)  paid  some  two  dozen  temps  for  a 
to  detail  problems  they  had  en- 
ered.  They  said  that  agencies  tell 
5  to  take  jobs  they're  not  trained 
nd  don't  provide  that  training, 
ties  also  don't  give  written  notice 


of  what  the  wage  will  be,  put  temps  in 
unsafe  working  conditions,  and  often 
place  them  based  on  race,  age,  or  sex. 
The  group  tried  to  implement  a  code 
of  conduct  based  on  the  findings  but 
gave  up  after  agencies  refused  to  com- 
ply, says  Charles  Taylor,  cafe's  head. 

The  New  Jersey  Temp  Workers  Al- 
liance picked  up  cafe's  code  idea  and 
gave  it  a  consumer-oriented  approach. 
It  drew  up  24  "Principles  of  Fair  Con- 
duct" and  invited  all  500  temp  agencies 
in  the  state  to  sign  in  1997.  The  natss 
mounted  vigorous  opposition.  "Their 
credibility  is  suspect  to  us  because  they 
operate  under  the  auspices  of  the  afl- 
cio,"  says  the  natss'  Lenz.  Barrie  A. 
Peterson,  an  Alliance  founder,  says  the 
local  afl-cio,  the  United  Way,  and  Re- 
publican-dominated Bergen  County  all 
contribute  to  his  group's  budget. 

Still,  32  New  Jersey 
agencies  have  endorsed 
the  Alliance's  principles 
so  far.  The  group  pub- 
lishes a  Consumer  Re- 
ports-style review  that 
lists  agencies  using  "best 
practices."  "I  agreed  be- 
cause it  sounded  like 
they're  trying  to  keep 
the  industry  legitimate," 
says  Alan  Baker,  owner 
of  Horizon  Personnel 
Inc.,  a  small  agency  in 
Parsippany,  N.J. 

The  San  Jose  group 
decided  to  go  even  fur- 
ther and  create  a  model 
agency.  It's  part  of  an 
ambitious  three-year 
project  by  the  San  Jose 


At  least  32  temp 
agencies  in  New  Jersey 
have  adopted  the  Temp 
Workers  Alliance's  "Prin- 
ciples of  Fair  Conduct. " 
A  sampling: 

■  Applicants  are  not  given 
or  refused  assignments 
based  on  gender,  race,  age 
national  origin,  religion, 
sexual  orientation,  size,  or 
physical  ability. 

■  Adequate  on-site  orien- 
tation and  training  are  pro- 


Focusing  on  low-wage  clerical  jobs  ii 
Silicon  Valley,  the  agency  has  placed  ; 
dozen  temps  since  it  opened  early  thi: 
year.  It  formed  a  link  with  a  local  com 
munity  college,  where  it  offers  mem 
bers  free  classes  in  computer  skills  anc 
word  processing.  One  temp,  Mireyj 
Soltero,  spent  seven  months  getting 
training  and  finishing  a  high  schoo 
equivalency  diploma.  That  helped  hei 
qualify  for  a  data-entry  job  at  M&A 
Home  Medical  Co.,  a  private  company  ii 
Sunnyvale,  Calif.  "I  asked  my  boss  for  i 
permanent  job,  and  [now]  he's  looking 
for  something  for  me,"  says  Soltero 
who  started  in  late  April. 
PREMIUM  PRICE.  M&M  was  willing  to  paj 
Soltero  $10  an  hour,  more  than  whai 
other  local  agencies  charge,  because  o 
her  prior  training.  "We've  hired  tw< 
temps  from  them,  and  they'll  be  oui 
first  choice,  because  oth 
er  agencies  don't  brin^ 
us  the  caliber  of  peopk 
we  need,"  says  Bot 
Burnett,  m&m's  opera 
tions  director. 

Solutions@Work  als( 
is    negotiating  wit! 


vided  for  each  assignment. 


health-care  provider; 
for  a  group  rate,  say* 
Dean.  Eventually,  if  tht 
agency  grows  fast 
enough,  it  hopes  to  taj 
the  markup  other  agen 
cies  take  as  profit  anc 
return  it  to  members  sc 
they  can  buy  coverage. 

Of  all  the  ranks  o 
temps,  says  the  xatss 
about  one-third  choose 
temp  jobs  for  the  flexi 


afl-cio  to  help  temps   '-    bility.  The  rest,  howev 


and  other  contingent 
workers.  The  AFL-cio's 
Dean,  director  of  the 
project,  has  raised  $1 
million  from  private 
foundations.  She  formed 
a  temp  group  called  To- 
gether@Work,  which  be- 
gan accepting  dues-pay- 
ing members  in  January. 

Dean  also  started  the 
nonprofit  agency  called 
Solutions@Work  to  help 
temps  find  good  jobs. 


The  agency  does  not 
require  temp  workers  to 
register  with  it  exclusively 
or  prohibit  temps  from 
accepting  a  job  directly 
with  a  client  company. 

■  The  agency  will  not 
require  client  companies  to 
pay  an  additional  fee  for 
hiring  a  temp  as  a  perma- 
nent employee. 

DATA:  TEMP  WORKERS  ALLIANCE 


er,  say  they  want  i 
permanent  job.  Advo- 
cacy groups  may  not 
achieve  that  goal.  But 
today's  booming  econo- 
my is  giving  temps  anc 
their  defenders  a  win- 
dow of  opportunity 
for  making  their  con- 
cerns something  morc- 
than  just  a  temporary 
concern. 

By  Aaron  Bernstein 
Washington 


Legal  Affairs 


COMMENTARY 

By  Mike  France 


A  WEB  SALES  TAX:  NOT  IF,  BUT  WHEN 


Death  and 
taxes  are  the 
only  two  certain- 
ties in  life,  right?  Well, 
don't  break  the  news  to  anyone  on 
the  Net.  Amid  all  the  euphoria  about 
the  rapid  growth  of  E -commerce, 
there's  an  important  thing  many  peo- 
ple have  forgotten:  Online  merchants 
are  getting  a  free  ride  on  taxes. 

For  the  time  being,  nobody  is  pay- 
ing sales  taxes  when  they  buy  books, 
clothing,  or  anything  else  on  the  Net. 
Given  that  the  average  sales  tax  rate 
in  the  U.  S.  is  about  6.3%,  that 
means  state  and  local  governments 
are  giving  E-business  a  huge  sub- 
sidy. University  of  Chicago  economist 
Austan  Goolsbee  estimates  the  value 
of  this  gift  was  $430  million  last  year. 

The  big  hope  of  many  Net  mer- 
chants is  that  the  tax  holiday  will  last 
forever.  It  probably  won't.  Sales  taxes 
account  for  about  49%  of  all  state  tax 
revenues — more  than  individual  and 
corporate  taxes  combined.  And  in  cities 
and  counties,  sales  levies  account  for 
about  16%  of  all  taxes  collected. 

That  means,  basically,  that  the  na- 
tion's governors  and  mayors  need 
sales  taxes  to  balance  their  bud- 


gets— not  to  mention  to  pay  for 
schools,  law  enforcement,  highway 
repair,  and  the  other  important  work 
they  do.  As  E-business  accounts  for 
a  bigger  chunk  of  the  economy, 
there's  no  way  they're  going  to  let 
sales  tax  revenues  dwindle  away. 

This  will  have  a  huge  impact  on 
E-biz.  Net  shoppers  are  nothing  if 
not  price-sensitive.  In  a  recent  study 
of  25,000  consumers,  Goolsbee  con- 
cluded that  online  spending  would 
drop  by  30%  or  more  if  taxes  were 
suddenly  imposed.  This  short-term 
blow  wouldn't  kill  healthy  E-busi- 
nesses, but  it  would  certainly  threat- 
en many  marginal  ones. 
SIMPLIFY  OR  ELSE.  The  nation's  gov- 
ernors and  mayors  are  also  in  for  a 
New  World  Order.  To  get  the  legal 
authority  to  force  out-of-state  mer- 
chants to  fork  over  sales  taxes, 
they're  going  to  need  an  act  of  Con- 
gress— not  to  mention  the  cooperation 
of  the  business  community.  The  price 
for  that  assistance,  however,  is  likely 
to  be  a  dramatic  simplification  of  the 


existing  tax  s 
tern.  States  will  be 
forced  to  harmonize  diffe: 
ences  over  whether  items  such  as 
clothing  and  medicine  are  subject  t 
taxation.  Also,  they'll  face  pressure ) 
get  rid  of  the  crazy  quilt  of  city  an< 
country  sales  taxes  now  in  place —  i  I 
prospect  that's  certain  to  rile  local 
governments.  The  Net  "is  going  to  i 
force  people  to  retliink  sales  taxatii ,' 
says  Jonathan  Zittrain,  executive  d 
rector  of  Harvard  Law  School's  Be  :- 
man  Center  for  Internet  &  Society 
"A  number  of  [ideas]  that  would  h<e 
seemed  radical  without  the  Interne 
are  becoming  mainstream  now." 

Although  most  people  aren't  aw  re 
of  it,  sales  taxes  are  technically  di 
whenever  anyone  makes  a  purcha.! 
online.  Last  year's  much-ballyhooe 
Net  tax  moratorium  only  applied 
"new"  levies,  not  already  existing 
state  and  local  sales  taxes.  These 
levies  haven't  been  collected,  howta 
er,  because  of  the  inability  of  statf  j 
and  localities  to  force  merchants  in- 
side their  borders  to  pay. 

The  same  holds  true,  incidental, 
for  the  $93  billion  catalog  sales 
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THE  PRINCIPLES  OF 
AVIATION 

In  the  demanding  world  of  aero- 
nautics, every  single  component 
must  be  officially  approved  and 
certified.  We  apply  the  same 
principle  to  the  manufacturing  of 
our  wrist  instruments. 
Our  movements  meet  all  the 
precision  and  reliability  criteria 
required  to  obtain  chronometer 
certification.  Moreover,  every  last 
detail  of  our  watches  is  designed 
for  intensive  use. 
One  simply  does  not  become  an 
aviation  supplier  by  chance. 


/OYAL  MAUI  JEWELERS 
Fashion  Valley  Center 
f  San  Diego,  CA 

'  619.294.8160 

-■\    f  '  ' 

M         FOR  A  CATALOG  PLEASE  CALL  800/64 1  73  43 

'■'f  'lKr''" 

STRUMENTS    FOR  PROFESSIONALS 

www.breitling.com 


THE  ESSENCE  OF 
BREITLING 

CHRONOMAT.  Selfwinding  chro- 
nograph. Breitling's  leader 
model,  created  in  cooperation 
with  the  Italian  Frecce  Tricolori 
elite  flight  team. 


BREITLIN 
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dustry  But  because  the  L.  L.  Beans 
and  J.  Crews  never  threatened  to 
eat  as  big  a  chunk  of  retail  sales  as 
the  Internet  does,  states  and  locali- 
ties have  been  willing  to  let  the  issue 
slide.  They're  drawing  the  line  at  the 
Net,  though.  Online  retail  spending 
is  growing  at  a  rate  of  70%  annual- 
ly— and  is  expected  to  hit  nearly 
$108  billion  by  2003  (chart).  "So 
many  more  products  can  be  sold  on- 
line than  though  mail  order.  That's 
why  [cities  and  states]  are  making 
such  a  big  deal  about  this,"  says 
Michael  Maserov,  senior  policy  ana- 
lyst at  the  Center  on  Budget  & 

AS  ONLINE  RETAIL 
SPENDING  GROWS... 


impossible  for  them  to  compete  wi 
E-tailers  unless  a  way  is  developec 
to  collect  taxes  on  the  Net.  Togeth 
these  two  groups  appear  to  have 
more  than  enough  clout  to  ensure 
that  the  Web  doesn't  stay  taxfree. 
"The  amount  of  money  at  stake  is 
just  too  great"  for  the  current  stat 
of  affairs  to  continue,  says  Charle: 
E.  McLure,  a  senior  fellow  at  Star 
ford  University's  Hoover  Institutic 
But  to  win  this  war,  states  and 
calities  are  going  to  have  to  brace 
for  big  changes.  Because  of  differ- 
ences in  local  taxes,  there  are  doz^s 
of  tax  rates  in  some  states.  And 

...MORE  SALES  TAXES 
WILL  SLIP  AWAY 
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DATA:  FORRESTER  RESEARCH:  AUSTAN  G00LSBEE,  UNIVERSITY  OF  CHICAGO 


Policy  Priorities  in  Washington. 

As  a  sign  of  how  serious  gover- 
nors and  mayors  are  about  this  issue, 
consider  the  saga  of  the  Advisory 
Commission  on  Electronic  Commerce 
(acec) — the  group  Congress  created 
last  October  to  advise  it  on  Net  tax 
policy.  In  a  carefully  crafted  compro- 
mise, Congress  decided  the  acec 
would  have  eight  members  from  the 
Net  industry  and  eight  from  states 
and  localities.  When  it  was  an- 
nounced in  December  that  Congress 
had  named  nine  business  members 
and  seven  from  government,  the 
U.  S.  Conference  of  Mayors  and  Na- 
tional Association  of  Counties  got  so 
mad  they  filed  a  lawsuit  to  block  the 
Commission  from  meeting. 
BYZANTINE.  The  result:  Congress 
bumped  former  Netscape  Communica- 
tions Corp.  Chairman  James  Barks- 
dale  from  the  acec  and  appointed  a 
county  commissioner  from  Oregon. 
After  a  delay  of  months,  acec  will  fi- 
nally hold  its  first  meeting  on  June 
21-22  in  Williamsburg,  Va. 

Cities  and  towns  aren't  the  only 
ones  worried.  Traditional  brick-and- 
mortar  stores  worry  that  it  will  be 


there  are  enormous  variations  fro  if 
place  to  place  in  the  types  of  goo<  ' 
subject  to  sales  levies.  Items  suclis 
food,  clothing,  medicine,  and  newsa- 
pers  are  treated  differently  jurisd- 
tion  to  jurisdiction.  Even  with  th( 
help  of  sophisticated  software,  it 
would  be  all  but  impossible  for  m  t 
Web  merchants  to  cope  with  the  :■ 
isting  sales  tax  system,  McLure  s'* 
The  states  recognize  the  problem 
and  are  trying  to  cope  with  them 
its  February  meeting,  the  Nationa 
Governors'  Assn.  called  for  a  "21st 
Century  sales  tax"  that  would  app 
to  the  Net.  In  so  doing,  they  agret 
to  work  to  establish  a  single  rate 
each  state,  harmonize  rules  across 
state  lines,  and  create  a  more  cenirl 
ized  tax-collection  system.  That's  ; 
good  development  and  should  ulti- 
mately lower  costs  for  business  ai 
consumers  alike.  No  doubt  many  < 
these  adjustments  will  be  painful.  to 
there  is  no  choice.  The  altemativefto 
these  reforms — losing  a  piece  of  t  • 
E -commerce  pie — would  be  worse 


Former  corporate  lawyer  Fiftc 
spent  many  nights  reading  the  tax- 
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Three  further  sponsors  of  live  tv  to  be  announced. 
For  information  on  advertising  and  sponsorship  opportu- 
nities on  Telecom  99  +  Interactive  99  live  tv  call  Michael 
Wolf  on  Tel  +44  (0)  1628  502930. 
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IMPORTANT  MESSAGES  CAN  END  UP  ANYWHERE.  SO  GET  SUREPAGE8  FROM  PA 
AND  GET  THE  MESSAGE,  NO  MATTER  WHAT.  You're  looking  at  a  message  that  didn't  make  it.  It  tr 
you.  But  your  pager  was  off.  Or  you  were  on  a  plane  for  hours.  Fortunately,  there's  SurePage  service  from  PageNet 
messages  when  you  can't  be  reached  and  delivers  them  automatically  when  you're  back  in  range.  Even  e-mails.  So  get 
Because  you  don't  know  what  you  re  missing  FREE  PERSONAL  TOLL-FREE  NUMBER  WITH  SUREPA 
CALL  I-888-80I-SURE. 


v/ww.pa^enet.com/surepage 

fageNet  SurePage  features  Motorola's  PFI500  pager  which  offers 
confirmed  message  delivery  to  ensure  you  never  miss  a  message. 
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ZD  BY  NEIL  GROSS 


E  THERAPY  FOR 
OPHILIA:  NOW 
BIN  REACH' 

OMENTAL  GENE  THERA- 

iay  soon  bring  relief  to 
ts  with  hemophilia.  On 
I,  doctors  at  the  Uni- 
y  of  Pittsburgh  began 
ing  the  gene  for  blood- 
ig  factor  directly  into 
its'  bodies — the  first 
clinical  trial  for  this 
e.  The  next  week,  at 
rsity  of  North  Carolina 

I  researchers  reported 
i  single  dose  of  the 

,  dotting  gene  prompted 

0  produce  the  crucial 
f  n  continuously  for  11 
lj  is.  Avigen  Inc.,  a 
i]  h  company,  also  has 
|  'or  gene-therapy  trials. 
I  is  not  pie  in  the  sky 
I  re,"  says  Dr.  Christo- 
•  L  Walsh,  clinical  direc- 
I  unc's  Gene  Therapy 
!  r.  A  gene  therapy 
|  lent  for  hemophilia  "is 
I  ithin  reach." 

\  le  blood-clotting  genes 
ij  dl-known,  doctors  un- 
I  lacked  an  effective  de- 
al iiechanism.  A  standard 
ch — removing  cells 
atients'  bodies,  insert- 
desired  gene,  and  re- 
the  cells — has  had 
nited  success  with  oth- 
!S  of  diseases, 
is  for  hemophiliacs  now 
improved  "vectors"  for 
ig  the  new  dna  into 
ithin  the  body.  Cliiron 
sponsor  of  the  Pitts- 
trial,  deploys  a  modi- 
rovirus  to  deliver  the 
<  liver  and  spleen  cells, 
id  Avigen  rely  on  a 

1  version  of  a  different 
ailed  an  adeno-associ- 
rus,  to  deliver  the  dna 
r  or  muscle  cells.  If 
Dproaches  work  as  well 
tans  as  they  have  in 
id  dogs  in  the  lab,  re- 
rs  say,  the  new  genes 
Jduce  sufficient  blood- 
factor  to  prevent  lin- 
ed bleeding — and  thus 
J  painful  and  crippling 
oblems.    John  Carey 


TINY  HELICOPTERS 
THAT  GO  BOLDLY 
WHERE  NO  MAN... 

EVEN   WITH   FOUR  ROTORS, 

Ilan  M.  Kroo's  Liliputian 
helicopters  can't  carry  a  lot 
— just  a  gram  or  two  of  pay- 
load.  But  when  dispatched  in 
swarms,  carrying  all  kinds  of 
sensors,  they  might  be  more 
effective  at  exploring  Mars 
than  any  wheeled  robot.  And 
hundreds  of  the  postage- 
stamp-size  helicopters  would 
fit  comfortably  into  the  space 
needed  by  another  Land 
Rover.  That's  why  nasa  has 
so  far  chipped  in  some 
$70,000  for  research  and 
development  over  the  past 
six  months  at  Stanford  Uni- 
versity, where  Kroo  is  a  pro- 
fessor of  aeronautics. 

The  tiny  rotors  and  their 


even-smaller  motors — 
about  the  size  of  a 
thumbtack  and  a  grain 
of  rice,  respectively — 
are  fabricated  by  Fritz 
Prinz,  head  of  Stan- 
ford's Rapid  Prototyp- 
ing Laboratory.  The 
RPL  has  ultraprecise 
machining  tools,  and 
Prinz  has  written  a 
computer  program  that 
carves  out  a  wax  mold  for 
the  rotors.  The  mold  is  filled 
with  epoxy  plastic.  Then  the 
tools  sculpt  the  top  surface 
of  the  rotor  before  it's  lifted 
from  the  mold.  "So  we  have 
an  automated  way  of  making 
hundreds  at  a  time,"  says 
Kroo,  should  nasa  decide  to 
send  the  'copters  to  Mars. 
And  if  nasa  needs  them  to 
carry  bigger  sensors,  Kroo 
says  he  can  scale  up  the  de- 
sign for  payloads  as  heavy  as 
100  grams. 

First,  though,  Kroo  must 
prove  that  the  automated 
control  system  he  has  devised 
for  his  miniature  'copter's  can 
keep  them  in  the  ah-  for  ex- 
tended periods  outside  his 
lab.  So  far,  all  tests  are  "go," 
and  a  long-duration  demon- 
stration flight  for  nasa  could 
happen  before  the  end  of 
June.  Otis  Port 


SAFE  GLUCOSE  LEVELS,  ALL  THE  TIME? 

IN  CLINICAL  TRIALS,  IMPLANTABLE  INSULIN  PUMPS  HAVE 

helped  diabetes  patients  keep  their  blood  sugar  under 
control.  They  work  by  continuously  pumping  low  doses 
of  insulin  into  the  patient's  bloodstream.  But  such 
pumps  don't  yet  have  the  smarts  to  respond  to  spikes  in 
glucose  triggered  by  certain  foods. 

University  of  Delaware  researchers  hope  to  improve 
the  pumps  by  pairing  them  with  tiny  glucose  sensors 
and  computer  chips.  The  chips  will  predict  variations  in 
glucose  levels  and  adjust  the  amount  of  insulin  they  de- 
liver. The  key,  says  UD  doctoral  candidate  Robert  S. 
Parker,  is  a  highly  efficient  algorithm  embedded  in  the 
chip.  With  support  from  Roche  Diagnostic  Systems  Inc. 
and  the  National  Science  Foundation,  Parker  and  chemi- 
cal engineering  professor  Francis  J.  Doyle  III  ran  com- 
puter simulations  in  which  the  algorithm  successfully  es- 
timated future  glucose  levels  based  on  a  simplified 
model  of  how  the  body  consumes  glucose,  plus  data  on 
current  and  past  insulin  delivery  rates.  Such  pumps 
could  be  available  in  three  to  five  years.  □ 


INNOVATIONS 


■  A  long,  hair-thin  prism 
transforms  light  into  a  rain- 
bow of  colors.  Researchers 
from  Lucent  Technologies 
Inc.'s  Bell  Laboratories  un- 
veiled the  innovative  glass 
fiber  last  month.  Microscopic 
holes  in  the  fiber  are  respon- 
sible for  the  shifting  colors — 
they  range  from  infrared  to 
yellow,  green,  blue,  and  vio- 
let— as  light  travels  through 
the  fiber.  So  what's  the  prism 
good  for?  Shimmering  flat- 


panel  displays  and  advertising 
signs  are  two  possibilities. 

■  On  May  27,  a  delegation 
from  the  U.  S.  turned  over  a 
sophisticated  robot  to  Ukrain- 
ian officials  at  Chernobyl.  De- 
veloped by  RedZone  Robotics 
Inc.,  a  spin-off  from  Pitts- 
burgh's Carnegie  Mellon  Uni- 
versity, the  robot  will  inspect 
the  radioactive  shell  of  the 
world's  worst  nuclear  acci- 
dent. The  tomb  built  to  con- 
tain the  reactor  is  deteriorat- 
ing, threatening  to  release 
more  radioactivity  (BW — 
Mar.  30,  1998).  The  robot  and 
its  sophisticated  vision  sys- 
tem, which  is  based  on  a 
powerful  computer  from  Sili- 
con Graphics  Inc.,  will  help 
to  determine  how  best  to  re- 
inforce the  tomb,  whose  in- 
terior is  far  too  "hot"  for  peo- 
ple to  explore. 

■  Be  wary  of  those  bug  zap- 
pers  you  may  have  on  the 
patio  or  in  the  backyard.  Re- 
searchers at  Kansas  State 
University  have  discovered 
that  when  insects  get  zapped, 
viruses  and  bacteria  spew 
into  the  surrounding  area. 
The  researchers  say  that  ad- 
hesive traps  are  better  alter- 
natives near  lounge  chairs 
and  grills. 


y  hat  people  in  business  need 
to  run  at  their  best: 
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May  5  New  York  City  #i 

May  27  Albany.  NY 

|une  3  Rochester,  NY 

lune  16  Frankfurt.  Germany 

June  23  New  York  City  ft2 

June  24  Buffalo,  NY 

June  29  Boston.  MA 

"Licensing  Agreement 
Dates  are  subject  to  change 


1999  Race  Schedule 

July  1  Newark,  N| 

July  8  Binghamton.  NY 

)uly  14  &  15  ..London,  England 

July  20  Stamford,  CT 

July  22  Morristown,  NJ 

July  27  Long  Island,  NY 

July  28  New  York  City  #3 


Aug.  3  Syracuse.  NY 

Aug.  5  Chicago.  IL 

Aug.  11  San  Francisco,  CA 

Aug.  17  Paramus,  NJ 

Sep.  16  Atlanta,  GA* 

Oct.  2  Championship, 

New  York  City 


Last  year  more  than  170,000  men  and  women  represents 
nearly  6,000  companies  competed  in  the  22nd  running  of 
3.5  mile  Chase  Corporate  Challenge'  road  racing  series,  jj 
This  year,  runners  from  businesses  of  every  size,  from  all  re 
the  world,  will  again  compete  in  men's,  women's  and  coec 
divisions,  representing  their  companies  proudly. 
For  entry  information  write  or  fax:  Chase  Corporate  Challe  e 
173  Speedwell  Avenue,  Suite  138,  Morristown,  NJ  07960 
Fax:  (973)  898-7305.  Website:  www.chase.com 
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NEW  BREED  OF 
KINKING  COMPUTER? 

ntists  race  to  combine  living  neurons  and  silicon 


>r  a  whole  bunch  of  jobs,  today's 
iomputers  "are  just  plain  terri- 
)le,"  says  William  L.  Ditto,  a 
)hysicist  at  Georgia  Institute  of 
ology.  Understanding  human 
i  and  handwritten  notes,  for  ex- 
,  is  a  snap  for  people  but  ex- 
ly  difficult  for  computers.  Until 
computer  scientists  could  only 
i  more  horsepower  at  such  prob- 
'But  that's  just  making  dumb  ma- 
faster,  not  smarter,"  says  Ditto, 
is  don't  say,  'I'm  inadequate,  so 
■ed  everything  up.' "  Instead,  Na- 
'olved  bigger  brains  with  more  in- 
nections  among  the  neurons, 
o  figures  it's  time  to  start  building 
■ters  the  way  Nature  does.  His 


research  team  and  a  handful  of  other 
groups,  including  one  at  the  University 
of  Bordeaux  in  France,  envision  hybrid 
biocomputers  that  mate  living  nerve 
cells,  or  neurons,  with  silicon  circuits. 
Neurons  are  the  body's  wires — they 
transmit  signals  in  the  brain  and 
tlu-oughout  the  nervous  system.  Putting- 
neurons  into  semiconductor  circuits 
could  create  the  basis  for  a  new  breed 
of  computer — brainlike  systems  that  fi- 
nally live  up  to  their  name.  Like  the 
brain,  neurosilicon  computers  might  find 
solutions  on  their  own,  with  no  need 
for  programmers  to  write  explicit  step- 
by-step  instructions. 

Ditto  isn't  talking  through  his  hat. 
His  team  at  Georgia  Tech  has  just 
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Hybrid  chips  may  solve 
problems  on  their  own, 
without  step-by-step 
instructions 


•d  the  first  such  breakthrough — 
;  arithmetic  with  two  neurons  (us- 
;he  large  neurons  from  leeches, 
i  have  been  studied  extensively), 
•esearchers  joined  the  neurons  and 
d  them  to  a  personal  computer, 
i  sent  signals 
senting  differ- 
numbers  to 
cell.  Using 
iples  of  chaos 
y,  Ditto  selec- 
l  stimulated 
two  neurons, 
i  the  chatter- 
raffic  that  fol- 
1,  the  pc  ex- 
id  the  correct  answer  to  a  simple 
Ion  problem. 

is  is  the  first  time  invertebrate 
cells  have  used  chaos  to  do  arith- 
,  let  alone  communicate  the  re- 
to  humans.  What's  more,  comput- 
nulations  by  Ditto  and  Sudeshna 
at  the  Institute  of  Mathematical 
:es  in  Madras,  India,  show  that 
•  clusters  of  neurons  should  also 
ble  to  do  multiplication  and 
in  logic  operations,  the  underlying 
pie  of  digital  computers. 
CLEVER."  The  Georgia  team  has 
)  dash  off  a  technical  paper,  so 
feat  isn't  wide- 
nown.  "The 
is  quite  inter- 
;  and  repre- 
a  new  direc- 
for  neural 
Jig,"  says  Ter- 
Sejnowski,  di- 

;  of  the  Insti- 

|  for  Neural 

i  utation  at  the 

!  rsity  of  Cali- 
at  San  Diego 
).  Physicist 
J  Abarbanel, 
sr  of  ucsd's 

|  ate  for  Non- 

j  Science,  says  he's  not  familiar 
|  he  details  of  Ditto's  achievement, 
ii ;  knows  him  from  his  past  work. 

is  very  clever,"  says  Abarbanel, 
i1  likely  has  something." 
t  something  is  a  way  to  control 
:havior  of  neurons — using  an  es- 
branch  of  mathematics.  That's 
ie  nerve  cells  and  brain  waves 
t  digital  systems  that  simply  flip 
i  off.  So  the  software  instruc- 
hat  drive  silicon  computers  just 
cut  it  in  this  realm — and  that's 
>nce  it  makes  crashes  less  likely, 
ike  chips  will  really  be  brainlike, 
will  be  more  creative  than  the 
les  on  our  desks,  perhaps  even 


COMPUTING  WITH  CHAOS 

•  Biological  neurons  and  silicon 
circuits  both  transmit  electrical 
signals 

•  While  chips  in  computers 
perform  predictably,  neurons 
can  behave  chaotically 

•  By  controlling  that  chaos, 
Georgia  Tech  researchers  are,  for 
the  first  time,  using  neurons  to 
do  arithmetic — heralding  the 
possibility  of  brainlike  computers 


mirroring  some  of  the  pluses  and  mi- 
nuses of  human  thinking. 

At  this  stage,  Ditto  says,  it's  just  too 
early  to  tell  if  neurosilicon  computers 
will  have  inherent  limitations.  But  he 
and  Sinha  are  optimistic  that  biosilicon 
systems  can  tackle 
anything  today's 
hardware  can — plus 
sensory-based  com- 
puting that  only  bi- 
ological "wetware" 
does  with  ease,  such 
as  understanding- 
human  language. 

Ditto  uses  a  per- 
sonal computer 
to  put  neurons  through  their  hoops, 
but  the  PC  doesn't  throw  conventional 
instructions  at  the  neurons.  It  runs  a  so- 
phisticated program  based  on  chaos  the- 
ory. The  results  are  used  "to  'tune'  the 
neurons — to  tweak  how  they  talk  to 
each  other,"  says  Ditto.  This  ensures 
that  their  operations  are  consistent  and 
predictable. 

That's  vital  because  nervous  systems 
are  "nonlinear,"  or  unpredictable.  A  mi- 
nor sound  or  slight  change  in  the  visu- 
al field  can  unleash  massive  responses 
in  the  brain  and  nervous  system,  while 
major  sensory  disruptions  may  cause 
only  minor  rip- 
ples— or  vice  versa. 
In  fact,  when  the 
signals  exchanged 
by  nerve  cells  be- 
come too  regular 
and  repetitive,  it 
often  warns  of 
trouble.  Medical  re- 
searchers have  dis- 
covered that  a 
heart  beating  with- 
out minor  varia- 
tions may  be  on 
the  verge  of  a 
heart  attack,  and  a 
uniform  "chorus"  of 
brain  waves  can  signal  an  impending 
epileptic  seizure. 

While  none  but  Ditto  claims  success 
at  using  neurons  to  compute,  biologists 
who  study  the  bizarre  workings  of 
nerve  cells  have,  in  fact,  been  connecting 
neurons  to  silicon  chips  for  years.  "That 
way,  you  can  watch  the  neurons  talk 
back  and  forth,"  says  Avis  H.  Cohen, 
an  associate  professor  of  biology  and 
neuroscience  at  the  University  of  Mary- 
land. Cohen  experiments  with  the  spinal 
cords  of  lampreys,  an  eel-like  fish,  but 
she  says  the  most  popular  biosilicon  re- 
search tool,  dubbed  the  dynamic  clamp, 
uses  mollusk  neurons  and  was  pioneered 
by  Eve  Marder,  a  biologist  at  Brandeis 
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commercial  in  10  years 
-just  as  chips  start 
downhill 


rsity.  With  such  silicon-neuron  set- 
esearchers  can  intercept  the  signal 
e  chip  and  selectively  change  it 
j  sending  it  on  to  another  neuron, 
way,  says  Cohen,  "you  can  play 
ju're  a  neuron  and  try  to  deduce 
hey  work  together." 
3NY.  The  spontaneous  emergence 
peration  among  clusters  of  nerve 
as  been  an  enduring  mystery.  In- 
al  neurons  behave  unpredictably 
iation,  yet  collections  somehow 
to  synchronize  and  restrict  their 
»  behavior.  As  a  result,  variations 
rt  rhythm,  for  instance,  are  nor- 
confined  to  a  fairly  narrow,  pre- 
e  range.  Marder's  research  tool 
lelp  explain  this  enigma, 
night  the  results  of  an  interdisci- 
'  study  at  San  Diego's  Institute 

jnlinear  Sci-   

Since  mid- 

researchers  BlOCOmpUterS  COUld  gO 

have  been 
g  up  artificial 
nic  neurons, 
rith  $7.50  in 
from  a  local 
Shack  store, 
jps  of  living 
from  spiney 
s.  Surprise:  The  fake  ones  are 
d  as  the  real  thing.  The  artificial 
is  built  to  act  chaotically,  says 
Abarbanel,  "and  the  real  ones 
y  say,  'welcome,  but  behave.' " 
oon,  he  notes,  the  artificial  neu- 
ignaling  rhythm  falls  into  step 
le  rest  of  the  gang,  indicating 
e  model  is  reasonably  accurate, 
artificial  neuron  stems  from  two 
f  research,  during  which  partici- 
an  through  $300  worth  of  spiney 
>  every  month.  "They  don't  taste 
i  as  Maine  lobsters,  that's  for 
;ays  Abarbanel.  Next,  the  team 
idually  increase  the  number  of 
neurons  in  the  group  of  14  neu- 
it  regulate  the  lobster's  digestive 
If  the  network  still  functions 
y  when  all  14  neurons  are  artifi- 
will  be  solid  evidence  that  it 
be  possible  to  replace  damaged 
ised  neurons  in  human  systems, 
the  medical  goal,"  says  Abar- 
Tm  not  sure  if  that  will  take 
ir  or  five,"  he  says,  "but  there 
show-stoppers  that  I  can  see." 
l  Georgia  Tech's  Ditto  first 
,  two  years  ago,  about  all  the 
al  work  with  neurons  on  silicon 
lightbulb  went  off.  As  head  of 
Tech's  Applied  Chaos  Labora- 
figured  he  ought  to  be  able  to 
/ay  to  harness  live  neurons  for 
i;rs.  Two  months  ago,  after  a  lot 


of  computer-simulation  studies,  experi- 
ments with  actual  leeches  started.  And 
much  sooner  than  he  expected,  Ditto 
had  them  performing  arithmetic.  "We're 
way  ahead  of  schedule,"  he  says.  "I  nev- 
er thought  we'd  get  to  addition  in  just 
two  months." 

Ditto  estimates  that  it  will  be  10 
years  or  more  before  biocomputers  go 
commercial.  That  timing  may  be  just 
right.  Around  2015,  semiconductor  tech- 
nology is  destined  to  come  to  a  screech- 
ing halt.  Semiconductor  circuits  will  then 
have  shrunk  as  small  as  they  can  ever 
get.  Transistor  switching  will  then  be 
triggered  by  a  single  electron,  not  the 
thousands  of  electrons  that  pulse 
through  today's  chips.  "When  we  get  to 
single-electron  circuits,  that's  it,"  says 
Ditto.  "You  can't  cut  an  electron  in  half." 

  That  will  signal 

the  end  of  Moore's 
Law — the  doubling 
of  chip  power  every 
18  months  that  has 
been  the  hallmark 
of  semiconductors 
for  three  decades. 
But  scientists  are 
working  on  some 
clever  alternatives 
to  maintain  momentum  in  computer 
progress.  One  is  dna  computing,  which 
uses  actual  segments  of  genetic  materi- 
al to  represent  numbers.  These  seg- 
ments are  combined  in  a  test  tube  to 
"grow"  answrers. 

"GO  AT  IT."  dna  computing  may  prove 
valuable  for  horrendously  complex  prob- 
lems in  science  that  only  supercomput- 
ers can  tackle.  But  it  probably  isn't  suit- 
able for  many  of  the  everyday  jobs  that 
computers  now  deal  with.  Besides,  notes 
Ditto,  "Nature  doesn't  do  computing 
with  dna,  probably  for  good  reason." 

That  most  attractive  option  may  be 
Ditto's  vision  of  computing  with  neurons. 
"Now  that  we  have  an  idea  about  how  to 
go  in  there  and  program  those  little 
suckers,"  he  says,  tomoiTOw's  computer 
engineers  will  be  able  to  imitate  Nature. 
"So  ultimately,  for  really  tough  problems, 
we'll  just  throw  in  more  neurons  and 
tell  them,  'hey,  go  at  it.'"  The  neurons 
will  hannonize  their  operations  and  self- 
organize  to  find  the  answer — even  if  they 
have  only  partial  data  to  work  with. 
That's  the  magic  of  "wetware." 

Eventually,  Ditto  plans  to  hook  up 
neurons  to  video  cameras  and  micro- 
phones, creating  systems  with  artificial 
senses.  How  they  will  respond  to  the 
real  world  is  anyone's  guess,  Ditto  con- 
cedes. And  that's  as  it  should  be.  Life  is 
unpredictable. 

By  Otis  Port  in  New  York 
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Net's  nuts  and  bolts  are  cleaning  up  big  time 


T 


here's  a  dirty  little  se- 
cret in  techdom.  All 
the  fuss  may  be  over 
online  shopping.  And 
Wall  Street  may  be 
just  E-lated  about  the  E*Trades, 
eToys,  and  eBays  of  the  cyber- 
world.  But  if  you  want  to  know 
who's  really  making  a  mint  off  the 
Web,  look  for  the  companies  that 
are  digging  the  trenches,  laying 
the  pipe,  and  getting  their  hands 
dirty  building  the  new  Internet 
economy.  They're  the  standouts  in 
business  week's  second  annual  In- 
W  formation  Technology  ranking  of  the 
100  best-performing  companies. 
In  the  top  20,  it  was  practically  a 
clean  sweep  for  the  industry's  virtual 
carpenters,  electricians,  and  plumbers. 
Among  them  are  six  companies  that 
provide  the  networking  and  telecom- 
munications gear  that  links  companies 
and  consumers  across  the  far-flung  Inter- 
net— including  No.  5 
S  Cisco  Systems  Inc. 
-    There  are  three  tele- 
com earners  that  zip 
E-mail,  data,  and  voice 
calls  around  the  globe, 
led  by  Britain's  Voda- 
fone    Group    PLC  at 
No.  4.  A  trio  that  sells 
the  high-powered  servers 
that  keep  Web  sites  run- 
ning— Dell  Computer,  Sun  Microsystems,  and 
IBM — has  cashed  in.  And  contract  manufactur- 
ers hired  by  the  brand  names  to  chum  out  the 
equipment  that  keeps  the  Net  humming  cat- 
\  apulted  into  the  top.  Ever  heard  of  Solectron 
Corp.?  You  will.  The  Milpitas  (Calif.)  manu- 
facturer came  in  at  No.  3. 

Now  here's  the  real  mind-bender:  Not  a 
single  consumer  Web-site  company  is  in 
the  upper  tier.  The  top  finisher  among 
them,  eBay  Inc.,  may  be  the  toast  of  Wall 
Street,  where  the  four-year-old  company 
is  valued  at  $20  billion.  But  when  it 
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L-omes  to  sales  and  profits,  it's  a  mil- 
quetoast. The  company  finished  at 
No.  23,  and  while  it  may  become  hugely 
successful,  for  now  it's  more  razzmatazz 
than  revenues.  "There  are  the  glamour 
companies,  and  then  there  are  the  com- 
panies that  are  building  the  new  Net 
economy,"  says  Edward  J.  Zander,  pres- 
ident of"  Sun  Microsystems  Inc.  "We're 
the  lumberyard  for  the  Internet." 

Nothing  could  be  more  crucial  than 
such  basics  at  this  stage — call  it  the  Big 
Dig  for  the  Information  Age.  A  half- 
dozen  years  ago,  the  Internet  was  just  a 
geeky  communications  link  between  sci- 
entists and  universities.  Now,  it's  on  its 


an  Internet  access  provider.  Now  it 
wants  to  become  the  premier  interme- 
diary between  consumers  and  Web  re- 
tailers. During  the  1998  Christmas  sea- 
son, AOL  subscribers  spent  $1.2  billion 
shopping  online.  But  Barry  M.  Schuler, 
president  of  aol  Interactive  Services, 
warns  that  if  the  Web  doesn't  get  much 
faster  and  easier  to  use,  the  flood  of 
new  Web  shoppers  could  slow  to  a  drib- 
ble. "You  can  build  it,  but  they  won't 
necessarily  come,"  he  warns.  That's  why 
AOL  will  spend  $500  million  over  the 
next  four  years  to  beef  up  its  network 
with  gear  from  Sun  Microsystems,  No.  9. 
Online  merchants  will  no  doubt  have 


THE  LEADING  PUBLIC  INFO  TECH  COMPANIES: 

1  America  Online 

6  EMC 

2  Dell  Computer 

7  MCI  WorldCom 

3  Solectron 

8  Inktomi 

4  Vodafone  Group 

9  Sun  Microsystems 

5  Cisco  Systems 

10  Microsoft 

way  to  becoming  the  world's  central 
nervous  system.  More  than  170  million 
people  around  the  globe  are  wired  into 
the  Web — fetching  information,  fashion- 
J  ing  products,  chatting,  and  shopping. 
!  Corporations  are  hurling  themselves 
!  madly  into  cyberspace:  Each  day  during 
j  1999's  first  quarter  saw  the  launch  of 
some  10,000  new  Web  sites.  And  a  stun- 
ning 3.5  billion  E-mail  messages  now 
shoot  across  the  Net  daily. 
BUILDING  BLOCKS.  It's  little  wonder  that 
the  companies  building  the  underpin- 
nings— the  wiring,  routers,  switches, 
computers,  software,  and  other  gear — 
are  cleaning  up.  Last  year,  U.  S.  corpo- 
rations spent  $60.4  billion  on  Internet- 
related  equipment  and  services, 
according  to  market  researcher  Inter- 
national Data  Corp.  (IDC).  Construction 
work  is  far  from  over.  U.S.  companies 
should  more  than  triple  spending  on 
Net  equipment,  to  $203.2  billion,  by 
2002.  "We're  probably  only  one-third  of 
the  way  along  the  road  to  building  the 
Internet  infrastructure,"  says  IDC  ana- 
lyst Anna  Giraldo. 

No  company  knows  that  better  than 
America  Online  Inc.,  No.  1  on  the  Info 
Tech  100.  While  AOL  spent  years  build- 
ing a  proprietary  online  service,  it 
wasn't  until  the  explosion  of  the  Web 
that  the  company  really  cashed  in  as 
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their  day  in  the  sun,  too,  boosting  them 
higher  in  future  Info  Tech  rankings.  To 
get  there,  though,  they  will  have  to 
show  profits — a  goal  that  many  are  will- 
ing to  forgo  today  in  favor  of  expan- 
sion and  investment.  For  instance,  Ama- 
zon.com Inc.,  No.  40  on  our  performance 
scale,  has  10  million  customers,  yet  it 
isn't  expected  to  be  profitable  until  2002. 
Instead,  the  company  is  pouring  money 
into  improving  a  shopper's  experience 
while  also  spending  heavily  to  expand 
into  such  new  markets  as  toys  and  on- 


WHO  IS  THE  BIGGEST  OF  ALL? 


COMPANY 


REVENUE  MILLIONS 


IBM 

LUCENT  TECHNOLOGIES 
BRITISH  TELECOM 
SBC  COMMUNICATIONS 
FRANCE  TELECOM 
INTEL 
NTT 
GTE 

MCI  WORLDCOM  24,357 
BELLSOUTH  23,670 

DATA:  STANDARD  &  POOR'S,  BUSINESS  WEEK 


$84,366 
32,750 
30,346 
29,239 
28,763 
27,375 
25,986 
25,467 


line  music  clips.  "To  throttle  backpn 
investment  now  would  be  shortsi.lt- 
ed,"  says  ceo  Jeffrey  P.  Bezos. 

Our  ranking  gave  no  special  ad^- 
tage  to  the  long-established  compais 
We  stalled  with  tech  companies  taec 
from  the  database  of  Standard  &  Pijr's 
Compustat  and  then  added  non-M- 
companies  through  our  network  oftu- 
reaus  around  the  globe.  We  slicedflK 
list  into  eight  sectors,  including  be- 
ware and  the  Internet.  Since  revAfc- 
growth  is  the  hallmark  of  technoljy 
we  eliminated  companies  that  dijn'i 
grow  as  fast  as  their  category.  T^si 
remaining  were  then  measured  on  pix 
criteria  that  were  given  equal  wejht 
revenue  growth,  total  size,  sharehde 
return,  and  return  on  equity,  (hiiffii 
builders  of  the  Internet,  with  botlrc 
bust  growth  and  healthy  profits,  zo(a& 
to  the  top. 

QUICK  STUDIES.  Why  these  partiffljr;; 
companies?  How  did  the  likes  of  jfk  J 
Solectron,  and  Cisco  power  aheal  c  .:' 
scores  of  other  companies  that  alscSe  : 
tools  for  the  Internet  Age?  And  $ 
will  they  stay  ahead  of  the  pack  pc  <: 
the  Web's  pilings  and  girders  ail  i 
place  and  equipment  buying  taperarf 

The  elite  are  a  study  in  making  pc 
use  of  what  they  sell.  They  have  et  ■<: 
some  of  the  first  to  understand  there*  . 
olutionary  possibilities  of  the  Wetju: 
have  quickly  retooled  their  own  intrn 
operations  to  take  full  advantage  I 
using  the  Internet  as  a  communicaoi 
backbone,  they  have  linked  up  n  T- 
their  suppliers,  contractors,  andju 
tomers,  collapsing  time  and  space  iftys, 
liver  products  faster — and  at  less  or  ; 
They  are  the  first  big  beneficiaris 
frictionless  capitalism. 

Cisco  has  been  one  of  the  biggest 
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X00M.COM 
eBAY 

EARTHWEB 

INF0SPACE.COM 
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451 
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rs  in  what  is  now  called  E-engi- 
ng.  Today,  nearly  78%  of  the  corn- 
's orders  come  over  the  Web — av- 
ng  $25  million  a  day.  Of  its 
mer-support  inquiries,  71%  are  han- 
mline.  And  nearly  half  of  its  online 
•s  are  passed  through  to  maniac- 
s' partners  and  suppliers  without 

touched  by  Cisco  staffers.  The  re- 
net  profit  margins  topping  18%. 
tine  that  with  best-of-breed  engi- 
ig  and  35  acquisitions,  and  you've 

company  that  dominates  virtually 
•  category  of  networking  equip- 

"We  believe  that  we're  the  only 
iny  in  the  industry  that  controls 
vn  destiny,"  proclaims  Cisco  ceo 
T.  Chambers. 

inders.  Others  are  just  as  quick 
;  impet  their  Internet  savvy.  Dell 
uter  Corp.,  for  instance,  is  trounc- 
s  competition  in  the  PC  industry 
j  ndling  30%  of  its  orders  over  the 
I  That  direct  approach  is  so  effi- 
I  that  Dell  gets  paid  by  its  cus- 
s  before  it  has  to  pay  its  sup- 
That  has  helped  hold  it  at  No.  5 
I  s  year's  ranking,  after  taking 
I  p  spot  last  year.  And,  according 
|  3  Michael  Dell,  get 
ij  ne-third  of  its 
over  the  Web 
he  beginning.  ' 
ly  think  this 
to  grow  to  70% 
h  in  a  couple 
.rs,"  he  says, 
a  Web  pio- 
pays  off  in 
ways,  too: 
ave  the  low- 
on  how  his 
ny  uses  the 
n  a  February 


THE  LEADING  PRIVATE  INFO  TECH  COMPANIES: 

1SAIC 

6  Dyncorp 

2  Entex  Info  Services 

7  Marconi  Communications 

3  Bloomberg 

8  Viewsonic 

4  Comark 

9  SAS  Institute 

5  Bridge  Info  Services 

10  Platinum  Equity 

speech  to  executives  at  AlliedSignal 
Inc.  That  helped  him  beat  out  IBM  and 
Compaq  Computer  Corp.  to  land  the 
company's  desktop  computer  business — 
about  17,000  PCs  a  year. 

The  trick  is  offering  customers  a  path 
to  online  success  they  would  not  neces- 
sarily be  able  to  find  for  themselves. 
Consider  Solectron.  It's  capitalizing  on 
the  PC  industry's  need  for 
efficient,  high-quality  man- 
ufacturing by  building  its 
own  worldwide  network 
of  21  plants.  Now,  in 
partnership  with  dis- 
tributor Ingram  Micro  Inc., 
it's  aggressively  using  Web 
connections  and  collabora- 
tion tools  to  create  a 
build-to-order  manu- 
facturing system  that 
it's  hawking  to  the 
likes  of  Compaq  and 
Hewlett-Packard  Co. 
— two  that  failed  to 
latch  on  to  the  Net 
I  last  year  and  that 
didn't  make  the  cut  in 
our  ranking. 
Like  other  Info  Tech 
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IYTE  TECHNOLOGY 

58.0 
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325.3 

OMPUTER 

56.4 

EXODUS 
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RK  INTERNATIONAL  GROUP 

52.5 
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COMPUTER 

49.0 

G02NET 
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100  highfliers,  Solectron  is  girding  itself 
for  the  day  when  sales  of  Internet  gear 
will  slow  from  their  current  torrid  pace. 
To  ensure  continued  growth,  it's  launch- 
ing a  slew  of  services — including  prod- 
uct design,  logistics,  and  product  re- 
pair— aimed  at  building  even  tighter 
relationships  with  its  customers, 
while  developing  new  revenue  streams 
(page  124). 

GRUNT  WORK?  Indeed,  the  Internet  is 
bringing  new  cachet  to  a  very  old  busi- 
ness: service.  It  was  only  a  few  years 
back  that  many  tech  companies  shunned 
service  as  grunt  work  for  Electronic 
Data  Systems,  Arthur  Andersen,  and 
the  like.  But  with  prices  on  computers, 
chips,  and  other  components  in  free  fall, 
continuing  annuity-style  revenues  have 
fresh  appeal.  At  IBM,  for  example,  ser- 
vices now  account  for  17%  of  its  profits. 
That  helped  fuel  the  turnaround  at  IBM 
and  lifted  it  to  No.  17  on  our  ranking. 
Oh,  sure,  the  $82  billion  computer  giant 
supplies  gobs  of  infrastructure  gear — 
computer  servers,  disk  drives,  network- 
ing equipment,  and  database  software — 
but  it's  services  that  are  boosting  its 
growth.  Today,  IBM  has  more  than  30 
E-commerce  services,  which  generated 
$3  billion  last  year  (page  130). 

Others  want  in  on  the  E-service  ac- 
tion, which  is  expected  to  explode.  Ex- 
perts figure  worldwide  sales  of  Internet 
services  will  jump  from  $7.8  billion  in 
1998  to  $78.5  billion  in  2003,  according  to 
idc.  John  M.  Thompson,  group  executive 
for  IBM's  software  division,  predicts  ser- 
vices could  amount  to  as  much  as  60% 
of  overall  corporate  Internet  spending. 

The  most  promising  new  Internet 
business  these  days  is  application  ser- 
vices. A  new  breed  of  info  tech  out- 
sourcing companies  is  setting  up  huge 
server  "farms"  to  manage  clients'  im- 
portant computing  systems,  such  as  fi- 
nance, manufacturing,  and  human  re- 
sources. Clients'  employees  log  in  via 
browsers  and  the  Web.  This  puts  large 
and  complex  applications  in  the  hands 


NFORMATION    TECHNOLOGY  ANNUAL  REPORT 


f  specialists — which  can  save  corpo- 
rations upwards  of  30%  in  overall  costs, 
according  to  [DC.  Forrester  Research 
Inc.  figures  this  will  boost  the  market 
to  $6.4  billion  in  2001  (page  134). 

That's  big  enough  to  attract  an  eclec- 
tic gaggle  of  rivals — including  chip- 
maker  Intel  Corp.  and  telecommunica- 
tions player  Qwest  Communications 
international  Inc.  The  telecom  upstart 
expects  to  be  operating  seven  hosting 
centers  before  the  end  of  the  year. 
President  Lewis  0.  Wilks  says  the 
company  must  expand  its  horizons  be- 
yond selling  bandwidth — which  is  fast 
becoming  a  commodity.  "We  want  to 
move  up  the  value  chain,"  he  says.  "It's 
a  radical  change  in  the  economic  model 
of  our  industry." 

"WACKO."  Make  that  a  bunch  of  indus- 
tries. Software  giant  Oracle  Corp.  is  so 
convinced  that  application  services  are 
the  wave  of  the  future  that  it  has  just 
launched  its  own  hosting  operation  (page 
138).  Then  again,  for  better  or  for 
worse,  Oracle  is  never  reluctant  to  try 
the  next  big  thing,  ceo  Lawrence  J.  El- 
lison pulled  the  plug  on  all  non- Internet 
projects  two  years  ago.  "People  thought 
I  was  wacko,"  he  says.  But  his  seem- 
ingly loony  move  paid  off.  Now,  Oracle 
is  out  ahead  of  its  competitors  in  pro- 
viding software  that  gives  customers 
access  to  their  corporate  applications 
over  the  Web.  That  helped  Oracle  creep 
up  the  Info  Tech  ranking:  from  No.  34 
last  year  to  No.  28. 

Even  the  major  computer  makers 
are  trying  to  get  a  piece  of  the  action 
in  Web  application  hosting.  They're  cul- 
tivating service  providers,  hoping  to 
sell  them  expensive  hardware  and  col- 
lect steady  fees  in  the  process.  Early 
on,  Sun  spotted  the  emerging  market 
for  selling  high-powered  computers  to 


the  swelling  ranks  of  Internet  access 
providers.  Thanks  to  such  foresight, 
it's  the  leader  in  a  worldwide  Inter- 
net-server market  that  hit  $13.3  bil- 
lion last  year  and  is  expected  to  grow 
to  $38  billion  by  2002,  according  to 
Dataquest  Inc. 

Now,  Sun  is  going  after  the  next  gen- 
eration of  Web  hosting  companies — 
rolling  out  a  20-point  plan  aimed  at  help- 
ing these  service  providers  succeed  in  a 
fast-moving  business.  One  element  is 
called  Quickship,  which  gets  new  com- 
puters into  their  hands  in  a  matter  of 
days — rather  than  weeks  or  even 
months.  Sun-Tone  is  another.  This  is  a 
quality-assurance  program  aimed  at  as- 
suring corporate  customers  that  they 
can  entrust  their  critical  data  to  hosting 
upstarts.  Sun  also  is  experimenting  with 
new  selling  schemes  that  it  hopes  will 


place  Cisco's  routers  in  the  InteiUli 
backbone.  "I  wonder  if  John  ChamMs 
loses  sleep  over  this,"  says  John  »- 
Quillan  of  networking  consulting  cm- 
pany  McQuillan  Ventures.  "This  cild 
be  his  worst  nightmare." 

Or  maybe  not.  Cisco  is  fighting  I  :k 
It  just  began  selling  a  so-called  viiia 
switch  controller  that  it  hopes  wil* 
place  not  only  some  of  its  own  rouan 
but  also  the  circuit  switches  in  ceip 
telephone  offices.  A  virtual  switch  in 
troller  allows  a  single  network  to  err 
both  voice  and  data  traffic. 
PROBLEMS  ahead.  That's  the  kejfe 
all  of  these  infrastructure  builderj- 
willingness  to  tear  up  their  curtn 
business  plan  and  try  something  p 
AOL  dominated  as  a  dial-up  online 
vice  and  then  kept  its  momentum  i 
by  offering  access  from  pes  to  the 


"If  you  miss  an  inflection  point  i 
these  days,  you're  fish  bait,"  says; 
one  analyst  of  the  rapid  change 


win  over  customers  that  may  not  have 
the  cash  to  pay  up  front  for  expensive 
computers.  In  some  cases,  rather  than 
sell  machines  outright,  it's  letting  cus- 
tomers buy  processing  power  or  storage 
on  a  pay-per-usage  basis. 

Just  because  you're  Sun  and  you 
caught  the  first  Internet  wave  doesn't 
mean  you'll  ride  the  crest  of  the  next. 
"If  you  miss  an  inflection  point  these 
days,  you're  fish  bait,"  says  analyst  Carl 
Howe  at  Forrester  Research.  Even  Cis- 
co is  vulnerable.  The  latest  trend  in 
networking,  so-called  "virtual  trunks," 
are  central  post  offices  for  data,  video, 
and  voice  transmissions  that  could  re- 
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$6.8 

$9.1 
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4.6 

7.0 

48.8 
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4.4 

6.7 

19.7 

DATA  NETWORKING  GEAR 

3.0 

3.7 

35.6 

SOFTWARE 

1.7 

3.5 

62.1 

SERVERS 

1.6 

2.2 

41.4 

WEB-SITE  HOSTING 

0.8 

1.0 
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'Estimates 


DATA  INTERNATIONAL  DATA  CORP. 


Now  it's  scrambling  to  make  dealfi 
delivering  its  services  over  cable u 
wireless  networks.  "As  more  deo 
emerge  that  bring  PC-like  capability 
cell  phones,  that's  convergence-b 
it's  now  happening  on  Internet  tjil 
says  Chairman  Stephen  M.  Case,  i 
even  mighty  Microsoft  Corp.  is  fid 
with  its  dna  by  branching  out 
everything  from  TV  set-top  boxiuu  . 
handheld  devices.  Thomas  Koll,fr™3! 
handles  relationships  with  Internet 
vice  providers,  admits  that  the  cdl 
ny's  dominant  Windows  operating; 
tern    isn't    the    answer    to  <f 
computing  need.  "We  know  the  1< 
software  won't  do  it 
says. 

Given  the  unforgivin 
ture  of  competing  ii 
time-squashed  Internet 
there's  no  simple  reci{ 
lasting  success.  But  c<tr 
nies  that  can  figure  out 
to  deliver  tools  for  bu9 
the  Net  economy  are  w;l 
their  way  to  assuring 
selves  vital  roles — and 
cial  rewards — as  long 
Big  Dig  goes  on. 
By  Steve  Hamm  in 


and  Peter  Burrow*  vm 
Mateo,  Calif.,  and  b 
reports 
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s  that  another  customer  hitting  the  buy  button, 
or  was  someone  just  disconnected? 

igh  transaction  volume  and  increased  demand  on  your  eCommerce  site.  It's  great  for 

jsiness,  but  cause  for  anxiety  if  you  can't  handle  the  load.  Enter  CyberSource?  We  can 
j  ?lp  you  reliably  scale  your  eCommerce  business  by  providing  all  of  the  "back  office" 

ansaction  services  you  need  to  handle  everything  behind  the  buy  button. 

As  soon  as  your  customer  clicks  on  the  buy  button,  CyberSource's  suite  of  eCommerce 
i  :rvices  provides  you  with  a  complete,  real-time  solution  including  payment,  tax,  fraud, 
'  Ifiilment  management  and  notification,  and  more.  Our  global,  mission-critical  mfra- 

ructure  and  merchant  support  services  help  you  maintain  high  customer  satisfaction  at 

ly  order  volume — leaving  you  in  total  control  of  your  business. 
That's  what  makes  CyberSource  The  Power  Behind  the  Buy  Button,"  and  it's  why  successful 

ternet  merchants  like  ADOBE,  EGGHEAD.COM  and  SH0PPING.COM  rely  on  us  to  handle 
J  sir  eCommerce  transactions.  So  visit  our  Web  site  at  www.cybersource.com/click,  or  call 
at  1-888-330-2300  today.  We'll  give  you  a  free  Buy  Button  Power  Kit  and  all  the 

formation  you  need  to  make  certain  your  customers  stay  connected. 


The  Power  Behind 
the  Buy  Button " 

The  in.slan!  your  customer 
clicks  on  the  buy  button,  you 
harness  the  pow  er  of  CyberSource  's 

scalable,  secure  back  office 
eCommerce  transaction  services, 
ensuring  you  and  your  customers 
the  most  reliable  eCommerce 
transactions  possible. 


99  CyberSource  Corporate  All  rights  reserved  CyberSource  is  a  U  S  registered  trademark  ol  CyberSource  Corporation  "The  Power 
id  the  Buy  8utton"  is  a  service  mark  of  CyberSource  Corporation  All  third  party  trademarks  are  the  property  of  their  respective  holders 
lore  information  about  Adobe.  Egghead  com  and  Shopping  com.  visit  www  adobe  com,  www  egghead  com  and  www  shopping.com. 


CyberSource 


the  power  behind  the  buy  button 
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JOB  SHOPS 

TAKE  CENTER  STAGE 

PC  makers  are  relying  on  contract  manufacturers  to  turn  out  products  more  efficient! 


As  a  kid,  William  D.  Morean 
thought  his  father's  contract- 
manufacturing  business,  Jabil 
Circuit  Inc.,  was  one  big  bore.  All 
the  suburban  Detroit  company  did  was 
assemble  computer  boards  each  week 
for  mainframe  maker  Control  Data 
Corp.  "I  didn't  want  anything  to  do 
with  it."  says  Morean,  who  set  out  with 
friends  for  Alaska  to  be  a  bush 
pilot  and  outdoorsman.  But  a 
few  years  later,  when  his  dad 
was  on  the  verge  of  shuttering 
Jabil,  Morean  returned  to  lend  a 
helping  hand.  After  bringing  in 
some  new  orders,  Morean  began 
to  think  that  working  for  the 
company  could  be  as  exciting  as 
Hying  planes  across  the  tundra. 
"I  called  my  pals  in  Alaska  and 
told  them  they  could  keep  my 
I  truck  and  albums]  if  they 
promised  not  to  kill  themselves 
lighting  over  them,"  he  says. 

Smart  choice.  In  the  past  few 
years,  Jabil  and  other  contract 
manufacturers  have  moved  from 
high-tech  snoozes  into  industry 
stars.  As  the  pace  of  technology 
accelerates,  companies  from  Sili- 
con Valley  startups  to  computer 
giants  such  as  IBM  are  looking 
to  push  responsibility  for  nuts- 
and-bolts  manufacturing  onto  no- 
name  contractors  like  Jabil.  That 
trend  is  expected  to  lift  indus- 
trywide contract  manufacturing 
revenues  from  $!H)  billion  in  lOOlS 
to  an  expected  $2(10  billion  in 
2001.  Times  are  so  good  that  Ja- 
bil and  Flextronics  International 
Ltd.  in  San  Jose,  Calif.,  are  turn- 
ing away  low-margin  business 
from  PC  makers  they  used  to 
fight  over.  "There's  just  huge  demanc 
from  everywhere,"  says  Michael  E. 
Marks,  chief  executive  of  Flextronics, 
which  has  increased  revenues  roughly 
70rf  a  year  for  the  past  six  years. 

Now  contract  manufacturers  are 
stealing  the  thunder  from  some  of  their 
better-known  customers.  In  this  year's 
BUSINESS  WEEK  Info  Tech  100.  the  for- 
mer ho-hum  contract  manufacturers  are 
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the  best  represented  category  in  the 
top  tier.  Industry  leader  Solectron  Corp. 
ranks  No.  3,  Taiwan-based  Quanta  Com- 
puter is  No.  14,  Flextronics  is  No.  17, 
and  Jabil  hit  No.  22.  "It's  been  quite 
extraordinary.  Business  is  amazing." 
says  Solectron  ceo  Koichi  "Ko" 
Nishimura. 

Whv  is  the  industrv  red-hot?  After 


their  humble  start  making  plain- vanilla 
products  like  printed  circuit  boards, 
contract  manufacturers  are  proving  that 
they're  some  of  the  most  efficient  pro- 
ducers of  everything  from  PalmPilots  to 
supercomputers.  Part  of  the  reason  is 
that  they  spend  almost  nothing  on  cor- 
porate frills.  Solectron's  overhead  is  a 
rock-bottom  4%  of  sales,  vs.  18%  at 
Compaq  Computer  Corp.  and  99c  at 


superefficient  Dell  Computer  C 
At  the  same  time,  contract  manik 
turers  get  more  out  of  their  capita 
vestments  since  they  handle  such  1 
volumes.  Consider,  for  exampl< 
$600,000  laminography  tester,  which 
be  used  to  scan  products  for  poor  s<  | 
joints  that  can't  be  detected  in  any 
er  way.  A  typical  manufacturer  w 
use  the  device  once  a  day, 
Solectron,  because  it  m 
products  for  so  many  custor 
uses  it  five  times  a  day. 

Manufacturing  is  only  pa| 
the  story.  Now  these  compi 
are  b  h  iking  t> 1  expand  their 
nesses  by  taking  on  more  o 
behind-the-scenes  scut  worj 
their  clients,  including  purj 
ing,  logistics,  and  the  more 
dane  aspects  of  product  dj 
and  repair.  In  effect,  they 
to  become  operations-for-liiil 
tech  industry  leaders.  "It 
longer    about    making  | 
cheap,"  says  Nishimura.  'f 
we're  doing  more  and 
high-value  things." 

Here's  how.  Companie 
as  Solectron  and  sci  Sys 
Inc.  are  now  major  buye 
parts  and  get  volume  dis 
that  can  be  passed  on  to  bijH 
small  customers  alike.  ConH 
manufacturers  also  help  cnfl 
get  their  products  into  yJflj 
markets  more  quickly  and  dS 
ly  because  they  have  facH 
around  the  world.  Solectrdjl 
example,  has  21  plants  scat?!  D 
around  the  globe  from  Bnil  - 
Romania.  Solectron  evenbi^^ 
chased  laptop-repair  spe^l 
Sequel  Inc.  on  May  20  so  g 
can  fix  its  customers'  products  ail 
turn  them  to  individual  or  corjjn 
buyers  in  one  day.  In  the  end,  fu 
Flextronics'  Marks,  his  customer i 
want  to  do  "only  two  activities — ifa 
products  and  create  brand." 

There's  no  reason  for  anything 
Plunging  prices  for  PCs  and  otheg 
are  forcing  traditional  manufacture 
outsource.  Not  only  is  a  make,o 
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recommends  drivers  observe  posted  speed  limits.  190  mph  refers  to  speeds  on  the  Autobahn.  © 
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Rubber  Company.  All  rights  reserved. 


It  iyear  Eagle  F1  The  Eagle  F1  GS-Fiorano  is  a 
Pee  system  for  land-bound  missiles  like  the  Ferrari  F550 
I  -Ito.  Designed  by  some  of  the  best  racing  tire  engineers 
i  planet,  it  bristles  with  technology  derived  from  Goodyear 
f  Eagles.  Its  track-proven,  multi-radius  profile  provides 
\  handling.  And  a  directional,  asymmetric  tread  sweeps 


water  away  for  superb  wet  traction.  Yet  this  Eagle  delivers  a 
ride  that's  exceptionally  stable.  No  wonder  we  named  it  after 
Ferrari's  fabled  test  track.  To  get  a  thorough  grounding  in 
ultra-performance  tires,  get  a  set  of  Eagles.  And  fly.  Call  1-800- 
GOODYEAR.  Or  visit  our  website  at:  www.goodyear.com. 
Goodyear.  Number  One  in  tires.  i^T 
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THE  COMPUTER  KINGS 


(Figures  in  millions  for  most  recent  12  months) 


PROSPECTS 


SALES 

millions 


SALES  PROF  > 
GROWTH       Ml  111 


dell  This  master  of  direct  selling  is  passing  even  Compaq  in  sales  to  big  corporate  ac-    $19,860      45.4%  $1,5. 

counts.  But  there  are  challenges — such  as  how  to  make  money  on  sub-51,000  PCs. 


EMC 


It  sells  the  Cadillac  of  storage  systems,  used  by  corporations  for  sensitive  data. 
But  rivals  such  as  Dell  and  H-P  are  undercutting  its  prices. 


4.273  35.8 


sun  With  Java  and  the  Net,  Sun  has  created  a  genuine  Golden  Age  for  itself.  Now,  it's 

microsystems     pushing  the  next  big  trend — helping  corporations  outsource  information  systems. 


11.092  17.3 


Lexmark  Sales  of  printers  and  cartridges  to  businesses  and  consumers  will  remain  strong,        3,135  21.4 

but  competitors  Xerox  and  Hewlett-Packard  have  formidable  brands. 


QUANTA 


One  of  Dell's  favored  suppliers  in  notebook  PCs;  this  year,  new  clients  IBM  and  1,587  48.6 

Apple  are  expected  to  help  propel  the  top  line  42%. 


IBM 


It  has  pulled  off  a  remarkable  makeover,  going  from  a  struggling  hardware 
company  to  a  Net  Age  provider  of  E-business  services.  One  requirement  going 
forward:  erasing  PC  losses  just  under  $1  billion  in  1998. 


84,366       7.0  67! 


honhai  Sales  to  Compaq  have  kept  this  maker  of  connectors  and  computer  cases  grow- 

precision  ing  at  a  healthy  rate.  Now,  it  has  three  of  the  top  four  PC  makers  as  customers, 

sales,  and  profits  are  forecast  to  grow  18%. 

arima  As  goes  Compaq,  so  goes  Arima.  This  one-client,  one-product  company  rode 

computer  Compaq's  success.  But  with  Compaq  struggling,  look  for  earnings  to  grow 

3%,  instead  of  last  year's  180%. 

gigabyte  The  supplier  of  motherboards  relies  on  the  clone  market,  but  orders  from 

Compaq  should  help  revenues  grow  30%  this  year,  earnings  22%. 

gateway  The  second-largest  direct  seller  of  PCs,  it's  under  the  gun  to  make  good  on  a 

diversification  program.  The  goal:  to  rely  less  on  PCs.  given  tumbling  prices, 
and  make  money  on  online  services,  peripherals,  and  the  like. 


1.250  55.3 


969  73.7 


364  62.5 


7.843.4  18.8 


.$600  PC  hard  pressed  to  amortize  the  I 
cost  of  a  factory,  but  it  can't  compete 
with  a  contract  manufacturer  that  can 
keep  its  factory  lines  humming  24  hours  | 
a  day.  And  thanks  to  E-commerce,  cus- 
tomers expect  suppliers  to  deliver  cus- 
tom-configured products  at  the  lowest 
cost  in  the  shortest  span  of  time.  This 
requires  build-to-order  manufacturing 
where  products  are  shipped  directly 
from  factories  to  customers.  That  plays 
right  into  the  hands  of  contract  manu- 
facturers that  have  spent  the  past  five 
years  buying  plants  and  honing  back- 
office  logistics  skills. 

For  proof,  check  out  how  Cisco  Sys- 
tems Inc.  has  used  contract  manufac- 
turers. By  electronically  sharing  sensi- 
tive product  and  sales  data  with  Jabil, 
Cisco  is  able  to  ship  routers  and  other 
products  anywhere  in  the  world  in  less 
than  two  days — without  ever  touching 
the  product,  says  Morean.  One  key  rea- 
son: Jabil's  "dynamic  replenishment  sys- 
tem." Developed  from  years  of  moni- 


toring the  production  of  hundreds  of 
companies,  the  system  analyzes  several 
types  of  data — ranging  from  basic  sales 
forecasts  to  the  likely  impact  of  upcom- 
ing product  promotions — to  estimate 
how  much  stock  it  needs  to  have  on 
hand  at  any  point. 

Jabil  isn't  the  only  contract  manufac- 
turer working  with  Cisco.  The  net- 
working giant  also  has  a  remarkable 
setup  with  Flextronics.  When  you  pur- 
chase some  low-end  routers  on  Cisco's 
Web  site,  the  order  zips  to  Flextronics, 
which  fills  it.  Only  then  does  Cisco 
arrange  for  delivery  and  bill  the  cus- 
tomer. And  since  Cisco  introduces  new 
configurations  every  few  days,  Flex- 
tronics revamps  its  production  to  ac- 
commodate the  changes.  "This  is  the 
future  of  the  business,"  says  Marks. 

Even  telecom's  old  guard  is  scram- 
bling to  take  advantage  of  the  Solec- 
trons  of  the  world.  Nortel  Networks 
Corp.  announced  in  May  that  it  will  sell 
or  shutter  17  of  its  24  factories  within 


the  next  three  years,  a  move  thai 
pected  to  save  up  to  $300  million  ? 
in  pretax  profits.  The  reason  w/ 
cheaper  to  outsource:  Nortel  ru 
24  factories  at  60%  utilizations 
contract  manufacturers  typical 
theirs  at  80%  or  more,  "the  cd 
manufacturers  have  developed  l 
verv  major  force."  savs  Nortel  ce 
A.  Roth. 

Put  it  all  together,  and  top  el 
manufacturers  are  looking  at 
wave  of  business  that  should  hel  | 
rival  their  largest  customers 
within  the  next  fewT  years.  So\ 
expects  to  boost  sales  from  $5.3) 
in  fiscal  1998  to  $20  billion  in  fisc 
"We're  going  to  grow  at  rates  l| 
one  has  ever  seen  for  a  company 
size,"  vowts  Mark  Holman,  So< 
vice-president  for  business  develn 
By  2001,  say  analysts,  30%  of  eleWtyy 
gear  could  be  assembled  by  c) 
manufacturers,  up  from  15%  tod 
then,  technology  companies  wor, 
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Success  in  business  is  about  managing  factors  that   impact  your  bottom   line,  pinpoint   tbose  laclors. 

successful  companies  around  tbe  globe  turn  to  world-leading  Cognos  Business  Intelligence  software. 
Whether  it's  integrated  with  your  critical  ERP  applications  or  other  established  systems.  Co  Anns  Business 
Intelligence  software  enables  business  users  across  your  enterprise  to  securely  access,  report  on.  and  analyze 
your  corporate  data.  You  have  the  data,  but  it's  Business  Intelligence  th  at  puts  you  in  control. 
And  gives  you  the  power  to  mahe  better  decisions  even,'  day.  Visit  our  Website  or  call  1-800-426-4667  ext.  2099. 


www.cognos.com/ incontrol 


\Ji*/\J!SiiV» 

Better  Decisions  Every  Day 


the  in-house  manufacturing  expertise  to 
fall  back  on,"  says  analyst  James  Savage 
of  Thomas  Weisel  Partners.  "So  con- 
tract manufacturing  will  continue  to  out- 
||  perform  the  overall  high-tech  market, 
with  lower  risk." 

Of  course,  there's  plenty  that  can  go 
wrong.  The  biggest  risk:  Contract  man- 
ufacturers could  get  too  big  for  their 
britches.  Already,  some  customers  wor- 
ry that  they  will  get  distracted  from 
basic  manufacturing  as  they  expand  into 
new  disciplines  such  as  purchasing,  lo- 
gistics, and  repair.  And  with  a  multi- 
year  glut  on  many  kinds  of  high-tech 
components  winding  down,  contract 
manufacturers  will  have  to  prove  they 
can  get  parts  to  satisfy  all  their  cus- 
tomers when  supplies  get  tight.  Says 
one  veteran  chip  distributor:  "They're 
hitting  .320  for  April,  but  we're  going  to 
have  to  wait  until  next  year  to  see  if 
this  is  a  fad  or  a  major  trend." 

One  looming  problem:  conflicts  with 
their  customers  and  suppliers.  Solectron 
and  Ingram  Micro  Inc.  recently  formed 
a  venture  to  sell  their  own  low-end  PCs. 
Some  in  the  industry  think  other  PC 
makers — who  also  sell  their  machines 
through  distributor  Ingram — may  per- 
ceive the  move  as  unwelcome.  "We  see 
that  as  competition,"  says  Michael  A. 
Braun,  general  manager  of  IBM's  Con- 
sumer Division.  While  Braun  is  mum, 
analysts  say  PC  makers  may  become  re- 
luctant to  give  Solectron  business. 

What's  more,  distributors  who  now 
provide  contract  manufacturers  with 
components  are  trying  to  offer  the  same 
inventory  management  and  logistics  ser- 
vices to  customers  that  contract  manu- 
facturers want  to  deliver.  Distributors 
think  contract  manufacturers  will  have  a 
hard  time  making  progress  on  that  turf. 
"They're  worse  at  managing  inventory 
than  their  customers,"  says  a  distributor. 

For  all  the  risks,  contract  manufac- 
turers' reign  as  Wall  Street  darlings 
seems  far  from  over.  The  number  of  an- 
alysts covering  the  industry  has  dou- 
bled in  the  past  year.  And  since  the 
fortunes  of  the  top  contract  manufac- 
turers are  tied  to  some  of  the  most  pro- 
gressive, well-managed  tech  companies, 
bining  then*  shares  is  like  buying  into  a 
hot-growth  mutual  fund.  Says  Morgan 
Stanley  Dean  Witter  analyst  Shelby 
Fleck:  "An  investment  in  an  electronic 
manufacturing  services  company  is  like 
buying  into  a  Who's  Who  in  high-tech." 
Then  again,  maybe  it's  time  to  add  the 
contract  nanufacturers  themselves  to 
that  list. 

By  Pet    Burrows  in  Milpitas,  Calif. 


INFORMATION    TECHNOLOGY    ANNUAL  REPORT 


SILICON  CENTRAL 

TSMC's  chip  business  booms  as  more  companies  outsou: 


For  years,  Motorola  Inc.  has  in- 
sisted on  making  the  majority  of 
the  microchips  that  go  into  its 
products.  It  was  the  only  way  it 
could  control  the  quality  and  design. 
But  in  February,  the  company  re- 
versed course,  saying  that  50%  of  its 
chips  will  be  made  by  outside  con- 
tractors by  2002,  up 
from  about  16%  now. 

What's  going  on? 
With  the  cost  of  a 
new  semiconductor 
plant  now  at  $1.5  bil- 
lion and  rising,  it's 
cheaper,  faster,  and 
more  efficient  to  farm 
out  production  to  spe- 
cialists. The  payoff 
goes  beyond  cost  sav- 
ings: At  Motorola, 
outsourcing  will  free 
up  resources  for  prod- 
uct design  and  mar- 
keting, says  Steve 
Goodyear,  director  of 
the  company's  Asian 
semiconductor  unit. 

The  beneficiaries  of 
this  shift  are  so-called 
chip  foundries  that 
spin  silicon  for  compa- 
nies like  Motorola. 
Such  shops  already 
account  for  5%  to  10% 
of  global  semiconduc- 
tor production  They 
could  hit  35%  by  2010, 
says  Dataquest  Inc. 
The  leader  in  the 
field,  Taiwan  Semicon- 
ductor Manufacturing 
Co.  (tsmc),  is  now  go- 
ing a  step  further: 
changing  from  pure 
manufacturer  to 
provider  of  semicon- 
ductor design  services. 
The  plan  could  accel- 
erate TSMC's  growth, 
which  helped  place  it  at  No.  93  on  the 
Info  Tech  ranking.  More  crucially,  it 
could  reshape  the  chip  industry. 

That  would  be  a  familiar  role  for 
Morris  Chang,  tsmc's  founder  and 
chairman.  A  25-year  veteran  of  Texas 
Instruments  Inc.,  Chang  started  tsmc 
12  years  ago  and  single-handedly  pio- 


Chang  is  pushing 
chip  libraries 


neered  a  new  industry  model.  Bj 
eliminating  the  need  for  chipmak 
to  build  their  own  fabrication  pla 
Chang  paved  the  way  for  an  exp 
sion  of  "fabless"  chip  startups  th; 
design  everything  from  graphics 
chips  to  computer  memory.  Manj 
these  companies  use  tsmc  as  a  v: 
factory — helping 
ve  1998  profits  t( 
$468  million  on  r  - 
enues  of  $1.5  bill" 
Now,  Chang  wi 
them  to  have  tsi 
turn  their  dream 
into  designs.  He'n 
just  offering  to  c> 
op  ordinary  chip; 
though.  Chang  wi 
to  help  customen. 
sign  fiendishly  ccv 
plex  "systems  on 
chip,"  which  crait! 
jobs  of  many  chi 
onto  a  single  sli\r 
silicon.  Such  corcoj 
save  space,  powu  | 
and  cost,  tsmc's  j$  ■ 
card  is  its  accesstt 
circuit  designs  fim  » 
many  sources:  ClI  ■ 
is  creating  librai 
chip  design  buik 
blocks  that  can  I 
quickly  glued  tost  , 
er  and  produced* 
tsmc's  state-of-tn 
production  lines. 

Customers  wip 
handsomely  for  ic 
service.  One  belvi 
is  Sunplus  Techi  k 
gy,  a  tsmc  custc» 
that  designs  the:h 
used  in  the  Fur' 
talking  doll.  Whi 
Sunplus  goes  bat  * 
the  drawing  boat 
cook  up  the  nex-?* 
eration  of  Furbj 
chips,  it  could  save  weeks,  ever 
months,  by  using  tsmc's  library.il 
would  let  engineers  work  on  ot>r 
projects — and  help  get  the  doll  > 
stores  sooner.  It's  no  wonder  T?C 
rocketing  to  the  top  of  the  sem  1 
ductor  charts. 

By  Jonathan  Moore  in 


Sjrw    Some  time  ago,  an  ISP  "backbone"  provider  faced  a  major  dilemma:  They  needed  more  capacity, 
and  they  needed  it  yesterday.  But  they  didn't  want  to  overextend  themselves  in  the  process.  That's 
when  they  called  in  GTE  WHOLESALE  MARKETS. 

Instead  of  the  traditional  method  of  using  ISDN  lines,  we  introduced  them  to  a  new  networking  idea  called 
CyberPOPi  It's  a  unique  system  that  employs  a  trunkside  connection  using  physical  equipment  located 
inside  existing  GTE  switching  centers,  which,  in  turn,  allows  capacity  to  be  added  much  more  rapidly.  Over 
the  next  two  years,  we  helped  this  provider  go  from  1,000  ports  a  month  to  more  than  twelve  times  that. 
Does  a  communications  problem  have  you  on  thin  ice?  GTE  can  deliver  innovative  telecommunications 
solutions  that  provide  more  capacity,  more  technology,  more  of  what  you  need  to  be  successful.  And  we 
can  do  it  in  a  hurry.  Call  GTE  Wholesale  Markets  at  1-888-483-9594,  or  visit  us  on  the  Internet  at 
www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And,  best  of  all,  we'll  get  you  back  on  track 
and  moving  toward  your  goals  at  record  speed. 
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BIG  BLUE 

AT  YOUB  SEBVICE 

IBM's  savvy  marketing  of  technology  knowhow  is  spicing  up  its  growth 


Y 

I; 


IBM  advises  clients  on  tech  strategy,  develops 
their  software,  trains  their  employees,  and  even 
helps  get  them  into  the  dot.com  realm 


lou  might  think  spending  $20 
lion  of  his  company's  money 
cause  Honorio  Padron  to| 
around  for  the  best  price. 
February,  the  chief  infoimation  of 
CompUSA  awarded  ibm  a  seveij 
contract  to  run  his  company's 
computer  operations  and  softwaj 
velopment — without  considering  aj 
supplier. 

With  its  Big  Blue  foot  in  thd 
IBM  then  began  showing  Padron) 
high-tech  delights.  After  a  peek 
point-of-sale  technology,  Padron 
the  system  in  one  of  thj 
pany's   218   stores,  ij 
wowed,  that  could  mua 
into  a  $40  million  dea 
in  April,  after  Padrd 
"blown  away"  by| 
Web-design  servic 
awarded  the  compu1 
ant  a  consulting  st 
revamp  the  retail^ 
commerce  efforts, 
years,  CompUSA  ha" 
from  spending  less  th 
of  its  technology  budget 
to  forking  over  80%.  "They 
jump  through  hoops,"  says  Pac 
If  many  of  the  top  companies 
business  week  Info  Tech  100  su 
plumbing  for  the  wed  world,  t" 
No.  17  on  the  list,  is  the  gene 
tractor  of  the  group.  To  be  sure, 
billion  computer  giant  does  su 
share  of  infrastructure  gear- 
servers,  disk  drives,  networkin 
ment,  and  database  software.  So 
year,  it  has  signed  multibillion-do 
nology  deals  with  Dell  Compu 
tendo,  and  EMC  Corp.  And  on 
ibm  signed  a  seven-year,  $8  billio 
ment  to  supply  Acer  Group 
drives,  displays,  and  microchips. 

But  it's  services  that  mak 
standout.  Competing  against  e 
from  Electronic  Data  Systems 
Four  accounting  firms  to  boutiq" 
offering  only  Web  services, 
emerged  as  the  world's  largest 
or  of  technology  services.  It 
customers  on  technology  strate 
them  prepare  for  mishaps,  runs  i 


0  BUSINESS  WEEK  /  JUNE  21,  1999 


An  ounce  of  prevention. 


A  pound  of  cure. 


A  world  of 


www.admworld. 


hat  the  world  needs  now 


moro  V\omoa^cowv\  health 

At  ADM,  we're  growing  new  solutions  for  a  healthier  3 
world.  Taking  farm-raised  crops  like  corn  and  ^ 
soybeans  and  processing  them  into  enriched  food 
ingredients,  natural-source  vitamin  E  and  isoflavones. 
For  a  natural  level  of  health  you  can't  get  from 
man-made  supplements. 


■ 


toll 

m 


NFORMATION    TECHNOLOGY  ANNUAL  REPORT 


computer  operations,  develops  their  ap- 
plications, procures  their  supplies,  trains 
their  employees,  and  even  gets  them 
into  the  dot.com  realm. 

It's  a  bet  that  IBM  Chairman  Louis  V. 
Gerstner  Jr.  made  in  1993  that's  paying 
off  now.  While  his  predecessor  was 
prepared  to  break  up  IBM,  Gerstner 
decided  that  the  company's  strength 
was  its  sheer  breadth.  He  declared 
IBM  would  offer  its  corporate  cus- 
tomer's soup-to-nuts  solutions,  from  tiny 
silicon  wafers  to  massive  mainframes  to 
special  software  for  clients  in  trans- 
portation, financial  services,  and  other 
industries.  What  ties  IBM's  diverse  prod- 
uct portfolio  together?  Services. 

Big  Blue's  growth  engine  is  high-tech 
knowhow.  With  hardware  sales  essen- 
tially flat  and  software  revenue  growing 
modestly,  the  company's  Global  Services 
unit  has  stoked  IBM's  financial  turn- 
around. Its  sei-vices  revenue  has  jumped 
from  $16  billion  in  1996  to  $23.4  billion 
last  year.  Services  now  account  for  29% 
of  sales  and  17%  of  profits.  Half  of  IBM's 
290,000  employees  are  in  services.  In 
the  first  quarter  ended  Mar.  31,  IBM  had 
built  up  a  huge  $55  billion  backlog  of 
services  business.  And  in  the  past  four 
quarters,  IBM  signed  more  services  con- 
tracts than  either  of  its  rivals  EDS  or 
Computer  Sciences  Corp.  have  inked 
j  over  the  past  three  years.  "They  are 
totally  unstoppable,"  marvels  Susan 
Scrupski-Miranda,  a  consultant  at  it 
Services  Advisory,  Hillside,  N.J. 

Now,  IBM  hopes  to  lift  its  services 
business  into  the  stratosphere  with  an 
intense  focus  on  the  Net  and  a  $500 
million  marketing  campaign  built  around 
E-business.  IBM  was  one  of  the  first 
technology  companies  to  cater  to  com- 
panies starting  to  set  up  Web  sites  and 
shift  traditional  operations  to  the  Net. 
Today,  IBM  has  over  30  E-commerce  ser- 
vices, including  Web-site  design  and 
Web  hosting — which  generated  $3  billion 
last  year.  And  Gerstner  expects  that's 
just  the  beginning.  On  May  12,  he  told 
Wall  Street  analysts  that  market  re- 
searchers predict  60%  of  the  money 
spent  on  E-business  industiywide  will 
be  for  services.  "As  the  world's  largest 
services  company,  we're  right  in  the 
middle  of  the  sweet  spot,"  he  crowed. 

Gerstner  has  his  eye  on  what  IBM  calls 
"the  E-line."  That's  the  line  separating 
companies  that  do  either  all  or  a  growing 
portion  of  their  business  on  the  Web — 
like  Charles  Schwab  Corp. — from  those 
that  don't.  Right  now,  IBM  is  focusing  on 
customers  below  the  E-line  that  haven't 
yet  embraced  the  Net  or  are  just  getting 


When  Charles  Schwab  suddenly  need 
computers  in  three  days,  IBM  flew 
them  in  with  time  to  spare 


started.  IBM  wants  to  parlay  its  role 
as  trusted  corporate  service  provider 
into  savvy  Web  adviser.  Says  Douglas 
T.  Elix,  a  general  manager  of  IBM's 
Global  Services  unit:  "There's  a  lot  of 
business  to  be  had  helping  companies 
get  above  the  E-line." 

There's  no  guarantee,  though,  that 
IBM  will  be  the  one  to  get  it.  While  Big 
Blue  is  a  leader  in  technology  services, 
no  one  company  dominates.  IBM  has 
twice  the  market  share  of  eds,  its  clos- 
est rival,  but  that's  still  only  8.4%-  of 
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the  $361  billion  global  market,  according 
to  market  researcher  Dataquest  Inc. 
Now,  IBM  is  facing  fresh  rivals  in  Net 
services,  including  chip  giant  Intel  Corp., 
which  announced  on  Apr.  22  that  it  was 
going  to  ran  Web  sites  for  clients  from 
its  own  data  centers.  What's  more,  tra- 
ditional customers  are  getting  into  the 
field  with  so-called  selective  outsourc- 
ing offerings.  By  using  expertise  devel- 
oped in  their  own  businesses,  compa- 
nies such  as  United  Parcel  Service  will 
take  over  jobs  like  logistics,  payroll,  or 
supply  chain  management. 

What  does  IBM  have  going  for  it? 
Scale.  The  company  has  the  broadest 
array  of  technology  in  the  computer  in- 
dustry. And  IBM  is  the  only  technology- 
services  company  spending  $5  billion  a 
year  on  research  and  development,  ibm 
won  a  huge  services  deal  with  Monsan- 
to Co.  in  part  because  its  researchers 
were  working  with  pattern-recognition 
software  that  Monsanto's  scientists  could 
use  in  genetics  research  to  track  similar 


gene  patterns.  "This  is  what  make 
unique,"  says  ibm's  Elix. 

It's  at  least  one  of  the  things 
set  ibm  apart.  Most  companies 
match  what  ibm  invests  in  the  g 
style  control  rooms  that  ran  the 
puter  operations  for  clients — from  j* 
plex   disaster-recovery  scheme; 
backup  power  generators.  "Could  I 
afford  a  data  center  like  ibm's? 
says  CompusA's  Padron.  "Why  wo 
want  to  replicate  that?  I  don't  buil* 
own  power  plant  or  telephone  comp 

ibm  benefits  from  such  sentimer 
ways  other  than  revenues.  Succe 
services  feeds  another  need — high 
talent.  When  IBM  wins  an  outsou 
deal,  it  typically  hires  the  custo: 
technical  employees.  As  part  o 
CompUSA  deal,  ibm  gave  jobs  to 
company's  130  full-time  technical 
and  200  contract  workers.  Last 
ibm  hired  18,000  people  in  services] 
it  expects  to  hire  as  many  this 
And  it's  holding  onto  employees 
says  the  employee  turnover  rate  i! 
8%,  compared  with  an  average  ol| 
for  tech-sei'vice  companies.  "They'ri 
ting  the  resources  everybody  is  fi^| 
for — employees  who  have  ind 
knowledge,"  says  Dataquest  analy 
lie  Young. 

ibm  is  doing  a  better  job  satis1 
customers,  too.  Consider  discount  t 
Charles  Schwab,  ibm  helps  manaj 
company's  Web  systems  that  hanc 
to  76  million  hits  a  day.  Last  Dece 
when  Federal  Reserve  Chairman 
Greenspan  was  preparing  to  ad 
Congress,  Schwab  cio  Dawn  L 
started  getting  nervous.  She  won 
whether  her  company's  compute 
terns  could  handle  the  load  if  Gree 
said  something  that  moved  the  m; 

So  Lepore  called  IBM  to  order 
computers.  Trouble  was,  that  ty] 
takes  30  to  90  days  and  she  n 
them  in  three  days.  No  probler 
chartered  a  plane  and  flew  the 
ment  to  Schwab  with  time  to 
"That  is  the  kind  of  relationshi 
have  to  have  with  a  vendor,"  say 
ore.  "ibm  understands  what  it  me 
support  an  enterprise  24-7."  K 
customers  like  Schwab  above  the 
should  help  ibm's  top  line  too. 

By  Ira  Sager  in  Nei 
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Introducing  the  Sprint  PCS  Clear  Wireless  Workplace. 

Unfortunately,  fewer  wires  doesn't  always  mean 
fewer  problems.  That's  why  Sprint  PCS  has 
made  it  simpler  than  ever  for  everyone  in  your 
office  to  work  wireless.  We  built  the  only 
all-digital,  all-PCS  nationwide  network  from 
the  ground  up,  so  you  can  communicate 
more  clearly  when  you  use  it.  Clear  calls. 
Our  advanced  CDMA  technology  means 
unsurpassed  voice  clarity.  Clear  features 
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Clear  pricing.  Predictable  nationwide  pricing 
makes  it  easy  to  keep  costs  under  control. 
Clear  vision.  With  our  expandable  platform, 
you  can  adapt  to  future  technology  with 
fewer  problems.  Because,  we  figure,  every- 
one in  the  wireless  workplace  should  enjoy 
more  freedom,  including  those  who  n  an£ 
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SUDDENLY,  SOFTWARE  ISN'T 
A  PRODUCT,  IT'S  A  SERVICE 

Application  service  providers  are  changing  the  way  programs  are  sold  and  delivered 


In  February,  Robert  Eminian  had  no 
time  to  waste.  After  six  months  of 
debate  and  two  trips  to  Seoul,  Ko- 
rea, the  San  Jose  (Calif.)-based  vice- 
president  of  Samsung  Semiconductor  Inc. 
had  the  0.  K.  to  build  an  online  wholesale 
mart  for  memory  chips — a  potentially 
huge  advantage  in  a  market  dominated 
by  Asian  competitors  that  are  reluctant 
to  sell  on  the  Web.  But  buying  the  com- 
puters and  software  to  set  up  the  virtu 
al  marketplace  would  cost  $2.5  mil- 
lion. Worse,  getting  the  Web  site 
and  complex  software 
running  perfectly 
could  take  six 
:  months.  Eminian 
had  the  $2.5 
million.  But 
he  couldn't 
count  on  his 
competitors 
dragging  then 
feet  forever. 

Eminian  found  a 
better  way.  Instead 
of  buying  the  E- 
commerce  soft- 
ware, he  rents 
it.  And  instead 
of  marshaling  a 
half-dozen  compa- 
nies to  supply  com- 
puters, configure  the 
E-commerce  soft- 
ware, set  up  the 
network,  design 
business  processes, 
and  manage  the  system  day-to-day,  he 
turned  the  whole  tiling  over  to  one  com- 
pany, which  plans  on  launching  the  chip 
mall  in  a  matter  of  weeks.  "When  we 
saw  how  we  could  offload  some  of  the 
headaches,  the  decision  process  was 
quite  short,"  says  Eminian.  "Doing  it 
this  way,  we're  ahead  of  everyone  in 
our  market." 

Eminian's  experience  with  his  Web 
site  heralds  a  sea  change  in  the  soft- 
ware world.  It  used  to  be  that  big  proj- 
ects meant  big,  costly  software  pro- 
grams— bloatware  in  tech  parlance.  No 
more.  A  new  breed  of  companies  called 
application  service  providers  are  trans- 


forming software  from  big,  expensive, 
often  nettlesome  products,  into  a  more 
affordable  and  easy-to-use  service.  Think 
of  it  as  the  difference  between  build- 
ing your  own  home  and  hiring  a  gener- 
al contractor  who  manages  the 
plumbers,  carpenters,  and  electricians. 
In  this  software-services  world,  GTE 
Corp.  is  the  early  leader  with 
annual  revenues  from 
such  services  approach- 

•S3 


How  does  it  work?  These  comj 
provide  all  the  support  and  comj 
at  their  own  facilities.  More  impc 
they  often  will  take  complex  corj 
software  packages  and  scale  them] 
so  they  are  simpler  to  set  up  and 
age.  Rather  than  take  many  m 
even  years,  to  get  giant  prograj 
stalled,  these  service  providers  ca| 
in  three  months  or  less. 
"A  REVOLUTION."  The  goal:  maki| 
phisticated  software  as 
available  as  flipping] 
light  switch.  Accorq 
Forrester  Researc 
the  market  for  suj 
vices  could  tota 
billion  by  2(1 
from  les| 
$10( 


The  attraction:  You 
can  build  an  E-sales 
site  in  one  month 
rather  than  six 


ing  $100  million.  Now,  companies  ranging 
from  startups  like  usinternetworking 
Inc.,  which  is  building  Samsung's  E-com- 
merce site,  to  traditional  software  mak- 
ers to  tech  consultants  are  using  ser- 
vices to  rewrite  the  rules  of  the  industry. 


cons 

Tom  Kucharvy  o 
mit  Strategies  In 
changes  make  ( 
ness)  so  much  eas 
so  much  less  ex 
that  it  has  the  p 
to  create  a  revol 
There's  a  long 
of    service  co 
managing  their 
computing  syste: 
so-called  outsourcl 
IBM  and  Electro: 
Services.  But  wh 
ferent  here  is  the  Internet.  Thro 
plication  service  providers,  softw 
be  quickly  made  available.  Us< 
gather  and  update  informatio, 
their  applications   via  simpl 
browsers.  That  means  even  the 
have  recoiled  from  complicated  s 
can  feel  comfortable  and  be 
quickly.  Another  improvement 
old  outsourcing  model:  The  data  1 
canned  over  public  networks  in: 
far  more  expensive  private  lines. 

The  software  is  changing,  tc 
ware  service  providers  are  usirj 
standardized  packages,  repla 
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THE  TOP  OF  THE  SOFTWARE  HEAP 

(Figures  are  for  most  recent  12  months) 

COMPANY  PROSPECTS 

SALES 
(MILLIONS) 

SALES 
GROWTH 

PROF 

(MILLI 

MICROSOFT 

The  No.  1  maker  of  operating  systems  and  PC  applications  is  still  the  800-pound 
gorilla.  But  watch  out  for  the  Justice  Dept.  hunters. 

$17,217.0 

26.0% 

$694 

ORACLE 

Maker  of  database  software  is  betting  that  hosting  software  jobs  for  companies  will 
encourage  them  to  use  Oracle  products  while  paying  a  service  fee  to  boot.  But  waylaid 
in  March  by  earnings  shortfall  because  of  execution,  rather  than  strategy  problems. 

8,296.5 

24.2 

1,16 

COMPUWARE 

Averaged  30%  growth  over  the  past  five  years.  Consensus  for  fiscal  2000  sees  a  33% 
earnings  jump.  Provider  of  testing  software  and  services  must  avoid  being  hurt  by 
Y2K-related  slowdown  in  corporate  buying. 

1  CQQ  A 
1,000.4 
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SAP 

Analysts  expect  the  maker  of  software  for  big  corporate  jobs  to  post  only  modest  1999 
profit  growth.  But  new  products  promise  big  upside  in  2000. 
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bmc           Its  software  for  maintaining  heavy-duty  computer  systems  is  still  a  big 
software  j  seller,  but  BMC'must  cut  its  reliance  on  slow-growth  mainframe  market. 
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Nintendo     Kids  say  Nintendo  64  is  "da  bomb" — meaning  cool — and  new  game 

i  Pokemon  is  huge.  But  the  real  payoff  may  be  expanding  the  technology  into  information 
appliances. 

4,455.0 

27.8 

69 

rational    ;  Wall  Street  forecasts  a  29%  earnings  gain  in  fiscal  2000  for  the  maker  of 
software  ;  object-oriented  software  tools  that  help  companies  build  programs  faster. 

411.8 

32.6 

55 

Novell        Novell  has  bounced  back  on  the  strength  of  its  powerful  networking  software,  which 
puts  a  company's  entire  network  under  central  control.  Look  for  20%  sales  growth  this 
year — a  far  cry  from  the  21%  plunge  between  1996  and  1998. 

1,117.7 

26.4 

11 

Dassault     Look  for  about  20%  1999  profit  growth  for  the  French  maker  of  computer-aided  design 
systemes     and  manufacturing  programs.  Acquisitions  of  Chrysler  and  Nissan  by  European 
:  carmakers  push  Dassault  into  U.S.  and  Japan. 

510.7 

51.6 

10 

electronic  Software  game  maker  has  a  solid  foundation  to  weather  the  storm  coming  with  the 
arts          next  generation  of  game  consoles.  But  Wall  Street  is  understandably  anxious  as  Sony, 
Nintendo,  and  Sega  duke  it  out. 

1,221.9 

34.4 

'  many  cases,  custom  programs  that  re- 
quire small  armies  of  programmers  to 
support.  That  means  service  companies 
can  also  devise  simple  methods  for  han- 
dling all  of  their  clients'  applications, 
driving  costs  even  lower. 

But  it's  not  just  about  the  money. 
Corporations  freed  from  managing  com- 
plex computing  projects  can  focus  on 
mure  important  things.  Web  portal  Ex- 
cite Inc.  farmed  out  its  financial-man- 
agement software  to  startup  Corio  Inc., 
based  in  Redwood  City,  Calif.,  so  it 
could  concentrate  on  customers.  And 
Sunburst  Hospitality  Corp.  turned  over 
its  PeopleSoft  financial-management  pro- 
gram to  usi  so  it  could  devote  more 
time  to  launching  a  chain  of  extended- 
stay  hotels. 

Clients  also  are  freer  to  experiment 
with  new  strategies  and  suppliers.  Be- 
cause Samsung  is  paying  a  little  more 
than  $10,000  a  month  to  usi,  the  com- 
pany can  afford  to  take  a  chance  on  an 


untested  online  store  that  it  thinks  could 
generate  $100  million  in  annual  sales. 

Indeed,  Samsung  is  one  of  the  early 
adopters.  The  software  service  move- 
ment didn't  really  gain  steam  until  US- 
internetworking  went  public  in  April, 
commanding  a  $2.5  billion  first-day  mar- 
ket valuation  in  spite  of  its  order  back- 
log at  the  time  of  only  $2  million.  Now, 
two  other  software-service  providers, 
Interliant  Inc.  and  Digex  Inc.,  have  filed 
to  go  public.  Corio  raised  a  fresh  $21 
million  from  venture  investors,  including 
Kleiner  Perkins  Caufield  &  Byers.  And 
software  makers  as  big  as  sap  and  Ora- 
cle Corp.  have  made  major  announce- 
ments (page  138).  Even  telecommuni- 
cations upstart  Qwest  Communications 
Corp.  is  entering  the  software-services 
business.  Meanwhile,  Andersen  Con- 
sulting has  put  more  than  500  people  to 
work  in  this  area.  "It's  something  we 
have  to  do  to  stay  competitive,"  global 
managing  partner  Hugh  F.  Moms  says. 


For  now,  there's  not  a  huge 
to  the  established  consultants — wJ 
ically  make  their  profits  on  larj 
expensive  software  set-up  jobs 
all,  Corio  has  just  six  custome 
i  rsi  had  only  30  as  of  March,  23  ol 
signed  up  during  the  first  quai 
the  6,000  corporate  customers  of 
software  company  J.  D.  Edwards 
only  23  rent  software.  Says  I 
Berg-Painter,  marketing  vice-pr 
of  Clarify  Inc.,  a  San  Jose-based 
of  customer-relationship  manaja 
software:  "It's  been  very  much  'tn 
driven." 

Don't  be  fooled  by  the  smalm 
bers,  though.  The  momentum  el 
software  services  is  building.  It'sttt 
tive  to  software  companies  becaus  v 
selling  software  is  highly  profitab, 
dling  software  packages  costing  iw 
of  $500,000  can  be  a  tough,  costli 
ness.  Software  makers  such  as  ffP 
IVuplcSnft  rely  mi  a  small  nui  m 
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HERE'S  SOMEONE  YOU 
REALLY  SHOOLD  MEET. 


That  someone  is  your  CDW  account  manager,  a  Direct  Solutions  Provider  assigned  to  you  personally.  He'll  use 
his  expertise  to  help  you  select  the  right  top-name  brands  in  PCs,  peripherals  and  software  -  brands  like  Compaq, 
IBM,  Toshiba,  Hewlett-Packard,  Cisco  and  Microsoft  -  and  build  a  custom-configured  solution  that's  right  for  your 
business.  Finally,  a  one-stop  resource  for  everything  you  need,  including  great  savings  in  time  and  money.  It's 
exactly  what  you  should  expect  from  a  billion-dollar,  FORTUNE*  1000  company.  So  call  888-239-7278 
or  visit  www.cdw.com  to  meet  your  personal  account  manager.  And  begin  a  rewarding  new  relationship. 


Computing  Solutions 
Built  for  Business™ 

888-239-7278  www.cdw.com 


)ig  sales  to  hit  their  quarterly  financial 
argets,  and  then-  stocks  can  take  a  beat- 
ng  if  a  few  customers  slip  from  one 
marter  into  the  next.  Multiyear  service 
leals  create  an  annuity  that  lets  soft- 
vare  makers  know  where  their  next 
mailer's  profit  is  coming  from. 

And  it's  an  appealing  business  for 
ioftware-hosting  startups.  These  ser- 
vice specialists  are  looking  at  a  sweet 
)usiness  model.  Using  standard  soft- 
rare  eliminates  many  of  the  labor  costs 
hat  have  made  traditional  computer 
systems  integration  more  a  series  of 
specific  assignments  than  an  efficient 
jusiness.  Chris  McCleary,  ceo  of  usi, 
says  his  company  spends  an  average 
5300,000  to  $400,000  to  get  each  new 
•ustomer  set  up,  mostly  on  labor  to  per- 
brm  the  limited  customization  that  rent- 
al software  allows.  With  full-service 
•ates  ranging  from  $10,000  to  $75,000 
i  month,  it's  not  hard  to  see  how  Mc- 
Cleary will  get  his  money  back.  Legg 
Mason  Inc.  analyst  Todd  C.  Weller  says 
i  software-service  company  is  likely  to 
•ommand  gross  margins  of  40%  to  50%. 
security  JITTERS.  The  real  payoff  for 
service  providers  comes  with  stability.  A 
jood  service  provider  can  know  more 
ibout  a  client's  operations  than  the  client 
loes.  McCleary 's  model  is  the  payroll 
>rocessing  giant  Automatic  Data  Pro- 
cessing, where  the  average  client  rela- 
ionship  lasts  more  than  a  decade. 

Calling  in  a  software-service  company 
j  s  not  without  risks  for  customers.  For- 
•ester  Research  says  IT  managers  wor- 
•y  that  sensitive  infonnation  will  be  pil- 
fered or  that  outsiders  won't  be  able  to 
(eep  networks  up  and  running  as  con- 
sistently as  they  should.  Even  compa- 
res that  are  outsourcing  some  of  their 
software,  like  the  car-parts  maker  Del- 
)hi  Automotive  Systems,  share  the  con- 
cerns. Chief  Technology  Officer  Gary  L. 
Robertson  says  he  has  been  reluctant  to 
,urn  over  Delphi's  critical  SAP  system  to 
mtsiders.  "We  can't  operate  if  that  goes 
lown,"  Robertson  says. 

But  the  beauty  of  turning  software 
nto  a  service  is  that  services  are  flexi- 
le. Providers  can  work  with  customers 
ike  Robertson.  He's  turning  his  sap 
software  over  to  an  outsourcer  to  run 
)ver  a  virtual  private  network.  That  so- 
ution  is  less  exposed  to  breakdowns 
,han  one  that  runs  over  the  Net.  It's 
he  ability  to  give  each  customer  what 
hey  need  that  could  make  the  new  soft- 
ware world  take  off. 

By  Timothy  S.  Mullaney  in  New 
York,  with  Peter  Burrows  in  San  Mateo, 
'"I  <f. 
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AGAIN,  A  TREND  SETTE1 

Oracle  tries  its  hand  at  the  pay-as-you-use  software  mar 
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hen  it  comes  to  trends  in  the 
computer  industry,  Oracle 
Corp.  always  seems  to  be  in 
the  vanguard.  It  popularized 
the  easily  searchable  database  and  pi- 
oneered the  notion  of  tapping  into 
complex  corporate  information  from 
Web  browsers.  Now  Oracle  is  at  it 
again.  This  month,  with  the  launch  of 
Oracle  Business  OnLine,  the  company 
will  start  offering  customers  the  abili- 
ty to  tap  into  software  programs  run- 
ning on  its  own  computers. 


CEO  ELLISON:  More  options  for  customers 


This  is  a  radical  departure  for  one 
of  the  software-industry  giants.  In  the 
past,  Oracle  licensed  its  finance,  man- 
ufacturing, and  human-resources  soft- 
ware to  customers  and  supplied  con- 
sultants to  get  it  nmning  smoothly. 
Now,  clients  who  license  the  software 
can  have  Oracle  keep  the  programs 
and  information  on  Oracle  computers 
that  dish  out  the  programs  to  them 
over  the  Internet.  No  more  hassles  in 
day-to-day  operations.  And  pricing  is 
based  on  the  number  of  users. 

For  Oracle,  the  business  has  obvi- 
ous appeal.  It  gets  to  have  its  cake 
and  eat  it  too — by  selling  the  soft- 
ware and  then  collecting  ongoing  ser- 
vice fees.  The  company  hopes  Oracle 
Business  OnLine  opens  up  a  market 


among  midsize  companies  that  ha\ 
not  been  able  to  afford  Oracle's 
pricey  software.  "This  is  a  big  oprj 
tunity  and  the  wave  of  the  future 
says  Oracle  ceo  Lawrence  J.  Ellis 
Oracle's  not  the  only  corporate  s 
ware  maker  to  give  this  a  whirl.  M 
crosoft  Corp.,  for  instance,  is  allow 
hosting  services  to  license  its  datal 
software  and  then  offer  it  to  corpo 
customers  on  a  pay-as-you-use  bas 
Oracle's  strategy,  however,  has  a 
twist:  Rather  than  partnering  witl 
called  application  ser 
providers  that  usual 
offer  the  service,  Or; 
will  basically  go  it  al 
It  plans,  though,  to  1 
allies  to  house  some 
the  computers.  The 
pany  figures  that  ev 
tually  up  to  half  of 
customers  could  do 
ness  this  way. 

Not  ah  Oracle-wa 
ers  are  certain  it  wij 
succeed  at  this  busii 
Albeit  Pang,  an  ana 
for  International  Da 
Corp.,  says  Oracle  1 
experience  running 
hosting  service  and 
diets  the  competitio 
will  be  brutal.  "This 
might  be  a  good,  qt 
way  to  get  applicati 
up  and  running,  but 
(Oracle)  is  not  the 
game  in  town,"  he 
So  far,  though,  Oracle's  pilot  ci 
tomers  like  what  they  see.  Robei 
Mondavi  Winery  in  California's  > 
Valley  expects  the  system  to  frei 
technical  workers  to  do  other  tas 
While  transferring  its  human-re- 
sources information  into  an  Orac 
application  was  time-consuming, 
service  has  run  smoothly,  says  S 
Vice-President  Steven  Soderber^ 
If  all  goes  smoothly  for  Oracle 
may  spin  the  new  unit  off  as  an 
pendent  company — perhaps  with 
Web-size  market  valuation.  First 
has  to  prove  that  it  can  run  big 
centers  as  expertly  as  it  writes 
ware  programs. 

By  Michael  M 
in  San  Mateo, 
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OnStar:  It  can  save  your  life.  Now  it  can  save  you  money, 
ng  the  Summer  of  Savings,  you  can  get  OnStar  at  no  extra  charge; 


help?  Just  press  the  button  AND  24  HOURS  a  day,  an  OnStar  advisor  is  there  to  send  help  in 
:al  emergency,  track  your  vehicle  if  it's  been  stolen,  contact  you  immediately  if  your  air  bags 
and  even  send  a  signal  to  unlock  your  doors  if  you  lock  your  keys  in  the  car.  and  now,  during 
Summer  of  Savings,  you'll  get  the  OnStar  phone-based  system  and  installation  at  no  extra 
ge  when  you  sign  up  for  one  year  of  prepaid  service  -  a  $1,300  value*.  for  details,  visit  any 
3articipating  gm  dealer,  call  toll  free  1 -888-0nstar-7  or  check  out  www.onstar.com. 


Venture 


Aurora 
Eighty  Eight 

Intrigue 
Silhouette 


DeVille 
Seville 
Eldorado 
Catera 


Montana 


Wherever  you  go,  here  we  are. 


Must  take  new  '98/'99  retail  delivery  out  of  dealer  stock  and  OnStar  service  must  be  activated  between  May  24  -  August  31,  1 999  While  supplies  last, 
j-ular  service  required.  tvalue  based  on  m0rley  companies.  inc.  survey  of  gm  dealers.  may  1999.  onstar.  chevrolet.  oldsmobile,  cadillac.  pontiac.  their 
respective  emblems  and  vehicle  names  listed  above  are  trademarks  or  registered  trademarks  of  gm  corp.  ©1999  gm  corp.  all  rights  reserved. 
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PHONE  COMPANIES: 
A  FRENZY  OF  SPLICING 

Carriers  large  and  small,  both  newbies  and  old  established  players,  are  still  up  for  grb 


Who's  left?  In  the  $800  billion  tele- 
com industry,  reeling  from  the 
turmoil  of  globalization  and  new 
technologies  such  as  wireless  ser- 
vices and  the  Internet,  one  topic  gets 
more  boardroom  buzz  than  all  the  others: 
deal  mania.  In  the  past  three  years,  the 
frenzy  of  mergers  and  acquisitions  has 
been  greater  than  ever,  deep-sixing  a 
host  of  marquee  names:  Nynex  and  Pa- 
cific Telesis  are  gone.  Ameritech,  U  S 
West,  and  GTE  are  on  their  way  to  cor- 
porate extinction.  AT&T  has  veered  into 
the  cable  industry  to  gob- 
ble up  Tele-Communications 
Inc.  and  MediaOne  Group 
for  a  combined  $110  billion. 

So  is  the  consolidation 
craze  winding  down?  Perish 
the  thought.  Even  for  gi- 
ants with  $50  billion  in  rev- 
enues, threats  are  every- 
where. If  it's  not  Net 
technologies  that  could 
make  your  assets  obsolete, 
it's  a  huge  new  competitor 
showing  up  in  your  back- 
yard, thanks  to  deregula- 
tion. No  company  feels  big 
enough — or  very  secure. 
Deutsche  Telekom  is  the 
latest  to  be  caught  off 
guard.  The  company 
thought  of  itself  as  the 
dominant  European  player. 
Then  it  got  its  head  handed 
to  it  when  upstart  Olivetti 
won  the  takeover  battle  for 
Telecom  Italia.  "I  don't 
think  anybody  thinks  the 
consolidation  in  the  telecom 
industry  is  over,"  says  Paul 
Zodis,  head  of  the  telecom 
practice  at  Lehman  Broth- 
ers Inc.,  one  of  the  firms 
that  represented  Olivetti. 

Now,  companies  large 
and  small.  Old  World  and 
upstart,  are  up  for  grabs. 
For  starters,  there  are  sure  to  be  more 
cross-border  deals — on  the  model  of 
British  wireless  power  Vodafone  Group 
PLC's  purchase  of  San  Francisco's  Air- 
Touch  Communications  Inc.  Manv  ex- 


TELECOM 
TARGETS 

These  outfits  may 
be  juicy  prey  for 
competitors  bent 
on  expansion 


CENTURYTEL 

Monroe,  La. 

1998  REVENUES 

$1.6  billion 

1998  PROFITS 

$229  million 
the  skinny  The  local  phone 
company  boasts  2  mil- 
lion customers  in  the 
South,  Midwest,  and 
West.  It  has  profited  by 
selling  Caller  ID  and 
Net  access. 


perts  think  AT&T's  joint  venture  with 
British  Telecommunications  PLC  is  a  pre- 
cursor to  a  merger  between  the 
two  heavyweights.  And  invest 
ment  bankers  have  all  but 
drawn  bull's-eyes  on  Sprint 
Corp.  and  BellSouth  Corp.,  the 
last  two  big  independent  U.  S. 
telecom  players. 

The  upstarts  may  be  even  juici 
er.  Consider  Alltel  Corp. 
and  CenturyTel  Inc.  The 
two  rival  independent  local 
phone  opera- 
tors have  been 
quietly  build- 
ing their  pres- 
ence in  small- 
er, mostly 
rural  markets. 
Alltel,  based 
in  Little  Rock, 
has  grown  to 
more  than  2 
million  wire- 
line customers 
and  4  million 
wireless  ones  in  23  states. 
(  Vntun  Tel,  head*  gartered 
in  Monroe,  La.,  has  grown 
to  2  million  customers — 
thanks,  in  large  part,  to  its 
15  acquisitions  since  1993. 
"Alltel  and  CenturyTel  are 
rolling  up  the  other  inde- 
pendents and  making  them- 
selves takeover  targets," 
says  ing  Barings  analyst 
Frederick  W.  Moran. 

Not  that  they  need  to 
post  "For  Sale"  signs  any- 
time soon.  Each  has  racked 
up  double-digit  growth  in 
both  revenues  and  profits 
by  focusing  on  smaller 
phone  markets  that  many 
bigger  competitors  have  ig- 
nored. That  has  propelled 
them  into  the  Info  Tech 
100— Alltel  at  No.  53  and  CenturyTel  at 
No.  55.  Managers  at  both  companies  say 
they're  confident  they  can  continue  to 
thrive  without  a  shotgun  marriage. 
"We've  positioned  our  company  to  be 


ALLTEL 

Little  Rock 

1998  REVENUES 

$5.2  billion 

1998  PROFITS 

$525  million 
the  skinny  Operating  in  23 
states,  this  independent 
local  carrier  is  cashing  in 
by  focusing  on  the  less 
competitive  rural  mar- 
kets. Key  assets:  6  million 
customers,  including  4 
million  in  wireless. 


an  acquirer,  not  an  acquiree,"  say 
F.  Post  III,  CenturyTel's  chief  i 
tive.  "But  we  do  have  so|'  ■ 
tractive  assets"  (page  142  \\ 
So  does  Intermedia  Om 
nications  Inc.  The  Tamps 
er  has  licenses  to  provide  or 
distance   service  acros  rtj 
country  and  to  supply  loc  &| 
vice  in  more  than  30  states  Ifc 
important  ,  it  has  the  m 
largest  nationwide  da ,  m 
work.  It  carries  datam 
for  US  West,  Ametei 
and  Bell  Atlantic  ai  ai 
offers  such  services  i  a 
hosting  and  high-speltt 
access.  "We've  tried  otl 
ticipate  where  the  ai 
might  go,"  says  Dadi 
Ruberg,  Intermedia  m 
Ruberg  says  lie's  ndloi 
ing  to  sell  out,  but  aal 
think  a  deal  is  like!  H 
termedia  is  the  No.  th# 
to  be  acquired  byjjj 
company,"     says  |Bw 
Stearns  &  Co.  analyst  James  H.ftera 

As  the  Bells  begin  to  invac 
other's  turf,  look 
for  them  to 
snatch  up  re- 
gional players  to 
establish  beach- 
heads. If  SBC 
Communications 
Inc.  were  looking 
to  push  into  Bell 
Atlantic's  terri- 
tory, it  might 
buy  Hyperion 
Telecommunica- 
tions Inc.  in 
Coudersport, 
Pa.,  which  sells 
phone  services 
from  New  Eng- 
land to  Florida. 
Similarly,  if  Bell 
Atlantic  or  Bell- 
South wanted  to 
muscle  in  on  SBC, 
either  would 
have  two  solid 


INTERMEIfr" 

Tampa 

1 998  REVENt  i 

$713  mill  i  « 

1998  L0SSI  : 

$487  millt* 

THE  SKINNY  COflClti  •' 

ing  on  corpora  In 
tomers,  the  cip'r 
has  built  a  fof-alw 
tance  netwo  | 
local  phone 
tionsto  comp4> 
the  Baby  Bell 
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choices:  GST  Telecommunications  Inc.,  a 
$163  million  carrier  operating  in  10 
Western  states  and  Hawaii,  or  Electric 
Lightwave  Inc.,  in  Vancouver,  Wash. 

Once  the  Baby  Bells  are  allowed  into 
the  long-distance  business,  they  may 
try  to  acquire  one  of  the  new  hotshot 
players  that  have  seen  their  stock  prices 
boom  as  they've  laid  networks  to  carry 
soaring  Net  traffic.  For  example,  Bell- 
South bought  a  10%  stake  in  Qwest 
Communications  International  Inc., 
which  many  expect  will  evolve  into  an 
acquisition  once  the  Atlanta  Bell  can 
sell  long  distance.  Similarly,  SBC  this 
spring  agreed 
to  take  as 
much  as  a 
10%  stake  in 
Williams  Com- 
munications 
Group  Inc.  Al- 
though parent 
Williams  Cos. 
says  it  plans 
to  maintain  a 
majority  stake 
in  its  commu- 
nications unit, 
sbc  could  af- 
ford to  pay  a 
nifty  premium 
for  the  whole 
company. 

The  estab- 
lished long- 
distance play- 
ers are  not 
done  shop- 
ping, either. 
They  want  to 
bypass  the  Baby  Bells  to  serve  busi- 
nesses concentrated  in  urban  areas.  So 
mci  WorldCom,  Sprint,  and  at&t  may 
look  at  what  are  called  "broadband  wire- 
less access  providers"  such  as  WinStar 
Communications  Inc.  and  Teligent  Inc. 
These  companies  use  microwave  anten- 
nae to  link  a  customer's  building  to  a 
nearby  network  hub. 

One  match  seemingly  made  in  heaven 
recently  fell  apart,  leaving  both  sides 
in  need  of  a  dance  partner.  Earlier  this 
year,  mci,  which  has  no  wireless  opera- 
tions, talked  about  acquiring  Nextel 
Communications  Inc.,  the  McLean  (Va.) 
wireless  provider  with  nationwide  oper- 
ations, mci  walked  away  from  the  deal 
over  the  price.  Still,  mci  needs  a  way 
into  the  wireless  business.  And  Nextel 
is  unlikely  to  fly  solo.  Even  after  a  sea- 
son of  romance,  there  are  still  plenty 
of  belles  at  the  telecom  ball. 

By  David  Rocks  in  Atlanta 


WINSTAR 

New  York 

1998  REVENUES 

$244  million 

1998  LOSSES 

$445  million 
the  skinny  Using  wireless 
technology,  the  company 
otters  local  phone  service 
and  high-speed  data 
connections  to  small  and 
midsize  businesses. 
It  would  fit  perfectly  with  a 
long-distance  company  like 
AT&T  or  MCI  WorldCom. 
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LOCAL  HERO 

CenturyTel  brings  high-tech  services  to  rural  custome. 


It  was  a  humble  beginning.  When 
Clarke  M.  Williams  took  over  his 
parents'  Louisiana  telephone  com- 
pany in  1946,  the  earner  had  all  of 
75  lines  and  the  switchboard  was  in 
Williams'  bedroom.  "When  my  first 
child  was  born,  I  began  to  realize  I 
needed  to  get  more  revenue,"  says 
Williams,  chairman  of  what's  now 
known  as  CenturyTel  Inc. 

What  a  little  motivation  will  do. 
Over  the  years,  Williams  has  used  a 
flurry  of  acquisitions — 15  since  1993 


ll 


alone — to  amass  2  million  customers, 
mostly  in  hamlets  like  Baraboo,  Wis., 
and  Kalispell,  Mont.,  that  larger  car- 
riers have  shunned.  There's  gold  in 
these  small  towns:  CenturyTel's  rev- 
enues grew  an  average  35%  in  each 
of  the  last  three  years,  with  profits 
up  an  average  26% — earning  the 
company  the  No.  55  spot  on  this 
year's  Info  Tech  100.  Analysts  expect 
earnings  to  rise  15%  this  year  and 
next,  up  from  $198.2  million  last  year. 

Without  many  rivals  in  the  rural 
outposts,  CenturyTel  positions  itself  as 
the  one-stop  source  for  everything 
from  local  service  and  Net  access  to 
high-margin  services  such  as  call  wait- 
ing. Because  CenturyTel  was  never 


part  of  the  Ma  Bell  monopoly  like 
Baby  Bells,  it  escapes  much  of  the 
regulatory  oversight  brought  to  bo- 
on the  likes  of  SBC  Communicatior. 
Inc.  That  means  it  offers  services  I 
as  long-distance  that  the  Bells  onl 
dream  of.  "CenturyTel  ironically  i^c 
ing  to  look  like  telecom  companies  f 
the  future,"  says  Paine  Webber  In<aj; 
alyst  Walter  P.  Piecyk.  "This  is  wlr^ 
some  of  the  guys  in  the  major  ma 
kets  have  been  attempting  to  go." 
There  are  reasons,  of  course,  tl 
biggies 
ignore 
towns:  w 
free-spad- 
ing cor>- 
rate  cu 
tomerswi 
higher  )St 
per  cuf 
tomer  j  in 
stall  g«r. 
But  fe<ra 
phone  ib- 
sidies  ®- 
tinue  tJ 
supporru 
al  area' an 
carrier 
Beside 
CentuiTe 
has  m}e  i 
virtue 
drawtyk, 
castin/it- 
self  as. 
hometfwi 
compar 

that  rural  customers  can  trust  tc 
bring  them  the  latest  technology 
"We're  more  likely  to  bring  stati 
the-art  services  to  rural  areas  n 
quickly,"  says  Glen  F.  Post  III,  ( 
ryTel's  chief  executive. 

While  some  analysts  say  Cenu' 
Tel  could  be  a  takeover  target  I ! 
140),  Williams  isn't  waiting  for  - 
or.  Instead,  he's  focused  on  imp 
the  company  and  maybe  doing  IS 
shopping  himself.  "Our  goal  is  t  < 
any  acquisition  within  reason,"  ? 
says.  If  that  doesn't  happen,  Wju 
says  he  needn't  worry.  He  hasr  t 
gotten  how  to  operate  switchbefl 
like  the  one  in  his  old  bedroom 
By  David  I 
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Every  Oracle  application — from  Customer  Relationship 
Management  to  Manufacturing  and  Supply  Chain — runs  on 
your  corporate  Internet  and  the  Web.  Now  you  know  why 
most  e-business  runs  on  Oracle. 
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PORTALS  ARE  MORTAL 
AFTER  ALL 

Suddenly,  the  gloss  is  off  their  image,  but  they're  fighting  back 

Jupiter  analyst  Marc  Johnson:  "( 
merce  sites  are  increasingly  lookir  a 
portals  as  a  necessary  evil  but  noth 
silver  bullet." 

This  rethinking  of  the  value  oth 
Net's  most  eye-catching  deals  slke 
up  accepted  Web  notions.  Until 
portals  have  been  the  Internet's  s 
stars,  attracting  millions  of  people/it 
a  wide  swath  of  information  and  re 
services  such  as  E-mail  and  chat  1 
As  the  number  of  people  flockii 
portals  skyrocketed,  the  sites  ofre 
the  tantalizing  promise  that  the  Ve 
could  one  day  be  a  mass  medium  id 
commercial  success.  They  becam 
distribution  and  marketing  partns  ( 
choice,  and  E -merchants  and  We  sit 
operators  paid  dearly  for  the  coit 
tion.  AOL,  for  example,  jumped  to  io. 
on  this  year's  ranking,  up  from  N<6  i 
1998,  while  Yahoo!  and  Lycos  edgl  I 
slightly,  to  35  and  66  respectively. 
costly  DEALS.  Can  they  keep  it  uW 
the  deals  become  more  costly,  pro#c 
for  a  payoff  are  becoming  less  c^ai  ftt 
Financial  institutions,  for  instane«ps 
about  $200  to  acquire  each  custonr  1 

Traditional  media  can  reach  ^ 
potential  customers  at  less  cos 
than  portals,  E-tailers  find 


It  seemed  an  offer  that  a  little- 
known  E-merchant  such  as  Mother 
Nature.com  Inc.  couldn't  refuse. 
But  in  May,  1998,  the  natural  health- 
products  store  defied  Web  wisdom.  It 
didn't  pursue  a  one-year  deal  in  which 
it  would  pay  $5  million  to  be  promoted 
on  powerhouse  America  Online  Inc. 
Instead,  MotherNature.com  spent  near- 
ly all  its  precious  marketing  dollars  on 
traditional  radio  and  print  advertising. 
So  far,  the  gutsy  move  has  paid  off: 
Traffic  is  up  fivefold  since  last  fall,  to  a 
million  visitors  a  month,  and  the  num- 
ber who  bought  something  also  rose 
five  times,  to  1.25%  of  visitors.  "We 
■  leclined  to  pursue  the  aol  deal  because 
we  didn't  see  how  we  could  ever  make 


money,"  says  Michael  T.  Barach,  Moth- 
erNature. corn's  chief  executive. 

Suddenly,  neither  do  a  lot  of  other 
online  merchants.  These  days,  more  E- 
tailers  are  casting  a  jaundiced  eye  on 
Internet  portals  such  as  Yahoo!  and  Ly- 
cos. Deals  with  the  Web's  central  jump- 
ing-off  points  are  getting  pricier  by  the 
month — even  as  their  growth  rates  are 
cooling.  The  percentage  of  Net  traffic 
that  the  top  nine  portals  generate  will 
plateau  at  20%  by  2003,  from  15%  in 
1998,  estimates  Forrester  Research  Inc. 
The  result:  Fewer  than  5%  of  the  22 
E-commerce  executives  polled  in  an 
April  survey  by  researcher  Jupiter 
Communications  are  highly  likely  to  re- 
new their  contracts  with  portals.  Says 


traditional  means;  Forrester  estiiai 
they  would  pay  $452  per  customed" 
$12.5  million  deal  on  aol.  Now  i 
clear  whether  these  portal  partneshi 
are  bringing  home  the  bacon  in  tent; 
building  brands  and  gaining  custne 
Already,  the  number  of  people  wl|cu 
on  banner  ads  has  dwindled  to  les  th 
0.5%  from  2%  last  year,  Forrestf  e> 
mates.  "It's  not  necessarily  that  tl  | 
tal  deals  don't  work,"  says  Julie  1 
wright,  ceo  of  online  pet  supplied 
Pets.com  Inc.  "They're  effective,  ut 
what  cost?" 

That  debate  has  sent  E-meiM 
searching  for  other  ways  to  g<  | 
tomers.  They  don't  have  to  go 
As  the  Web  widens,  they  hav 
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ere's  a  Smarter  Way  to  Unlock  Your  Enterprise  System  Data 


SAS  Solutions  Hold  the  Key. 


y\  You've  invested  millions  in  your  ERP  system. 

/  ^  Looking  for  a  way  to  turn  all  that  data  into 
"^^X    information. ..and  true  competitive  advan- 
tage? You're  ready  to  expand  your 
business.  Seeking  a  reliable  way 
to  evaluate  profits,  monitor 
costs,  and  manage  budgets? 
•  anxious  to  satisfy  customer  needs  and  stake- 
r  demands.  Waiting  for  one  consistent  version  of 
ith — from  every  corner  of  your  enterprise? 


♦  Free  up  your  ERP  data  to  free  up  your  business 

♦  Enhance  profitability  through  data  mining 

♦  Unleash  the  business  potential  of  R/3,  other  ERP 
systems,  or  other  data  sources — using  integrated 
SAS  capabilities  for  CRM,  balanced  scorecard, 
quality  improvement,  and  more. 

SAS  software  solutions  leverage  strategic  partnerships 
and  are  Year  2000  compliant  and  platform  independent. 


>A  oftware  solutions — from  the  world's  leader  in 
1  )n  support — let  you  get  down  to  business  with 
ft  G's  R/3. ..or  any  other  data. 


Visit  us  at  www.sas.com/erppayoff  for  more  information 
and  to  request  our  free  guide:  Maximizing  Return  on  Your 
SAP  AG  R/3  Investment.  Or  give  us  a  call  at  919-677-8200. 


SAS  Institute  Inc.  The  Business  of  Better  Decision  Making. 


SAS  Institute  Inc. 
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more  marketing  choices — from  direct  E- 
mail  to  targeted  sites  that  appeal  to  spe- 
cific audiences,  such  as  home  buyers, 
women,  or  techies.  "It's  very  easy  for 
the  big  companies  to  think  they're  opti- 
mizing the  Web  by  making  a  deal  with 
the  top  five  or  10  sites."  says  David  L. 
Smith,  president  of  ad  firm  Mediasmith 
Inc..  whose  clients  include  cbs  Market- 
Watch.  Now.  he  counsels  tougher  portal 
deals  and  advertising  on  targeted  sites. 

These  specialized  sites  are  becoming 
sawier  in  catering  to  E-merchants.  too. 
Since  October,  technology  news  service 
CXET  Inc..  for  example,  has  offered  ser- 
vices that  give  partners  data  on  which 
products  are  selling  and  why.  Those  ef- 
forts are  paying  off.  At  the  end  of 
March,  85  merchants — 93%  of  cxet's 
partners  who  originally  signed  up  in 
October — renewed  their  marketing 
agreements.  "The  category-specific  por- 
tals and  even  the  commerce  portals  do  a 
much  better  job  of  delivering  for  what 
they  charge  than  the  other  portals." 
says  Keith  Halloran.  vice-president  of 
marketing  at  CNET  partner  NECX,  an 
electronics  and  computer  merchant. 
MORPHIN6.  E-commerce  sites,  such  as 
Amazon.com  Inc..  also  are  morphing  into 
portal-like  hubs  by  adding  senices  that 
keep  Xetizens  hanging  around.  It  dishes 
up  a  Shop  the  Web  feature  that  helps 
people  find  products  around  the  Net. 
wliile  sc-hedtuing  programs  alert  them  to 
upcoming  birthdays  or  anniversaries  in 
their  family.  At  some  point,  analysts 
say.  Amazon  may  not  need  to  pay  por- 
tals. Instead,  it  could  charge  other  sites 
for  access  to  its  10  million  customers. 


Many  Xet  merchants  are  even  finding 
that  traditional  media  may  reach  poten- 
tial customers  at  less  cost  than  portals. 
To  appeal  to  the  masses,  more  compa- 
nies such  as  eToys  and  Priceline.com 
are  turning  to  ty  and  radio  advertis- 
ing. An  April  Forrester  survey  of  47 
online  marketing  managers  found  they 
expect  to  spend  an  average  of  52%  of 
their  promotional  budgets  on  traditional 
media  in  two  years,  up  from  44*7. 

Still,  the  ever-innovative  portals  are 
far  from  being  written  off.  Some,  in- 
cluding Yahoo!  and  AOL,  get  high  praise 
from  merchants  for  working  closely  with 
them  to  make  sure  the  deals  get  re- 


work really  closely  with  your  pan 
says  eXutrition  ceo  Randolph  D.I 
Leading  services  Yahoo!  and  aB 
main  a  tremendous  draw  for  newt 
panies  piling  onto  the  \\  eb.  analysM 
While  Jupiter  estimates  that  onlinaj 
merce  driven  from  portals  wiTJbn 
grow  slightly  from  lS^r  this  v«' 
20<~r  in  2002^  that  still  translated 
S8.7  billion  of  E-merchants'  rev<» 
up  from  S2.4  billion  now.  In  feci* 
says  it  has  a  S1.S  billion  backlog  ir^a 
ness  and  a  95^  renewal  rate  with* 
ners  in  its  shopping  area.  And  pt< 
are  offering  broader  and  deepe  * 
vices  than  ever.  Yahool's  purchie 


Specialized  sites  are  giving  portals 
a  run  for  their  monev  as  thev  beeom 
sawier  at  catering  to  Xet  merchant 


suits.  An  aol  account  team  speaks  dai- 
ly with  1 -SOO-Flowers.com.  for  instance. 
"A\  e  go  out  of  our  way  once  somebody 
is  a  customer  to  make  sure  they  suc- 
ceed." says  AOL  President  Robert  W. 
Pittman.  Other  E-merchants  take  a 
hands-on  approach.  Health  products  site 
eXutrition  keeps  close  tabs  on  its  three- 
year,  multimillion-dollar  deal  with  Excite 
Inc.  The  site  did  extensive  testing  to 
figure  out  where  to  best  place  ads  with- 
in the  portal.  The  result:  Ads  in  the 
diet  and  nutrition  areas  did  better  than 
those  in  areas  that  dealt  with  illnesses. 
"I  tell  anyone  who  thinks  these  deals 
are  a  panacea  to  get  real — you  have  to 


Web  broadcasting  service  Broadcs-o 
and  its  new  Yahoo!  Health  area.  1 
full  of  health-care  information  ar 
\ices.  give  it  the  appeal  of  mo 
geted  sites.  "It's  not  like  we're  0; 
gle  thing."  says  Jeff  Mallett.  "iht 
president  and  chief  operating  J 
"We're  made  up  of  niches  and?n 
communities." 

All  that  means  it's  too  early  tea 
the  death  knell  for  portals.  But  c 
tinue  prospering,  portals  will  h."e 
craft  new  offers  that  E-merehanic 
refuse. 

By  Heather  Given  in  Xew  Yot> 
Linda  Himelstein  in  San  Mateo 
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America  The  No.  1  online  service  is  going  strong,  although  it  faces  hurdles  as  it  tries  to  deliver  its 
online       ;  service  via  broadband  and  expands  internationally. 

ameritrade  The  online  brokerage  pioneer  claims  a  hefty  428.000  accounts,  but  it  will  have  stiff 
holding       competition  as  rival  E*Trade  beefs  up  through  acquisitions  and  traditional  firms  such 
as  Merrill  wake  up  to  the  Web. 

eBAY  It's  come  a  long  way  from  its  early  days  auctioning  Pez  dispensers  to  the  2  million  items 

I  now  being  auctioned  off  daily.  It's  on  a  roll,  but  eBay  must  now  contend  with  Amazon. 
I  com.  which  entered  the  auction  business. 

network  The  company's  monopoly  on  doling  out  Net  domain  names — .com.  .org.  and  .net  addresses 
solutions    — is  coming  to  an  end.  Can  Network  Solutions  keep  up  its  momentum? 

Amazon.       ^-commerce's  standard  bearer  is  boldly  pursuing  a  strategy  to  make  itself  the  Wal- 
com  I  Mart  of  the  Net.  So  far.  so  good.  But  some  say  it's  spreading  itself  thin  as  it  plunges  into 

I  more  low-margin  businesses. 
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TECH  STOCKS: 
PICK  OF  THE  PUNDITS 

Forget  the  whims  and  fancies  of  the  rising  tide  of  day  traders.  Wlten  it  comes  to 
knowing  companies,  Wall  Street  stock  analysts  still  hold  sway.  To  divine  the  best 
investment  opportunities,  we  asked  a  top  analyst  in  each  of  the  eight  sectors  covere> 
in  our  Information  Technology  100  ranking  what  they're  recommending  and  why 
Here's  what  they  told  us: 


MART  G.  MEEKER 

Managing  Director,  Morgan  Stanley  Dean  Witter 
CATEGORY:  Internet 

STOCK  PICKS:  Cisco  Systems  (CSCO),  America 
Online  (AOL),  eBay  (EBAY) 


WHY:  While  the  choices  aren't  surprising,  Meeker — as  close  to  an 
Internet  sage  as  you  can  get — gives  them  unexpected  twists. 
Forget  Amazon.com  and  Yahoo!  Her  money  is  on  Cisco  Systems. 
Its  networking  gear  acts  as  the  plumbing  that  makes  the  Net 
hum.  That's  why  they  touch  more  Net  users  than  almost  any  oth- 
er company's  products.  "When  I  think  of  Internet  investing,  it's 
the  first  stock  I  think  of,"  she  says.  Another  plus:  The  stock  is 
less  volatile  than  other  Net  highfliers. 

AOL  is  another  veteran,  but  its  ace  in  the  hole  is  ICQ,  the  in- 
stant-messaging service  AOL  bought  in  June  that  now  has  32 
million  users.  Meeker's  praise  is  blunt:  "I  think  ICQ  is  one  of  the 


JAMES  D.  POYNER  JR. 

Computer  Analyst,  CIBC  World  Markets 
CATEGORY:  Computers  &  Storage 
STOCK  PICKS:  Quantum  (QNTM),  Compaq 
Computer  (CPQ),  Smart  Modular  Technologies  (SMOD) 


WHY:  Storage  giant  Quantum  has  a  scheme  to  get  more  value 
out  of  a  hidden  gold  mine:  A  "tracking"  stock  for  its  red-hot 
tape-storage  business,  which  should  provide  sizzle  even  if  shares 
tied  to  Quantum's  old-line  disk-drive  unit  continue  to  languish. 
With  net  margins  of  around  20%  and  projected  revenue  growth 
of  20%  a  year,  Poyner  thinks  the  tape-storage  shares  could 
quickly  rise  to  $30 — well  above  Quantum's  current  $21  price. 
And  that's  in  addition  to  the  half-share  of  the  disk-drive  unit  in- 
vestors would  get  for  each  existing  share. 

Poyner  also  likes  Compaq — as  long  as  the  world's  No.  1  PC 
maker  moves  quickly  to  replace  ousted  CEO  Eckhard  Pfeiffer.  With 


most  valuable  assets  on  the  planet."  Meeker  downplays  concei 
that  AOL  may  have  difficulty  delivering  broadband  service.  Sh 
thinks  the  Web  won't  travel  over  fat  pipes  in  a  big  way  until 
2001.  That  will  give  AOL  time  to  craft  a  strategy. 

eBay  makes  the  cut  because  of  its  global  appeal  and  high-m 
gin  auction  model  that  connects  buyers  and  sellers.  Meeker  con 
ers  eBay  unique.  "I  haven't  seen  a  company  that  has  captured 
people's  imagination  like  this  since  Apple,"  she  says.  Still,  furt! 
acquisitions  such  as  its  purchase  of  real-world  auctioneer  Butte 
field  &  Butterfield  could  limit  opportunities  for  high-margin  grov^ 

Net  stocks'  sharp  plunge  amid  a  larger  market  slide  is  harts.; 
ignore.  Meeker  says  some  downside  is  still  likely  but  feels  Net 
stocks  are  close  to  the  bottom.  She  calls  the  correction  "healtl 
and  expects  it  to  separate  followers  from  leaders,  who  will  be 
ahead  of  current  valuations  by  yearend. 


the  stock  "oversold"  due  to  pessimistic  expectations,  Poyner  doi 
it  will  fall  below  the  current  $23.  And  if  a  strong  new  boss  is 
named  within  45  days,  the  shares  should  rise  to  $35  by  yearen 
"We're  doggedly  contrarian  on  Compaq,"  he  says.  "But  if  they  1 
all  year  to  name  a  successor,  they'll  blow  most  of  2000." 

Poyner's  third  choice:  Little-known  Smart  Modular  Technoloj; 
a  contract  manufacturer  that  specializes  in  making  memory 
cards.  Now,  it's  expanding  into  more  profitable  boards  to  go  i 
side  medical  equipment  and  big  telecom  switches,  which  cou 
boost  operating  margins  by  20%.  And  a  new  Asian  plant  will 
it  target  big  Asian  chipmakers.  Plus,  SMT  has  shown  it  can  ( 
with  adversity.  "They've  been  through  the  most  titanic  collap: 
the  memory  market's  history  since  they  went  public  four  year 
ago,  but  they've  never  had  a  quarterly  loss,"  says  Poyner.  He 
pects  the  shares  to  hit  $25  in  six  months,  from  $18  today. 


Pi  - 
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MICHAEL  KWATINETZ 

Managing  Director,  Credit  Suisse  First  Boston 
CATEGORY:  Software 

STOCK  PICKS:  Microsoft  (MSFT),  Wind  River 
Systems  (WIND),  Allaire  (ALLR) 


:  Microsoft  may  be  getting  knocked  around  by  the  Justice 
but  when  it  comes  to  revenues  and  profits,  it's  still  a  stel- 
rformer.  In  fact,  this  will  likely  be  its  best  year  ever,  says 
ietz,  thanks  largely  to  two  gargantuan  software  releases, 
icnth,  Office  2000  will  update  the  popular  productivity  suite 
ldudes  word  processing  and  spreadsheets  and  now  lets 
easily  publish  material  on  the  Web.  Promised  for  the  end  of 
ar  is  the  release  cf  Windows  2000,  a  major  update  of  its 
A/s  software  for  big  corporate  jobs. 
Microsoft's  stock  is  a  bargain.  It's  trading  around  75,  about 
ff  an  all-time  high  in  early  April.  "Their  stock  is  cheap  com- 


ROBERT  ANASTASI 

Managing  Director,  Robinson-Humphrey 
CATEGORY:  Resellers 

STOCK  PICKS:  Ingram  Micro  (IM),  Tech  Data 
(TECD),  ScanSource  (SCSC) 


Last  fall,  the  prospects  for  computer  distributors  such  as 
i  Micro  and  Tech  Data  looked  grim.  To  better  compete  with 
;!  Dell  Computer  Corp.,  many  PC  manufacturers  were  begin- 
;i  streamline  their  distribution,  even  to  the  point  of  selling 
I  to  customers,  bypassing  distributors.  And  Net  retailers 
I  arting  to  take  a  bigger  chunk  of  the  business.  Investors 
I  ie  two  stocks  down  70%  between  September  and  March, 
ij  the  situation  looked  worse  than  it  was,  Anastasi  says.  He 
I  ngram  Micro  and  Tech  Data  are  still  bargains  at  28  and 
j  fact,  some  of  the  changes  turned  out  to  be  good,"  he 
si  jmpaq  Computer  Corp.,  for  example,  is  paring  down — 


BLAKE  BATH 


Telecom  Analyst,  Lehman  Brothers 
CATEGORY:  Telecom  Services 
STOCK  PICKS:  MCI  WorldCom  (WCOM),  AT&T  (T), 
Primus  Telecommunications  Group  (PRTL) 

rhe  country's  two  biggest  long-distance  providers  are 
jp  picks  for  one  reason:  "The  companies  are  much  better 
d  than  they  have  been  in  the  past,"  he  says.  At  AT&T, 
icause  of  C.  Michael  Armstrong,  who  became  chairman 
if  executive  in  November,  1997,  he  says.  And  the  second- 
ong-distance  player  has  been  reenergized  since  WorldCom 
jired  MCI  Communications  Corp.  last  year  and  World- 
srnard  J.  Ebbers  became  CEO  of  the  combined  entity. 
;sult:  Bath  sees  a  marked  improvement  in  performance 
pects.  Both  companies  finally  have  their  costs  under 
3ath  figures  that  MCI  WorldCom,  now  trading  at  84,  is 


pared  to  where  it  has  been  trading,"  says  Kwatinetz.  "Within  the 
next  six  to  nine  months,  their  Net  strategy  will  start  becoming 
clearer,  so  I  think  they  are  going  to  be  strong  going  forward." 

Kwatinetz  believes  Wind  River  Systems  has  a  healthy  future 
given  its  market — small  operating  systems  for  products  such  as 
microwave  ovens  and  cars.  A  new  version  of  its  tools  for  creating 
miniprograms  for  these  products  is  due  shortly.  He  predicts  25% 
to  30%  revenue  growth  and  adds  that  Wall  Street  earnings  esti- 
mates "are  not  taking  into  account  some  big  opportunities  that 
might  come  Wind  River's  way." 

Allaire's  future  also  looks  bright.  It  sells  tools  that  help  com- 
panies become  E-businesses  by  connecting  Web  sites  to  data- 
bases. The  company,  which  went  public  in  February,  isn't  making 
a  profit  yet,  but  Kwatinetz  says  revenues  should  more  than  dou- 
ble this  quarter  over  a  year  ago. 


from  39  to  4 — the  number  of  retailers  and  distributors  that  can 
buy  directly  from  it.  "If  you're  one  of  the  four,  that's  good.  It  put 
several  billion  dollars  into  play,  and  we  think  Ingram  Micro  and 
Tech  Data  will  get  the  bulk  of  it,"  he  says.  And  as  the  rest  of  the 
tech  industry  starts  consolidating  its  distribution,  the  two  can 
only  pull  further  away  from  the  pack.  Internet  retailers  such  as 
Buy.com  don't  want  to  have  warehouses,  so  they're  using  distrib- 
utors to  ship  their  products.  That  means  almost  every  sale  over 
the  Web  is  a  sale  for  the  distributor. 

Anastasi's  third  pick  is  niche  distributor  ScanSource  in 
Greenville,  S.  C.  The  $285  million  company  sells  telephone  equip- 
ment and  products  that  collect  data,  such  as  bar-code  scanners 
and  point-of-sale  computers.  "Its  valuation  is  in  line  with  Ingram 
Micro's,  but  it's  growing  faster  and  is  more  profitable,"  he  says.  If 
Anastasi  is  right,  the  dark  days  are  passing  for  key  distributors. 


worth  110  because  of  rapid  growth  in  international  and  data 
traffic.  "WorldCom  is  trading  at  close  to  a  market  multiple,  which 
is  insane  given  that  its  growth  over  the  next  few  years  looks  like 
it'll  be  40%,"  he  says.  Although  Bath  thinks  AT&T's  acquisitions 
of  cable  companies  are  risky,  he  thinks  the  stock,  now  at  55, 
could  hit  73  because  AT&T  is  capitalizing  on  opportunities  in 
wireless,  data,  and  international  services. 

His  surprise  pick  is  Primus  Telecommunications  Group,  a  little- 
known  upstart  that's  building  phone  networks  in  Europe  and  Aus- 
tralia, where  former  monopolies  are  opening  their  markets  to 
competition.  "They've  been  a  global  deregulation  attacker,"  he 
says.  He  thinks  the  stock,  now  at  17,  could  double  over  the  next 
year.  Since  the  company  has  assets  that  will  be  critical  to  com- 
panies expanding  in  international  markets,  he  thinks  it's  likely 
that  Primus  will  be  bought  within  the  next  18  months. 
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PAUL  JOHNSON 


Senior  Analyst,  BancBoston  Robertson  Stephens 
CATEGORY:  Telecom  Equipment 
STOCK  PICKS:  Lucent  Technologies  (LU),  Tellabs 
(TLAB),  Ciena  (CIEN) 

WHY:  While  there  are  dozens  of  flashy  newcomers  in  the  tele- 
com-equipment industry,  Johnson  likes  the  prospects  for  a  pair  of 
tried  and  true  powerhouses.  Lucent  Technologies,  trading  at  61, 
was  spun  off  from  AT&T  in  1996  and  has  built  a  track  record  of 
surging  revenues  and  profits.  Although  sales  in  the  first  fiscal 
quarter,  ended  Dec.  31,  fell  short  of  expectations,  the  company 
came  roaring  back  in  the  second  quarter  with  a  33%  rise  in  rev- 
enues, to  $8.22  billion.  "After  the  December  quarter,  there  was  a 
lot  of  shaking  of  heads,"  says  Johnson.  "Then  they  put  up  a 
March  quarter  that  was  the  envy  of  everybody." 
Longtime  star  Tellabs  became  a  controversial  stock  last  year 


n  CHRIS  STK 


Managing  Director,  SG  Cowen  Securities 
CATEGORY:  Networking  Equipment 
STOCK  PICKS:  Cisco  Systems  (CSCO),  Computer 
Network  Technology  (CMNT),  Cabletron  Systems  (CS) 

WHY :  The  fast-growing  computer-networking  field  has  produced 
its  share  of  stars,  but  none  burns  as  brightly  as  Cisco  Systems, 
now  trading  at  112.  Stix  calls  Cisco  "clearly  the  top  pick"  in  the 
category  because  it  continues  to  outpace  both  traditional  net- 
working rivals  and  the  giant  telephone-equipment  makers  it  now 
competes  against.  "Management  does  a  superior  job  of  classic 
marketing — understanding  customer  needs  and  delivering  on 
them,"  Stix  says.  That,  plus  Cisco's  moves  into  hot  markets  such 
as  small  business,  voice-over  Internet  technology,  and  wireless 
gear,  give  it  the  opportunity  "for  continued  explosive  growth." 
A  less  familiar  pick  is  Computer  Network  Technology,  now  trad- 


MARK  EDELSTONE 

Managing  Director,  Morgan  Stanley  Dean  Witter 
CATEGORY:  Semiconductors 
STOCK  PICKS:  Rambus  (RMBS),  Xilinx  (XLNX), 
Texas  Instruments  (TXN) 


WHY:  Rambus  has  waited  nearly  a  decade  for  its  ship  to  come 
in.  The  company,  now  trading  at  88,  has  devised  a  dramatically 
faster  way  to  connect  computer  processors  to  memory  chips.  Now, 
it's  about  to  hit  pay  dirt,  Edelstone  says.  Rambus'  technology  has 
won  the  endorsement  of  mighty  Intel  Corp.,  which  has  the  clout 
to  drive  industry  standards.  As  a  result,  he  says,  within  the  next 
three  to  five  years,  "Rambus  will  become  the  dominant  memory 
architecture  in  PCs"  and  other  information  devices.  That  should 
make  it  a  big  winner  in  the  stock  market. 

Edelstone's  second  pick,  Xilinx,  is  a  leader  in  the  esoteric  and 
fast-growing  business  of  programmable  logic  devices.  These  spe- 


after  its  proposed  acquisition  of  Ciena  fell  apart.  "A  lot  of  pet 
thought  management  had  signaled  that  they  needed  to  do  sor 
thing  because  the  industry  is  consolidating,"  says  Johnson.  St 
even  on  its  own,  the  company,  trading  at  58,  reported  a  recor 
first  quarter — benefiting  from  15%  growth  in  demand  for  tele 
equipment.  "That's  not  going  to  slow  down  for  a  while,"  says 
Johnson. 

His  riskiest  pick  is  Ciena,  which  provides  equipment  to  incn 
the  capacity  of  the  fiber-optic  cables  that  carry  phone  calls.  Tl 
company  is  vulnerable  because  it  doesn't  have  the  soup-to-nut 
product  lines  of  Lucent  and  Northern  Telecom  Ltd.  But  it  has  t 
able  to  defend  its  core  market  against  Lucent  and  is  expandin 
into  the  optical  switching  market  through  its  recent  acquisition 
Lightera  Networks.  Now  at  32,  the  stock  is  "less  a  safe  bet,  bi! 
could  make  people  more  money,"  says  Johnson. 


ing  at  23.  The  company,  under  new  management,  is  a  leader 
"storage-area  networks,"  a  new  breed  of  networks  designed 
specifically  to  connect  server  computers  to  vast  arrays  of  stor 
disk  drives.  As  demand  for  storage  surges,  thanks  to  the  Wet 
Computer  Network  Technology,  with  1998  revenues  of  $134  m 
lion,  could  see  100%  growth  this  year  in  its  storage-area  net 
working  business,  Stix  says. 

Stix's  third  choice  is  former  highflier  Cabletron  Systems.  Tl 
company  has  suffered  two  years  of  falling  results,  but  it  got 
new  CEO  on  June  4  and  appears  to  be  regaining  its  balance, 
the  strength  of  fresh  management  and  a  few  solid  products, 
eluding  a  market-leading  data  switch  and  widely  respected 
work-management  software,  Cabletron  should  see  improved  n 
bers  this  year.  That  could  boost  its  depressed  stock,  now  at 
15 — and  make  it  a  likely  acquisition  candidate,  Stix  says. 


\k  ■ 


cialized  chips  allow  creators  of  electronic  products  to  custo 
them  much  more  easily  and  rapidly  than  in  the  past.  Xilinx, 
trading  at  46,  "will  see  a  real  payoff  during  the  next  two  ye< 
Edelstone  says.  In  the  sizzling  programmable-logic  category,  : 
has  the  most  fundamental  momentum  of  any  company." 

As  growth  in  the  electronics  sector  shifts  to  non-PC  devid 
such  as  Web  appliances  and  handheld  computers,  no  compa' 
better  positioned  to  benefit  than  Texas  Instruments,  Edelston 
says.  Tl,  which  is  trading  at  117,  makes  so-called  digital  sija 
processors,  specialized  chips  that  crunch  through  vast  stream 
data.  DSPs  are  found  in  phones,  hard  drives,  modems,  and  ;.ti 
mobiles — and  will  become  critical  "for  virtually  all  communi  - 
tions  and  consumer  products,"  Edelstone  says.  With  its  50% 
share  of  the  DSP  market,  "Texas  Instruments  has  to  be  a  co 
holding  in  any  portfolio,"  he  says.  ,i 


AOlfWORK? 

It's  easy  to  enjoy  the  same  AOL  benefits 
you  get  at  home,  at  work. 


It's  as  easy  as  1-2-3... 


 STEP]:  

Connect  to  the  Internet  using  your  local  Internet 
Service  Provider  or  by  using  the  Local  Area 
Network  (LAN)Internet  Connection  at  work. 


NetMail  lets  you  check 
your  AOL  e-mails  from 
your  Web  browser! 

Go  to  www  aol  com  for  details. 


STEP  3: 


STEP  2: 


Start  up  your  AOL  software*  Before  signing-on  to 
AOL,  you  will  first  need  to  reconfigure  your  AOL 
connection  setup  to  connect  via  TCP/IP.  Here's  how: 
I  On  the  Sign-on  screen,  click  "Setup." 

2.  Choose  Create  a  location  for  use  with  new 
access  phone  numbers  or  an  ISP  option 
and  click  "Next." 

3.  In  the  "Add  Location"  window,  type  a  name 
for  the  location  (for  example,  TCP/IP 
location). 

4.  Choose  Add  a  custom 
connection  (for 
example  TCP/IP)  and 
click  "Next."  A  TCP/IP 
location  will  be  created 
automatically. 


Sign-on  to  America  Online.  If  you  are  already  an 
AOL  member,  use  your  existing  screen  name  and 
password  and  sign  on  as  normal.  If  you  are  not 
an  AOL  member,  you  can  download  the  current 
software  through  our  Web  site  at  www.aol.com  or 
call  1-800  4-ONLINE  to  get  software  delivered  to  you. 

AOL  also  offers  a  special  pricing  plan  for  customers 
who  use  AOL  exclusively  via  TCP/IP.  The  Bring 
Your  Own  Access  Plan  is  just  $9.95  per  month 
for  unlimited  use  of  America  Online.** 

Next  time  you're  looking  for  the  best  of  the  Internet 
and  more  at  work,  check  out  AOL. 


Mil  rosi  "■ 
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A 

AME  R.I  CA 

So  easy  to  use, 
no  wonder  it's  #/ 


To  receive  FREK  AOL 
software  call, 


1-800-4-ONLINE 


■  II  you  are  not  an  AOL  member,  you  can  download  the 
current  software  through  our  Web  site  at  www  aol  com  or 
call  1-800  4-0NLINE  to  gel  software  delivered  to  you 

"Additional  charges  apply  il  you  do  nol  conned  through 
TCP/IP  Go  to  AOL  Keyword:  Billing  to  switch  to  this  plan 

©  1999  America  Online,  Inc 
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THE  INFORMATION  TECHNOLOGY  lti 


To  compile  the  Information 
Technology  100,  BUSINESS  WEEK 
began  with  financial  data  from 
Standard  &  Poor's  Compustat,  a 
division  of  The  McGraw-Hill 
Companies  that  has  computerized 
information  on  10,000  publicly 
traded  corporations.  We  trimmed 
this  universe  to  information  tech- 
nology companies  and  then  added 
non-U. S.  tech  companies  recom- 
mended by  our  network  of  foreign 
bureaus.  To  qualify,  companies  had 
to  have  revenues  of  at  least  $300 
million  with  one  exception. 
Internet  companies  with  $5  million 
or  more  in  sales  were  included  be- 
cause their  impact  is  often  more 


significant  than  their  revenues. 

We  divided  this  collection  of 
about  450  companies  into  eight  in- 
dustry categories,  such  as  software 
and  networking.  Companies  that  did 
not  increase  revenues  as  fast  as 
their  industry  were  eliminated  from 
contention.  The  remaining  group  of 
companies  was  ranked  on  four  cri- 
teria that  were  given  equal  weight: 
shareholder  return,  return  on  equity, 
revenue  growth,  and  total  revenues. 
Companies  with  sharp  declines  in 
current  financial  results  were  ex- 
cluded as  were  companies  where 
other  developments  raised  questions 
about  future  performance.  Finally, 


the    top    200    companies  were 
reranked  as  a  group. 
REVENUES  Latest  available  revenues 
for  the  12-month  period  ended  Feb. 
28,  March  31,  or  April  30.  For  com- 
panies that  do  not  report  quarterly, 
the  most  recent  annual  data  were 
used.  Includes  all  sales  and  other 
operating  revenues. 
REVENUE    GROWTH  Percentage 
change  in  revenues  compared  to  the 
previous  12-month  period. 
RETURN  ON  EQUITY  Net  income 
available  for  shareholders  divided  by 
common  equity. 

TOTAL  RETURN  The  total  return  to 
shareholders  including  reinvested 


dividends  for  the  12  monthsic 
May  14,  1999. 
PROFITS  Latest  available  pros 
the  12-month  period  endin^ 
28,  March  31,  or  April  30.  \i 
come  from  continuing  opetir 
before  extraordinary  items. 

Note:  Data  compiled  by  Stanrc 
Poor's  Compustat  from  sourcisu 
as  statistical  services,  regi;3*. 
statements,  and  company  H 
that  SPC  believes  to  be  reliae  t 
are  not  guaranteed  by  SPC  c3L: 
NESS  week  as  to  correctrfe 
completeness.  This  materia  s  n 
an  offer  to  buy  or  sell  any  sit 
Additional  data:  BUSINESS 


COMPANY  (STOCK  SYMBOL)  SECTOR      COUNTRY  REVENUES  REVENUE  RETURN  SHAREHOLDER  PR 

GROWTH  ON  EQUITY  RETURN 

$  MIL         RANK  RANK  RANK  RANK 

1  AMERICA  ONLINE  (AOL)  INet       U.S.  4191.0     42         59.7     68  22.3     38       470.9  13 
The  online  service  giant  has  the  magic  formula  to  attract  17  million  subscribers  and  the  electronic-commerce  merchants  that  go  after  them. 

2  DELL  COMPUTER  (DELL)  Comp     U.S.  19859.0     15         45.4     86  56.4       6         73.0      72         1  9 
Look  out,  Compaq,  the  mighty  Dell  is  poised  to  become  the  top  supplier  of  commercial  PCs. 

3  SOLECTRON  (SLR)  Svcs      U.S.  6818.4     31         56.7     73  18.2     51        141.2  44 
Outsourcing  'R'  Us:  This  top-drawer  contract  manufacturer  helped  pioneer  this  booming  business  and  is  setting  future  trends. 

4  V00AF0NE  GROUP  (VOD)  TelS       Britain  4922.7     37         38.9    101         108.6       2         80.9  68 

British  wireless  star  agreed  to  buy  AirTouch  and  will  be  the  biggest  cellular  company  in  the  world.  Next  big  acquisition  could  be  Germany's  Manneia 

5  CISCO  SYSTEMS  (CSCO)  Netw      U.S.  10952.0     26         39.8     98  19.0     48       127.6      50  U3. 
The  king  of  networking  dominates  nearly  every  corner  of  the  business — from  Internet  routers  to  new  combo  voice/data  switches. 

6  EMC  (EMC)  Comp     U.S.  4273.3     41         35.8    105  24.1     32       131.2  47 
As  the  amount  of  computer  data  stored  by  corporations  grows,  so  does  the  leader  in  enterprise  storage. 

7  MCI  WORLDCOM  (WCOM)  TelS       U.S.  24357.0     11       203.5     19  -3.4   136         98.8     62  -1S4 
With  the  largest  Net  backbone  in  the  world  and  the  second-biggest  U.S.  long-distance  business,  MCI  WorldCom  is  on  a  roll.  Now,  it  needs  a  wireless  strategy.  _ 

8  INKTOMI  (INKT)  t                                 INet       U.S.                  39.9    177       325.3       9          19.5     46      1233.3  2 
Starting  as  a  search  engine  in  1996,  it  now  provides  large  Web  sites  and  storefronts  software  to  handle  huge  amounts  of  Internet  traffic.   

9  SUN  MICROSYSTEMS  (SUNW)  Comp     U.S.  11092.7     25         17.3    153  20.6     42       203.7  31 
The  king  of  Unix  and  creator  of  Java,  Sun  will  have  to  hold  off  Microsoft's  assault  on  its  computer  workstation  and  server  markets. 

10  MICROSOFT  (MSFT)  Soft       U.S.  17217.0     20         26.0   133  27.9     27         72.9      73  6*0 
Upgrades  to  Office  and  Windows  NT  will  drive  the  company  forward,  but  Web-driven  changes  in  computing  plus  ongoing  legal  headaches  might  slow  the  train. 

11  LEXMARK  INTERNATIONAL  GROUP  (LXK)        Comp     U.S.  3135.5     50         21.4   141  52.5       7        103.2  56 

Who  says  all  the  good  printers  come  from  HP?  This  Lexington  (Ky.)  company  is  on  the  cutting  edge  of  printer  technology.  _ 

12  NOKIA  (NOK)  TelE       Finland  9649.0     28         13.0   164  32.1     19       132.4      45  191 
The  Finnish  giant  is  leaving  Motorola  and  Ericsson  in  the  dust  while  coming  out  with  a  flashy  new  phone  every  month.  But  it  still  needs  a  boost  in  Net  techncjy 

13  TELLABS  (TLAB)                                  TelE       U.S.               1802.3     65         40.4     96          29.4     22         69.2  76 
Telecom  convergence  reigns.  So  this  maker  of  equipment  connecting  digital  and  analog  networks  is  poised  for  further  growth.   

14  QUANTA  COMPUTER  t  Comp     Taiwan  1587.0     73         48.6     84  74.0       3         44.1  102 

One  of  Dell's  favored  suppliers  in  notebook  PCs,  this  contract  manufacturer  has  picked  up  clients  IBM  and  Apple  and  expects  continued  sales  grch 

15  IBM  (IBM)                                         Comp     U.S.             84366.0       1           7.0    186          37.3     13         91.4      64  «2 
Forget  mainframes  and  PCs.  These  days,  the  computer  giant  is  all  about  the  Net.   

16  COMVERSE  TECHNOLOGY  (CMVT)  TelE       U.S.  696.1    109         42.4     92  29.2     23       130.1  48 

A  leader  in  the  field  of  automating  call  centers  and  help  desks  cashes  in  on  push  by  firms  to  improve  customer  service.  

17  FLEXTRONICS  INTERNATIONAL  (FLEX)          Svcs      U.S.               1807.6     64         62.4     64          11.1     95       126.1  51 
Fast-growing  contract  manufacturer  has  acquired  its  way  to  the  upper  rung  of  job  shops  for  hire.  

18  QWEST  COMMUNICATIONS  (QWST)  TelS       U.S.  2944.0     52       267.5     16         -18.9    153       114.2  53 

The  upstart  telco  gained  customers  by  acquiring  LCI  International  and  is  developing  services  to  fill  the  pipes  of  its  leading-edge  network.  

KEY  TO  INDUSTRIES  Comp  =  Computers  and  peripherals,  INet  =  Internet  companies,  Netw  =  Networking,  Semi  =  Semiconductors,  Svcs  =  Ser  es 
resellers  and  distributors,  Soft  =  Software,  TelE  =  Telecom  equipment,  TelS  =  Telecom  services 

FOOTNOTES  tHas  agreed  to  be  acquired.  ttRevenue,  revenue  growth,  and  net  income  are  annual  data.  t-Total  return  is  based  on  less  than  on  '6a 
of  data  because  IPO  occurred  since  May  14,  1998. 
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PeopleSoft  installed 
in  60  days. 
24x7x365  access. 

99%  availability. 
Flat  monthly  cost. 


We  know 


gracious  host 


j  : 

when  we  see  one. 


-Charles  Warczak.  Jr. 
Vice  President,  Finance  and  System 
Sunburst  Hospitality  Corporation 


With  85  hotels  and  1  2,000  rooms,  Sunburst  Hospitality®  knows  how  much  it  takes  to 
make  people  comfortable.  And  they  felt  very  comfortable  lodging  PeopleSoft®  on  US/"s  global 
network  and  data  centers. 

"We  wanted  to  upgrade  and  add  to  our  PeopleSoft  applications,  but  IT  simply  couldn't 
support  it,"  said  Chuck  Warczak,  VP,  Finance.  "So  when  we  heard  about  US/'s  Internet  Managed 
Application  Provider  service,  we  had  to  see  it  for  ourselves. 
"We  didn't  know  what  to  expect.  After  all,  we  were  going  to  be  their  first  iMAPs»  customer. 
^erea         Well,  we  quickly  discovered  that  this  is  no  startup  company  working  out  of 
their  garage.  It's  probably  the  most  sophisticated  network  operation  I've  ever 
seen,  with  redundant  technology  that  guarantees  99%  availability. 

"They  had  already  built  the  only  global  network  and  data  centers  made 
expressly  for  advanced  business  applications,  such  as  BroadVision®,  Microsoft®, 
PeopleSoft,  Sagent®  and  Siebel"4. 

"And  they  were  fast,  getting  PeopleSoft  up  and  running  in  weeks  instead  of  months. 
For  a  flat  fee  that  was  approximately  20%  under  our  corporate  budget,  they  gave  us  full 
implementation,  hosting  and  management. 

"Now,"  concludes  Mr.  Warczak,  "we  can  concentrate  on  what  we  do  best.  Being  a 
gracious  host."  To  find  out  how  accommodating  USinternetworking  can  be,  call 
1-800-809-3003,  visit  us  at  www.usi.net  or  e-mail  us  at  sales(aJusz.net. 
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111  LUCENT  TECHNOLOGIES  (LU)  TelE       U.S.  32750.0       4         16.0   156  22.4     37         64.3  79 

After  splitting  from  AT&T,  the  telecom-equipment  maker  has  been  soaring.  Its  next  challenge:  Grabbing  a  piece  of  the  data-networking  business. 


20  AIRTOUCH  COMMUNICATIONS  (ATI)  t  TelS       U.S.  5649.0     32         52.0     77  8.3    107         99.0  61 

Few  believed  a  cellular  pure  play  could  thrive  on  its  own,  but  AirTouch's  success  attracted  buyer  Vodaphone  in  1999. 


21  NTT  DOCOMO  t  TelS       Japan  25986.0       9         18.7    146  21.3     40         61.9  82 

The  Pied  Piper  of  Japanese  wireless  services,  this  provider  is  now  leading  the  way  in  developing  a  third-generation  cellular  phone  system. 


22  JABIL  CIRCUIT  (JBL)  Svcs      U.S.  1568.5     74         30.4    118  20.0     44       143.2  42 

Mega-profitable  contract  manufacturer  is  thriving  on  the  fast  growth  of  its  networking  customers  such  as  Cisco. 


2:'.  EBAY  (EBAY)  t  INet       U.S.  75.4    167       577.8       5  8.9    104       932.6  4 

By  bringing  auctions  to  the  Web  masses,  the  online  flea  market  aims  to  become  a  global  bazaar  that  rivals  the  largest  Internet  superstores. 


24  QUALCOMM  (QCOM)  TelE       U.S.  3675.1     43         37.7    102  4.8    120       314.0  19 

Develops  and  markets  a  key  digital  wireless  technology,  and  aims  to  apply  it  to  PDAs  and  satellite  systems. 


25  HIKARI TSUSHIN  i  TelS       Japan  1538.7     76         26.6    130  16.5     63       429.6  16 

Small  and  agile,  this  wireless  provider  is  way  ahead  of  the  big  guys  with  its  investment  in  Internet-based  services  for  cellular-phone  users. 


26  CELESTICA  (CLS)  t  Svcs      Canada  3592.3     44         58.8     69  -0.6    131        142.9  43 

Formerly  IBM  Canada,  this  freestanding  outfit  has  become  a  giant  in  contract  manufacturing,  boosted  by  a  crackerjack  staff  and  Canada's  low  doll 


27  BRITISH  TELECOMMUNICATIONS  (BTY)         TelS       Britain  30346.1       5         15.5   158  19.3     47         60.7  83 
Britain's  top  telco  is  aggressively  expanding  in  Europe  and  Asia,  and  with  new  partner  AT&T  it  has  just  acquired  30%  of  Japan  Telecom. 

28  ORACLE  (ORCL)  Soft       U.S.  8296.5     29         24.2    137  34.9     17         36.4  112 
Software-database  maker  is  well  positioned  as  the  world  moves  more  toward  the  Web  and  E-business. 

29  ASUSTEK  COMPUTER  Comp     Taiwan  1160.0     88         48.9     83  46.0       9         32.0  115 
Top-tier  quality  and  reliability  have  helped  this  motherboard  maker  net  big  profits.  Now  it's  diversifying  into  notebook  PCs  and  CD-ROMs. 

30  AMERITRADE  HOLDING  (AMTD)  INet       U.S.  228.6    152         94.0     49  11.5     94      1263.2  1 
New  marketing  campaigns  have  this  online  brokerage  growing  faster  than  the  competition. 

31  CAP  GEMINI  Svcs      France  4613.1     38         28.6    121  63.6       4         15.7  134 
Worldwide  consulting-services  firm  gets  a  big  boost  from  clients  seeking  to  fix  Y2K  bugs. 


32  TELSTRA  (TLS.P)  TelS       Australia        10730.0     27  8.2    176  41.3     11         60.3      85  2 

It's  a  full-service  domestic  and  international  telecommunications  giant  Down  Under,  and  the  Australian  government  wants  to  sell  off  its  two-thirds 


33  HON  HAI  PRECISION  INDUSTRY  Comp     Taiwan  1250.0     84         55.3     74  39.0     12         19.9  130 

Sales  to  Compaq  and  others  have  kept  this  maker  of  connectors  and  "bare-bones"  computer  cases  growing  at  a  healthy  clip. 


34  AMERITECH  (AIT)  t  TelS       U.S.  17476.0     19  7.4    182  35.2     14  55.8 

This  Baby  Bell  has  agreed  to  be  acquired  by  SBC  Communications,  but  regulators  worry  the  combination  would  hurt  competition. 


35  YAHOO!  (YHOO)  INet       U.S.  258.7    151        186.5     22  5.7    115       423.5  17 

With  50  million  registered  users,  Yahoo!  has  plenty  to  yahoo  about.  Not  only  is  it  the  Net's  most  popular  destination  for  information  but  it  also  makes  money. 


3(1  ARIMA  COMPUTER  f.  Comp     Taiwan  969.0     99         73.7     59  49.0       8         12.5  143 

As  goes  Compaq,  so  goes  Arima.  This  one-client,  one-product  company  has  ridden  the  wave  of  Compaq's  success  with  its  Presario  line. 


37  NETWORK  SOLUTIONS  (NSOL)  INet       U.S.  115.3    158       116.9     41  13.1     84       217.9  28 

Soon  to  lose  its  monopoly,  it's  likely  to  remain  a  leader  in  the  business  of  doling  out  dot.com,  dot.org,  and  other  domain  names  on  the  Web. 


38  SBC  COMMUNICATIONS  (SBC)                   TelS       U.S.             29239.0       6           7.8    181          31.1     21         42.8  103 
The  Texas  telecom  giant  has  become  the  most  profitable  of  the  Baby  Bells,  but  now  it's  facing  increased  competition   


39  CABLE  &  WIRELESS  (CWP)  TelS       Britain  11737.9     23         18.0    149  41.6     10         21.2  129 

British  telecom  company  is  looking  to  expand  into  Asia — but  is  likely  bait  for  France  Telecom  or  Deutsche  Telekom. 


40  AMAZON.COM  (AMZN)  INet       U.S.  816.2    104       272.5     15       -226.8    186       767.4  7 

No  longer  just  an  online  bookseller,  the  Web  superstore  has  added  music,  gifts,  auctions,  and  more  to  offer  "Earth's  biggest  selection." 


41  GIGABYTE  TECHNOLOGY  i  Comp     Taiwan  364.0    145         62.5     63  58.0       5         45.2  101 

You  may  never  see  this  company's  product,  but  folks  who  know  computer  motherboards  trust  it  as  one  of  the  best. 


42  CMGI  (CMGI)  INet       U.S.  120.5    157         62.2     65  12.7     87       780.8  6 
Part  Internet  mutual  fund,  part  Web-based  direct  marketer,  CMGI  is  a  monster  hit  with  day  traders — and  counts  Microsoft  and  Fidelity  among  its  largest  investors.  '_ 

43  INTEL  (INTO                                      Semi      U.S.             27375.0       8         11.2    170          27.5     28         37.3  109 
The  world's  largest  microprocessor  company  dominates  the  PC  industry,  but  now  it's  looking  for  growth  elsewhere.  

44  CNET  (CNET)                                      INet       U.S.                  66.3    170         78.7     56          13.6     78       495.2  12 
Want  to  know  what  laptop  to  buy  or  the  latest  techie  news?  CNET's  combo  of  online  and  television  programming  spells  it  out.  

45  USWEST(USW)t                                TelS       U.S.              12551.0     22           8.0    177         159.9       1         28.2  117 
This  innovative  Baby  Bell  serving  14  Western  states  has  taken  the  radical  step  of  merging  with  tiny  Global  Crossing.   


4(i  COMPUWARE  (CPWR)                            Soft       U.S.               1638.4     70         43.8     89          32.4     18         13.9  140 
Software  industry  veteran's  products  help  companies  build  software  applications  and  keep  them  humming.   


47  GATEWAY  (GTWj  Comp     U.S.  7843.4     30         18.8   145  26.2     30         26.3  118 
CEO  Theodore  W.  Wartt  and  his  top  brass  have  moved  from  South  Dakota  to  mansions  in  San  Diego — and  have  expanded  their  Country  Stores  retail  network 

48  SAP  (SAP)  Soft       Germany  5052.0     36         51.0     79  28.0     26       -23.8  184 

The  German  power  rules  enterprise  software,  but  it's  taking  a  Y2K  hit  as  customers  postpone  big  installations.  It's  also  playing  catch-up  on  the  V 
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Even  elements  in  your  network  not  normally  given  to  shows 
of  affection  will  harmonize,  thanks  to  Williams  end-to-end  solutions. 


NORTEL 

NETWORKS' 


Enterprise  Networking  means  making  your  network  work  —  for  you.  were  Williams  Communications 

Solutions,  the  industry's  premier  data,  voice  and  video  systems  integrator,  delivering  more  multimedia  expertise,  uniquely 
tailored  solutions,  plus  peerless  end-to-end  innovation  and  responsiveness  for,  well,  businesses 
just  like  yours. 

Williams  offers  everything  you  need  to  plan,  procure,  design,  implement,  support  and  operate 
your  network  at  peak  productivity  and  performance,  including  professional  services  and  training. 
We've  got  the  most  diverse  portfolio  of  the  most  advanced  communications  products  on  the 
planet  —  like  Nortel  Networks  Meridian  1,  Norstar  and  Symposium  Call  Center  Server  systems. 
What's  more,  we'll  integrate  them  seamlessly  with  your  data  network  products,  for  an  unbelievably  unified  network  solution. 
So  let  Williams  make  your  network  work  —  endlessly  and  cost-effectively  —  and  you  can  do  what  you  do  best:  manage 
your  business.  It's  perfect  harmony,  at  1-800-WILLIAMS  or  www.wilcomsol.com. 


Meridian 
Norstar 

Authorized  Distributor 


Williams 


Communications 
Solutions 


ams  Communications  Solutions,  LLC,  formerly  WilTel  Communications  Nortel  Networks  Meridian  I. 
posium  and  the  Nortel  Networks  logo  are  trademarks  of  Nortel  Networks.  All  rights  reserved 


Integrated  Data,  Voice,  and  Video  for  Business. 
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49  L-3  COMMUNICATIONS  HOLDINGS  (LLL)  t      TelE       U.S.  1126.0     92         53.6     76  7.3    112        131.5  46 

Need  secure  communications?  This  is  where  the  military  and  major  airlines  go.  W 

50  BELLSOUTH  (BLS)  TelS       U.S.  23670.0     12         12.0   167  22.6     36        36J    111  3J 
Thanks  to  high-growth  markets,  a  strong  wireless  business,  and  expansion  in  Latin  America,  the  last  independent  Baby  Bell  is  still  on  its  own.  But  for  how  long? 


MINDSPRING  ENTERPRISES  (MSPG)  I  Net       U.S.  154.9    155        141.5     30  2.7    124       304  1  21 

With  1.2  million  subscribers,  MindSpring  is  one  of  the  leading  Internet  Service  Providers  and,  as  a  bonus,  it's  profitable. 


52  ASCEND  COMMUNICATIONS  (ASND)  t  Netw      U.S.  1683.0     67         42.7     90  1.6    125       107.3  54 

The  high-flying  maker  of  specialized  gear  for  moving  Internet  traffic  agreed  to  be  gobbled  up  by  Lucent  for  $20  billion. 


53  ALLTEL  (AT)  TelS       U.S.  5378.1     34         15.6    157  14.6     68         68.6  77 
As  the  bigger  telecom  players  unload  their  rural  assets,  Alltel  has  built  a  $5  billion-a-year  business  selling  phone  service  to  small  towns,  farms,  and  ranches. 

54  SPRINT  FON  GROUP  (FON)  TelS       U.S.  16297.4     21  7.3    185  16.9     59         72.1  74 
As  competitors  merge,  the  perennial  No.  3  long-distance  carrier  is  trying  to  go  it  alone.  Bet  on  the  company  being  acquired  soon. 

55  CENTURYTEL  (CTL)  TelS       U.S.  1619.6     72         50.8     80  14.5     69         26.0  119 
Rural  telecom  may  seem  dull,  but  CenturyTel's  small-town  customers  are  buying  enough  Internet,  caller  ID,  and  cell  phones  to  create  double-digit  revenue  growth. 

56  PEROT  SYSTEMS  (PER)  Svcs      U.S.  1053.9     96         27.5    125  17.4     56         83.6  67 
After  imposing  a  heavy  dose  of  cost-cutting  at  his  technology-services  namesake,  legendary  founder  Ross  Perot  pulled  off  a  successful  IPO. 

57  TELECOM  ARGENTINA  (TEO)  TelS       Argentina         3446.0     45         61.0     67  14.2     70         -4.5  164 
This  savvy  Italian-French  consortium  runs  the  phone  system  in  vast  northern  Argentina. 


58  E*TRADE  GROUP  (EGRP)  I  Net       U.S.  349.9    148         73.5     60  -1.8    134  816.3 

This  online  stock  brokerage,  which  just  bought  Web  bank  Telebanc  Financial  Corp.,  aims  to  be  the  No.  1  online  financial  service. 


5!)  TELE  DANMARK  (TLD)  TelS       Denmark  5373.1     35         24.3    136  21.5     39         14.9  137 

Playing  in  one  of  Europe's  most  competitive  markets,  this  Danish  phone  company  is  cutting  costs  while  staking  out  positions  in  the  rest  of  Europe 


60  FRONTIER  (FRO)  t  TelS       U.S.  2636.4     53  8.5    175  17.3     57         86.4  66 

The  Rochester  (N.Y.)  phone  company,  with  local  and  long-distance  operations,  is  being  acquired  by  Global  Crossing. 


61  RATIONAL  SOFTWARE  (RATL)  Soft       U.S.  411.8    140         32.6    113  20.1     43        103.1  57 
Want  to  build  the  next  gee-whiz  application?  You'll  likely  need  Rational's  development  tools  to  help. 

62  GTE  (GTE)  t  TelS       U.S.  25467.0     10  6.7    189  35.0     15         13.7  141 
The  local-phone  company  with  operations  scattered  throughout  the  U.S.  wants  to  merge  with  Bell  Atlantic.  Regulators  are  giving  the  deal  a  hard 

63  FRANCE  TELECOM  (FTE)  TelS       France  28762.5       7         10.5    171  13.5     79         45.3  100 
Its  global  partnership  with  Deutsche  Telekom  hit  the  skids  when  DT  courted  Telecom  Italia.  Now  FTs  Michel  Bon  needs  to  come  up  with  a  new  strategy  in  a  hurry. 

64  TECH  DATA  (TECD)  Svcs      U.S.  11529.0     24         63.4     62  13.3     81        -33.9  190 

A  leading  distributor  of  computer  hardware  and  software  products  to  retailers  and  direct  marketers.   I 

65  DOUBLECLICK  (DCLK)  I  Net       U.S.  89.3    162        133.3     33         -14.6    150       463.5  14 

This  Silicon  Alley  star  serves  up  billions  of  ads  across  a  network  of  7,400  Web  sites.   I 

66  LYCOS  (LCOS)  I  Net       U.S.  109.4    159       144.4     29         -10.0    142       210.5  29 

Traffic  has  grown  impressively  for  this  Internet  portal,  but  how  long  can  it  survive  without  a  partner  now  that  Barry  Diller's  USA  Networks  has  dropped  its  acquisitionpae 

67  REALNETWORKS  (RNWK)  INet       U.S.  75.9    165         95.2     48  -7.5    138       521.7  11 

This  streaming-media  software  company  has  been  spinning  deals  recently  to  turn  PCs  into  Internet  jukeboxes.  K 

68  AT  HOME  (ATHM)  INet       U.S.  67.4    169       443.1       8         -22.7    159       234.5  26 
Expect  big  things  from  this  provider  of  high-speed  Net  access  over  cable  lines  since  it  acquired  Excite  and  AT&T  bought  a  controlling  stake. 

6!)  INF0SPACE.COM  (INSP)  i  INet       U.S.  13.5    191       451.3       7         -10.4    143       252.5  24 

This  wheeler-dealer  Internet  company  packages  and  sells  information  to  other  Web  sites  while  promoting  its  own  site.  |i 

70  BROADVISION  (BVSN)  INet       U.S.  59.3    173         85.9     51  7.6    110       192.9  34 

One  of  the  few  profitable  E-business  companies,  it  makes  software  that  personalizes  transactions  and  information.   111 


71  NINTENDO  Soft       Japan  4455.0     39         27.8    124  13.2     82         22.4  124 

Pokemon,  Zelda,  and  Mario  keep  this  company  a  perennial  player  in  the  video-game  business. 


T 


VERISIGN  (VRSN)                                 INet       U.S.                  47.9    175        159.7     27         -10.5    146       243.8  25 
Its  software  helps  <  on  panies,  Web  sites,  and  consumer*,  make  sure  their  data  can't  be  stolen  by  hackers  and  thieves.  

7  <  CHINA  TELECOM  (HONG  KONG)  (CHL)  TelS       Hong  Kong       1863.2     63         49.6     82  9.1    101         21.5  127 

Other  Chinese-owned  "red  chips"  listed  in  Hong  Kong  are  going  belly-up,  but  this  operator  of  cellular  networks  is  one  of  Beijing's  strongest  publicly-traded  compani__ 

74  X00M.COM  (XMCM)  t  INet       U.S.  11.9    193       615.9       4         -22.8   161       404.5  18 

The  Internet  direct  marketer  will  soon  become  part  of  General  Electric's  NBC  network,  with  Xoom  CEO  Chris  Kitze  leading  NBC's  new  Internet  ur__ 

75  BR0ADCAST.COM  (BCST)  t                       INet       U.S.                  30.0   179       138.1     31         -27.1    166      1211.1  3 
The  pioneer  Internet  broadcaster  became  a  hit  and  is  being  acquired  by  Yahoo!  

76  EXODUS  COMMUNICATIONS  (EXDS)  INet       U.S.  75.7    166       324.3     10  NM    188       438.3  15 

It  pioneered  the  Web  farm,  and  in  seven  data  centers  around  the  nation,  it  now  hosts  the  Web  sites  of  hundreds  of  companies.  I 


NEXTEL  COMMUNICATIONS  (NXTL)  TelS  U.S.  2183.4  57  128.5  36  NM  188  45.6  98 
MCI  WorldCom  wasn't  willing  to  pay  the  price  for  this  wireless-service  provider.  Still,  it's  growing  like  crazy.  


ft  ELECTRONICS  FOR  IMAGING  (EFII)  Comp     U.S.  468.2    132         33.0    111  13.8     74         98.2  63 

Helps  turn  color  copiers  into  networked  devices  that  produce  photographic-quality  images. 

 -m 


•1.56  BUSINESS  WEEK  /  JUNE  21,  1999 


if  you're  not 


you're  a  commodity. 


Exceptional  customer 
experiences  are  the  ones 
you  build  your  reputation  on. 
Anything  else'is  mediocrity. 
But  how  do  you  make 
exceptional  performance 
an  everyday 
occurrence? 

Start  with  a  partner 
who  can  show  you  how  to  turn 
information  into  advantage. 
We're  Infinium,  and  we  can  help  you 
unleash  the  potential  of  your  organization,  so 
every  team  has  the  edge  to  turn  customers 
into  advocates. Visit  www.infinium.com/bw 
to  learn  more  about  how  our  team  can 
help  your  people  do  great  work. 
Infinium:  enterprise  software 
solutions  to  optimize 
business  performance. 

Infinium'  n  a  registered  trademark  ol  Infinium  Software. 


INFINIUM 

do  great  work 
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TELEGLOBE  (TGO)  TelS       Canada  2070.9     60         41.7     94  8.9    102         21.5  125 

This  international  long-distance  powerhouse  is  busy  wiring  the  world,  stretching  high-tech  cables  across  the  globe  to  carry  surging  Internet  traffic. 


AFFILIATED  COMPUTER  SERVICES  (ACS)       Svcs      U.S.  1524.8     77         37.1  104 

With  its  large  and  diverse  customer  base,  ACS  is  cashing  in  on  the  boom  in  business-process  outsourcing. 


13.8  75 


21.3  128 


HEALTHEON  (HLTH) }  INet       U.S.  56.6    174       166.9     25         -65.7    177       612.5  10 

Yet  another  Jim  Clark  hit.  This  one  uses  the  Net  to  connect  insurers,  doctors,  and  patients  to  deep-six  bureaucracy  and  inefficiencies. 


NOVELL  (NOVL)  Soft       U.S.  1117.7     93         26.4  132 

The  networking  software  maker  is  on  the  comeback  trail,  with  popular  new  products  and  a  visionary  leader. 


BENCHMARK  ELECTRONICS  (BHE)  Semi      U.S.  562.6 

This  contract  electronics  manufacturer  is  beefing  up  through  acquisitions. 


120 


57.3  71 


7.7  109 


12.3  89 


124.9  52 


41.2  106 


VERIO  (VRIO)  INet  U.S. 

Helps  small  and  midsize  firms  set  up  corporate  Web  sites. 


154.6  156 


194.5  20 


-68.5  178 


194.6  33 


GENERAL  INSTRUMENT  (GIC)  TelE       U.S.  2090.0     59         17.9   150  7.6    111         80.6  69 

Maker  of  cable  set-top  boxes  now  offers  video,  audio,  and  high-speed  Net  and  data  services  over  cable  and  satellites.  Will  li  cash  in  big  on  the  digi 

BMC  SOFTWARE  (BMCS)  Soft       U.S.  1303.9     82         32.3    114  27.4     29         -5.2  166 

With  several  major  acquisitions,  this  software  maker  reaches  beyond  its  core  mainframe  business  into  products  that  help  manage  computer  netwoi 

DASSAULT  SYSTEMES  DASTY  Soft       France  510.7    127         51.6     78  34.9     16       -11.4  171 

France's  star  in  computer-aided  design.  Its  software  is  a  hit  with  auto  makers,  but  now  the  challenge  is  to  push  more  applications  onto  the  Web. 

INGRAM  MICRO  (IM)  Svcs      U.S.  23609.2     13         30.6   117  15.0     66       -44.5  196 

The  Internet  retailer's  secret  friend,  this  giant  distributor  provides  warehousing,  shipping,  and  services  for  the  computer  industry. 


PSINET  (PSIX)  INet       U.S.  320.0    149       127.3     37  NM  188 

The  last  of  the  independent  Internet  backbone  providers  is  a  tempting  buy  for  a  phone  carrier  in  search  of  faster  growth. 


HELLENIC  TELECOMMUNICATIONS  (OTE)       TelS       Greece  3347.8     48         15.0  160 

Greek  near-monopoly  is  racing  to  upgrade  creaky  network — before  competition  arrives  in  two  years. 


19.9  45 


305.1  20 


12.5  144 


— 


ERICSSON  (L.M.)  TELEPHONE  (ERICY)  TelE       Sweden         23558.0     14  7.3    184  20.7  41  0.4  159 

Swedish  telecom  giant,  bruised  by  Nokia  battering,  is  restructuring — and  casting  about  for  an  Internet  strategy. 

MAXIM  INTEGRATED  PRODUCTS  (MXIM)        Semi      U.S.  602.7    117         15.4   159  24.0  33         54.0  90 

Makes  so-called  analog  chips  that  translate  sound,  light,  pressure,  and  temperature  into  digital  form. 

TAIWAN  SEMICONDUCTOR  MFG.  (TSM)  Semi      Taiwan  1449.0     79         14.3    163  17.6     54         42.4  104 

Not  just  a  chip  off  the  old  block.  This  pioneer  of  the  semiconductor  foundry  business  is  reinventing  itself  With  advanced  chip-design  services. 

ALLAIRE  (ALLR)  INet       U.S.  24.3    181        132.2     34         -22.8   160       229.4  27 

Many  Web  page  designers  swear  by  Allaire's  Cold  Fusion  software,  which  smooths  out  the  bumps  of  getting  a  Web  site  up  and  running.  

KEANE(KEA)  Svcs      U.S.  1131.1     91         44.1     88  25.9     31        -38.6  192 

Who  you  gonna  call  to  fix  that  Year  2000  problem?  Keane's  phone  keeps  ringing,  but  it's  also  plotting  a  post-Y2K  expansion  into  E-business  serves. 

TELEPHONE  &  DATA  SYSTEMS  (TDS)  TelS       U.S.  1921.1     62         30.6  116 

A  holding  company  with  rural  roots,  this  telecom  haymaker  bundles  wireline  and  wireless  operations. 


0.0  129 


46.6  97 


EARTHWEB  (EWBX)  i  INet       U.S.  6.8    198  508.5 

Connects  vendors,  developers,  and  techies  via  its  network  of  sites  devoted  to  technology. 


-28.9  169 


197.3  32 


98  SAPIENT  (SAPE)  Svcs      U.S.  191.1    154         81.5     53  5.6    117         62.4  81 
By  helping  big  companies  sort  out  their  technology  strategies,  Sapient  has  broken  into  the  top  rank  of  services. 

99  COMPAL  ELECTRONICS  Comp     Taiwan  1150.0     89         28.5   122  23.0     34         -0.5  160 
When  it  comes  to  notebook  design,  companies  like  Dell  and  Hewlett-Packard  leave  the  details  to  Compal's  crack  engineers. 

100  G02NET  (GNET)  INet       U.S.  10.2    194       221.8     17  NM    188       758.7  8 

Investor  Paul  Allen  pumped  $300  million  into  this  network  of  Web  communities — and  now  he's  getting  it  cable-ready. 
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sonal Wealth. 
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WHERE  OWNERS  AND  WORKERS 
SEE  ETE  TO  EYE 

SAIC,  the  largest  U.S.  private  info-tech  outfit,  reaps  the  benefits  of  employee  owners 


Thirty  years  ago,  physicist  J. 
Robert  Beyster  mortgaged  his 
house  and  set  up  shop  in  tiny  of- 
fices next  door  to  a  ballet  studio  in 
La  Jolla,  Calif.  Beyster  and  a  dozen  fel- 
low scientists  were  straggling  to  land 
Federal  contracts  in  their  specialty — 
nuclear  power  and  nuclear  weapons. 
Then,  inspiration  struck.  What  better 
way  to  reward  his  team  than  to  give 
away  stock  in  the  company  to  the  re- 
searchers who  brought  in  business.  By 
the  end  of  the  first  year,  Beyster's  stake 
in  his  company  was  down  to  10%,  but 
survival  was  no  longer  an  issue. 

Today,  the  74-year-old  founder  and 
ceo  owns  a  scant  1.4%  of  what  is  now 
Science  Applications  International  Corp. 
Virtually  all  of  the  company's  36,000 
employees  own  a  piece  as  well,  and 
more  than  25,000  of  them  hold  their 
shares  directly,  outside  the  retirement 
and  profit-sharing  programs  that  invest 
in  the  company.  That  makes  kmc — with 
$4.7  billion  in  revenues  and  $151  mil- 
lion in  net  income,  up  78%  for  the  year 
that  ended  Jan.  31 — the  country's 
largest  employee-owned  info-tech  con- 
cern. It  also  topped  business  week's 
list  of  the  leading  privately  held  tech- 
nology companies. 

And  saic  has  grown  far  beyond  its 
roots.  Just  five  years  ago,  nearly  90%  of 
its  revenues  stemmed  from  U.  S.  gov- 
ernment programs.  Now,  more  than  half 
comes  from  the  commercial  sector.  It 
has  built  substantial  businesses  selling 
plant  management  and  automation  soft- 
ware and  services  to  major- 
oil  companies  and  utilities, 
and  health-care  automation 
systems  to  customers  such 
as  Kaiser-Permanente,  the 
country's  largest  hmo. 

But  its  biggest  single 
step  into  the  commercial 
world  came  in  late  1997 
with  SAlc's  acquisition  of 
Bell  Communications  Re- 
search (Bellcore),  a  1984  Bell 
Labs  spin-off  owned  by  the 
regional  Bell  operating  com- 
panies. Last  year,  the  com- 
pany,  renamed  Telcordia 


BEYSTER:  Today,  SAIC's  CEO 
owns  a  scant  1.4%  of  the 
company  he  founded 


Technologies  Inc.,  raked  in  $1.2  billion. 
Now,  the  once  captive  supplier  to  the 
Bell  system  gets  almost  half  of  its  rev- 
enue from  companies  other  than  its  pre- 
vious owner,  thanks  to  deals  with  the 
likes  of  Sprint.  "It  has  completely  di- 
versified its  revenue  base,"  says  ana- 
lyst William  D.  Rabin  of  investment 
bank  J.  P.  Morgan  &  Co.  "saic's  acquisi- 
tion of  Bellcore  was  a  brilliant  move." 

Employee  ownership  has  changed  the 
culture  at  Telcordia.  After  the  takeover, 
saic:  extended  its  stock  programs  to  the 


new  employees,  including  optii 
bonus  awards  and  the  ability  o 
stock  directly  from  other  employ 
the  company.  "People  are  taking  r 
proprietary  interest  in  the  perfcp 
of  the  company,"  says  Casimir  I  S 
czak,  who  heads  consulting  sera 
Telcordia.  Beyster  knows  tha 
ownership  gives  employees  a  a 
pruprieturship  that  helps  get 
done.  "We  use  equity  to  focus 
where  we  want  to  grow,"  he  sajs 

saic  is  one  of  the  few  emio 
owned  companies  whose  stock  if 
In  1973,  Beyster  set  up  Bull 
wholly  owned  subsidiary  and 
tered  broker-dealer  to  provide  ai 
where  employees  could  buy  sd 
saic  stock.  The  price  is  set  once  < 
ter  based  on  the  recommend  at  i< 
independent  appraiser,  and  en  i 
can  buy  and  sell  on  four  tradir 
each  year.  The  company  encourges 
ployees  to  own  shares:  When  fit- 
buyers  write  a  check  for  25  shais, 
get  options  for  50  more  as  a  boi  -. 
as  the  stock,  which  last  trader 
has  soared,  so  have  buyers.  JSt 
years  ago,  saic  saw  3,000  buyer  i 
Now,  the  number  is  quadruple  '« 

saic's  big  push  into  commend 
kets  has  paid  off  for  staffer?  j 
years  of  a  15%  to  20%  coip 
growth  rate,  it  has  seen  annual 
of  37.5%  over  the  past  five  y<B 
53%  in  the  four  quarters  throuj. . 
In  part,  that's  due  to  an  Intent 
Beyster  acquired  Network  Sin 


AS  REVENUES 
HAVE  SURGED. 
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from  $978"  Intel*  Celeron"  processor  366  mhz  /  4  slots, 

lease  $49/mo'     4  bays  /  up  to  64mb  sdram  /  up  to  8.4gb  hdd 
option:  ethernet  and  token  ring  adapters, 
option;  32  /  64  /  128mb  memory  dimms 


The  PC  300GL.  It's  relief  for  users  (no  more  slow,  old  pc's). 
It's  relief  for  IS  staff  (heavy-duty  network  management  features). 
It's  relief  for  finance  (very,  very  affordable).  Could  it  be  all  things 
to  all  people'?  ibm.com/ibmpc  or  800  426  7255,  ext.  4131 


subject:  $978 

cc:  everyone 


•Estimated  reseller  price  to  end  users  for  model  6287-32U  and  654102N  Actual  prices  may  vary.  Certain  features  described  above  are  available  for  an  additional 
charge.  SystemXtra  is  available  to  credit  qualified  commercial,  slate  and  local  government  customers  with  valid  credit  for  a  36-month  term.  'SuccessLease  is  offered  and 
administered  in  the  U  S.  and  Canada  by  Fidelity  Leasing  Inc..  an  approved  provider  of  financing  for  IBM  Global  Financing.  Monthly  lease  costs  are  provided  by  Fidelity 
Leasing  and  are  for  a  24-month  term,  full-payout  lease,  to  qualified  business  customers  only.  A  documentation  fee  and  first  month  payment  due  at  lease  signing  Any  taxes 
are  additional  Other  terms  and  financing  structures  are  available  mhz  denotes  microprocessor  internal  clock  speed,  other  factors  may  also  affect  application  performance 
gb=1  billion  bytes  for  Hard  Disk  Drive  capacity  PCs  referenced  in  this  ad  include  an  operating  system.  I8M  product  names  are  trademarks  of  International  Business 
Machines  Corporation  Intel  and  the  Intel  Inside  logo  are  registered  trademarks  and  Celeron  is  a  trademark  of  Intel  Corporation  ©1999  IBM  Corp.  All  rights  reserved 
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Inc.,  which  administers  domain  names 
on  the  Internet  (the  .com,  .net,  and  .org 
names).  Beyster  bought  it  for  $5  million 
in  1995,  took  it  public  in  1997,  and  ear- 
lier this  year  grossed  $730  million  when 
it  sold  4.5  million  shares. 

Beyster  says  he  would  never  take 
saic  public.  The  company  doesn't  need 
the  capital,  and  employees  already  have 
a  way  to  value  their  shares.  Besides, 
he  bristles  at  Wall  Street's  emphasis  on 


THE  LEADING  PRIVATE  INFO-TECH  COMPANIES 

1 998  REVENUES  d 

COMPANY                      LOCATED                  DESCRIPTION                                                                                     SECTOR     (IN  MILLIONS)  FRI 

saic                 San  Diego 

Defense  Dept.  contractor  rings  up  new  telecom  business 

Svcs 

$4,700.0 

entex               Rye  Brook,  N.Y. 

INFO  SERVICES 

Technology  services  company  focusing  on  managing  more  than 
700,000  desktop  computers  and  local-area  networks  nationwide 

Svcs 

2,456.0 

BLOOMBERG         New  York 

Cashes  in  on  its  "boxes"  filled  with  news  and  financial  data 

Svcs 

1,800.0 

COMARK 

Bloomingdale, 
III. 

Resells  hardware,  software,  and  peripherals  and  provides 
services  such  as  Y2K  and  E-commerce  consulting 

Svcs 

1,478.0 

BRIDGE  INFO 
SYSTEMS 

New  York 

Provides  financial  data  and  news  to  institutional  investors, 
broker-dealers,  corporations,  and  governments 

Svcs 

1,330.0 

DYNCORP 

Fairfax,  Va. 

Its  16,000  workers  provide  technology  solutions  to  the  Feds 

Svcs 

1,230.0 

MARCONI 
COMMUNICATIONS 

Cleveland, 
Ohio 

Formerly  RELTEC  Corp.,  this  firm  is  a  top  telecom  equipment  and 
network  services  supplier 

Tele 

1,066.8 

VIEWSONIC 

Walnut,  Calif. 

Its  computer  monitors  are  a  window  onto  colorful  computing 

Comp 

941.0 

SAS 

INSTITUTE 

Cary,  N.C. 

CEO  of  this  top  data  warehousing  company  keeps  staffers  loyal 
via  perks  such  as  free  day  care  and  lunchtime  piano  serenades 

Svcs 

871.0 

PLATINUM 
EQUITY 

Los  Angeles 

Feisty  four-year-old  specializes  in  acquiring  ailing  high-tech 
software  and  service  subsidiaries  of  IT'S  biggest  companies 

Soft 

700.0 

6' 

SARCOM 

Columbus,  Ohio 

Will  show  employees  how  to  use  the  software  it  installs 

Svcs 

687.8 

EL  CAMINO 
RESOURCES 

Woodland  Hills, 
Calif. 

Computer  equipment  lessor,  systems  integrator,  and  IBM  main- 
frame dealer-trader 

Comp 

678.0 

MODUS  MEDIA 

Westwood,  Mass. 

Software  diskette  and  CD  maker 

Comp 

645.7 

CANDLE 

Santa  Monica, 
Calif. 

Software  company  burns  at  both  ends  with  middleware  pro- 
grams for  networked  computers 

Soft 

361.0 

ATTACHMATE 

Bellevue, 
Wash. 

Software  maker  helps  companies  link  desktop  computers  to 
mainframes  and  tells  them  how  to  manage  all  those  connections 

Soft 

300.0 

AMS  SERVICES 

Windsor,  Conn. 

Sells  back-office  software  to  insurance  agents  and  companies 

Soft 

264.0 

LAWSON 

Minneapolis 

Challenger  to  enterprise  software  giants  SAP  and  Peoplesoft 

Soft 

237.8 

SRA 

INTERNATIONAL 

Fairfax,  Va. 

Software  and  systems  company  is  known  for  its  E-mail  screening 
and  content-filtering  software 

Soft 

222.7 

MEDICAL  INFO 
TECHNOLOGY 

Westwood, 
Mass. 

Its  software  keeps  hospitals,  physicians'  offices,  and  HMOs 
financially  fit 

Soft 

203.0 

-  tin 

CiNCOM 
SYSTEMS 

Cincinnati 

Makes  software  that  simplifies  business  processes  for  manu- 
facturing and  finance  companies 

Soft 

190.0 

♦Acquired  nine  companies                                   DATA:  BUSINESS  WEEK,  CORPORATE  TECHNOLOGY  INFORMATION  SERVICES 

quarterly  earnings.  "If  an  appraiser  can 
value  the  subsidiary,  then  we  can  re- 
ward people  commensurate  with  the 
value  they  create,"  he  says.  "With  nsi, 
we  couldn't  value  it,  so  we  let  the  mar- 
ket do  it." 

So,  look  for  saic  to  grow  as  it  al- 
ways has,  acquiring  niche  players  to 
bolster  its  skills  in  specific  areas  and 
setting  up  joint  ventures  with  overseas 
giants  to  get  their  business.  With  a  cash 


hoard  now  exceeding  $1  billio 
won't  rule  out  another  big  acquis 
two,  Beyster  says,  especially  wii* 
panies  looking  to  shed  or  outsourl 
it  operations.  "These  acquisitidl 
always  a  little  scary,"  he  says,  m 
nearly  as  much  when  the  em* 
pitch  in  to  make  them  work.  A£j 
they're  the  ones — and  not  Wall  Sit 
looking  over  his  shoulder. 

By  Larry  Armstrong  in  Los  M 
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NFORMATION    TECHNOLOGY  ANNUAL  REPORT 


STARTUPS  THAT  COULD  1 
MAKE  IT  INTO  THE  MAJORS 

Sure,  lots  of  promising  candidates  are  from  cyberspace,  but  don't  forget  the  earthboli 


Who  are  these  guys?  Perhaps 
more  than  anything,  this  year's 
Info  Tech  100  shows  how  tech 
upstarts  can  come  out  of 
nowhere  to  become  industry  heavy- 
weights. The  online  auction  house  eBay 
Inc.  went  from  an  unknown  private 
company  last  year  to  No.  23  on  this 
year's  elite  list.  And  it's  not  the  only 
one:  Inktomi,  InfoSpace.com,  and 
Healtheon  all  went  public  in  the  last 
year  and  made  it  into  the  ranking.  So 
who's  next?  Which  undiscovered  gem 
might  make  the  list  in  2000? 

A  good  place  to  look  is  the  same  spot 
as  the  stars  of  this  year's  ranking, 
among  the  construction  workers  of  the 
New  Economy.  But  don't  stop  there. 
With  each  passing  year,  the  allure  of 
the  Net  grows  stronger,  drawing  hun- 
dreds of  millions  of  new  cyberseekers. 
By  this  time  in  2000,  experts  bet  that 
Internet  startups  will  have  figured  out 
some  of  the  head-scratchers:  from  how 
to  sell  tailored  clothing  to  how  to  deliv- 
er ice  cream  anywhere,  quickly  and 
profitably.  And  the  information-appli- 
ance bandwagon  may  actually  pull  out, 
delivering  highfliers  with  whizzy  Web 
phones  and  other  handheld  gizmos. 

Some  of  the  most  promising  upstarts, 
though,  are  earthbound.  Dozens  of  can- 
didates are  in  the  networking  and  tele- 
com-equipment fields,  including  Juniper 
Networks  and  Avici  Systems,  both  of 
which  make  high-speed  routers  that 
threaten  Cisco  Systems'  position  as  the 
dominant  supplier  of  Internet  gear. 

The  real  up-and-comer  of  the  bunch 
may  be  Cerent  Corp.  The  Petaluma 
(Calif.)  startup  lets  phone  companies 
handle  voice  and  data  traffic  with 
equipment  that's  cheaper  and  one-quar- 
ter the  size  of  existing  products.  With 
60  customers  already,  Cerent's  revenues 
are  expected  to  quadruple  next  year,  to 
$200  million,  analysts  estimate.  "If  you 
look  at  eBay,  we  say,  'Why  can't  some- 
body [become  an  industry  power  that 
quickly]  in  the  equipment  space?' "  says 
Carl  Russo,  ceo  and  president. 

Still,  when  it  comes  to  giving  compa- 
nies a  fast  start,  the  Web  rules.  One 
Net  startup,  Webvan  Group  Inc.,  is  sell- 


ing groceries  over  the  Web,  but  that's 
only  part  of  the  story.  Louis  H.  Bor- 
ders, the  Borders  Group  co-founder  who 
heads  Webvan,  has  developed  logistics 
so  that  Webvan  can  deliver  perishables 
such  as  kiwi  and  live  lobsters  within  a 
specified  30-minute  period.  Once  the  de- 
livery system  is  in  place,  the  sky  is  the 
limit:  Along  with  groceries,  Webvan 
hopes  to  deliver  your  diy  cleaning  and 
your  newly  processed  photos.  "If  Web- 
van cracks  this  nut,  it  will  reap  huge  re- 
wards," says  analyst  Evelyn  Black 
Dykema  of  Forrester  Research  Inc. 

Another  area  so  promising  it's  already 
crowded  is  the  business  of  Web  drug- 
stores. With  backing  from  Amazon.com, 
America  Online,  and  Yahoo!,  drugstore, 
com  looks  like  it's  headed  for  a  scorching 
initial  public  offering  later  this  year.  A 
lesser  known  entiy  is  planetRx.com.  The 
South  San  Francisco  (Calif.)  company 
has  attracted  $80  million  in  funding  and 
recruited  William  J.  Razzouk,  a  former 
top  America  Online  Inc.  and  Federal 
Express  Corp.  executive  as  its  CEO. 

Qubit  Technology  is  leading  the  charge 
in  information  appliances.  Its  first  prod- 
uct, due  later  this  year,  is  a  tablet  the 
size  of  a  sheet  of  paper  that  connects 
with  the  Internet  wirelesslv.  With  a 


touch  screen,  people  can  navig 
Web  while  they  roam  their  o: 
house.  And  if  your  appliance-of« 
ture  has  video,  the  technology 
come  from  iCompression  Inc.  Th<^ 
Clara  (Calif.)  company  designs  lc- 
chips  t  hat  are  the  brains  behind  I 
video  recorders.  These  are  devicif 
most  experts  think  will  soon  Y.  b 
into  millions  of  TVs,  PCs,  and  otlni 
mos  so  you  can  record,  say,  a  I 
playoff  game  to  watch  later.  "Whji 
is  to  PCs,  iCompression  is  going 
digital  video  recorders,"  says  c| 
President  Neal  Margulis. 

Perhaps  the  most  ambitious 
tech  company  also  is  one  that  h 
around  awhile:  Teledesic  llc,  the 
system  backed  by  wireless 
Craig  0.  McCaw  and  Microsoft 
William  H.  Gates  III.  With  288 
and  a  cost  that  could  top  $10 
Teledesic  is  supposed  to  provi 
ning-fast  Net  connections  to  ar 
on  earth.  With  plenty  of  doug, 
upstarts  are  making  the  kind  c 
gambits  that  might  just  land 
the  Info  Tech  100  in  2000. 

By  Peter  Elstrom  in  New  Yo 
Linda  Himelstein  mid  Andy  R 
in  San  Mateo,  Calif. 


THE  NEXT  BIG  THINGS? 


COMPANY  /  LOCATION 


THE  SKINNY 


TELEDESIC 

Kirkland,  Wash. 


Craig  McCaw  and  Bill  Gates  want  the  $10  billion  satellit 
system  to  deliver  the  Net  to  every  corner  of  the  globe. 


webvan  With  speedy  deliveries  at  precise  times,  this  grocer  couli 

Foster  City,  Calif.  grow  up  to  become  the  FedEx  of  E-commerce. 


PLANETRX 

So.  San  Francisco,  Calif. 


Forget  about  schlepping  to  your  local  drugstore.  This  coi1 
pany  sells  prescription  drugs  and  vitamins  on  the  Web 


cerent  It  wants  to  be  the  next  eBay — and  could  be.  In  a  red-ho 

Petaluma,  Calif.  field,  its  communications  equipment  is  scorching. 


QUBIT  TECHNOLOGY 

Lakewood,  Colo. 


You've  heard  about  information  appliances?  Here's  who 
designing  them. 


■compression  It  makes  the  chips  that  let  PCs,  TVs,  and  other  things  p^ 

Santa  Clara,  Calif.         you  video  and  audio. 
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4  With  Microsoft,  your  company  is  only 


The  digital  economy  holds  virtually  unlimited  possibilities  for  your  t 
capitalize  on  everything  your  company  knows,  every  minute  of  the  di 
your  supply  chain?  Want  to  be  closer  to  your  best  employees?  Your 
best  customers? 

It's  all  possible.  But  to  do  it,  youH  need  an  environment  in  wtik 
are  part  of  your  organization  are  working  within  a  system  that  allow 
accurate  flow  of  business  information.  An  environment  where  your  te 
quickly  as  a  single  person  could  act,  but  yet  they  possess  the  insight 
Arid  ■■when  your  business  reaches  this  level,  where  your  employees, 
customers  are  all  connected,  you've  got  a  digital  nervous  system. 

So  how  far  is  your  company  from  this  ideal?  Well,  if  you're  like 
businesses  already  using  familiar  Microsoft*  tools  to  help  run  your  ca 
millions  of  people  use  Microsoft  Windows*  in  business  every  day),  ttv 
digital  economy  are  closer  than  you  think.  Only  as  far  away  as  your  I 

Here's  an  example:  Take  the  widely  popular  product  Microsoft  i 
few  clicks,  you  can  post  documents  to  the  company  intranet  so  thai 
team  can  review  and  comment  on  the  "<y, . "  er  *  a  r\> time,  anywhere. 


id  *o  tfi 


Windows  -  The  operat 
Gffvce  -  The  worlds  rm 


solution  from  desktop  to  data  center 
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:rom  all  the  possibilities  of  the  digital  economy.  ► 


%  product,  Microsoft  BackOffice',  and  you're  a  click  away  from  accessing  and 
lg  all  the  data  in  your  company,  no  matter  where  it  resides, 
which  gives  you  a  computing  environment  that  provides  unprecedented  decision 
d  quicker  response  time,  and  turns  workers  into  knowledge  workers, 
ike  to  show  you  how  Microsoft  Office,  the  BackOffice  family,  and  the  Windows 
n  combine  with  our  many  hardware,  software,  and  service  partners  to  more  quickly 
svolve  your  company  into  an  organization  poised  for  success  in  the  new  digital 
n  organization  that,  from  desktop  to  data  center,  has  undergone  a  quantum  shift 
efficiency  and  productivity,  without  having  to  rip  and  replace  your  entire  information 
ire.  In  short,  a  company  with  a  powerful  digital  nervous  system, 
fall,  you  can  start  your  company's  evolution  to  a  digital  nervous  system  right  now 
p  of  our  many  industry  partners.  Once  you  get  started,  you'll  be  joining  many  premier 
who  are  already  building  or  using  a  digital  nervous  system,  including  Barnes  &  Noble, 
r,  MasterCard,  Dell,  Office  Depot,  British  Petroleum,  and  Nabisco.  For  complete 
helpful  case  studies,  visit  www.microsoft.com/dns 


Microsoft 


Where  do  you  want  to  go  today? 


— _ 


orporation  in  the  United  States  and/ or  other  countries.  Other  product  and  company  names  mentioned  he 


y  be  the  trademarks  of  their  respective  owners 


Finance 


EXCHANGES 


STILL  KING  OF 
THE  E-BOURSES? 

Instinet  is  a  formidable  presence,  but  rivals  abound 


Where  do  you  want  your  stocks 
to  trade  today?  U.  S.  equities 
markets  are  splintering  at  a 
head-rattling  pace:  Every  time 
you  turn  around,  somebody  has  a  new 
plan,  place,  or  platform  for  trading 
stocks.  Technology-driven  competition 
is  spinning  off  a  confusing  variety  of 
systems  to  match  buyers  and  sellers, 
each  claiming  to  be  best  for  some  subset 
of  investors. 

The  latest,  announced  on  June  8: 
Primex  Trading,  an  electronic  system 
backed  by  Goldman  Sachs,  Merrill 
Lynch,  and  Bernard  L.  Madoff  Invest- 
ment Securities.  The  consortium  is 
pitching  itself  as  nothing  less  than  an 
electronic  replacement  for  the  New 
York  Stock  Exchange's  venerable  trad- 
ing floor.  "We're  taking  the  floor  sys- 
tem [of  the  nyse]  and  computerizing 
it,"  says  Thomas  M.  Joyce,  head  of  U.  S. 
equities  at  Merrill  Lynch  &  Co. 

As  E-bourses  proliferate,  big  players 
are  keeping  their  eyes  on  the  granddad- 
dy  of  them  all,  Instinet  Corp.  For  30 
years,  this  network,  linking  pensions, 
mutual  funds,  and  other  big  institutions, 
has  been  the  established  exchanges'  most 
fomiidable  rival.  But  now,  Instinet  faces 
increasing  pressure  as  competitors  rush 
into  the  two  areas — after-hours  trading 
and  institutional  order-matching — where 


Instinet  long  enjoyed  a  virtual  monopoly. 
The  Reuters  Group  PLC  subsidiary's  high 
prices  for  trading,  responsible  year  after 
year  for  gross  profit  margins  better  than 
35%,  poses  a  fat  target  for  competitors 
who  say  they  can  profit  at  one-sixth 
Instinet's  fees.  Already,  says  Harold 
Bradley,  head  of  Kansas  City-based  mu- 
tual-fund firm  American  Century  In- 
vestments, "Instinet  has  gone  from  being 
the  only  game  in  town  to  being  one  of 
three  or  four  players." 
BIG  BREAK.  Instinet  ceo  Douglas  Atkin 
acknowledges  the  threat:  "Instinet's  cur- 
rent business  model  is  not  long-term 
sustainable,"  he  says.  His  response  is  to 
go  on  the  offensive.  "Rather  than  pro- 
tecting our  present  business,  I  want  to 
take  the  market  structure  forward,"  the 
Mfi-year-oUi  ce<i  declares.  His  vehicle: 
TradePoint,  a  small  British  electronic 
exchange  brought  back  from  the  blink  of 
failure  by  an  Instinet-led  consortium  of 
Wall  Street  heavyweights.  Atkin  says  it 
will  challenge  the  Big  Board  and  nasdaq 
if  they  don't  embrace  the  new  world  of 
computerized  trading.  "The  U.  S.  leads  in 
tecluiology,  but  you  wouldn't  know  that" 
at  the  exchanges,  Atkin  argues. 

A  powerhouse  electronic  challenger 
to  the  big  exchanges  could  give  in- 
vestors a  big  break.  Electronic  trading 
has  already  sent  commissions  turn- 


THE  CONTENDERS 

Electronic  Communications  Networks  approved  by  the 
Securities  &  Exchange  Commission 


NAME 

OWNER 

SHARE  OF 
NASDAQ  TRADES' 

COMMENT 

INSTINET 

Reuters 

15 

Oldest,  strongest.  Serves  institutions 

ISLAND 

Datek 

10 

Caters  to  individuals 

ARCHIPELAGO 

Terra  Nova 

** 

Partner  with  Instinet  in  U.K. 

BRUTE 

Brass  Utilities 

** 

Widely  used  trader  software 

TRADEBOOK 

Bloomberg 

** 

Institutional,  going  global 

DATA:  BUSINESS  WEEK 

*AS  OF  2/99;  ECN  AS  A  WHOLE  HELD  29.6%  OF  NASDAQ  VOLUME                      "LESS  THAN  1.5% 

kk  Rather  than 
protecting  our 
present  business 
I  want  to  take 
the  market  strucl 
forward)  J 


—  DOUGLAS  ATKIN,  Ins 


bling — sparking  a  boom  in  stocl; 
activity  by  individuals.  The  n( 
lenge,  says  Pace  University  mj 
pert  William  Freund,  is  to  en 
cient  systems  that  drive  d< 
biggest  cost  of  investing — thi 
between  bid  and  ask  prices, 
market,  the  one  that's  going  tc| 
will  be  the  one  with  the  lea: 
and    the    lowest  execution)! 
Freund  says.  That  means  msjj 
as  many  orders  in  one  place 
ble — a  challenge  made  even  to 
today's  proliferation  of  trading  pt 
Can  Atkin  build  that  marn 
defending  his  own  turf?  The  cliff? 
making,  courting  retail  investor* 
lute  Instinet's  traditional  role  |l 
elusive  club  for  institutional  traxrt 
sion  managers  peddling  50,(0- 
blocks  won't  necessarily  enjoy  jf 
with  the  500-share  individual  on 
Atkin  proposes  to  let  into  Insti 
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after-hours  market.  And  the 
nks  that  Instinet  plans  to  offer 
imers  to  the  broader  nasdaq 
•needed  to  meet  increasing  com- 
from  other  trading  systems 
s  electronic  communications  net- 
lart) — could  cut  sharply  into  In- 
evenues.  Those  results  are  bol- 
scause  it  charges  commissions 
sides  of  the  trades  executed  in 
aptive  system. 

ing  squeeze  on  Instinet  is  bad 
its  parent,  Reuters.  Instinet 
only  14.7%  of  neuter's  $4.7  bil- 
•98  revenues.  But  the  London- 
:dia  and  financial-info  giant  de- 
%  of  its  $913  million  in  profits 
equity-trading  arm.  "Reuters 
to  make  an  effort  to  protect 
ness,"  says  analyst  James  D. 
|  of  Prudential  Securities  Inc. 
istinet  has  one  enormous  ad- 
ll.It  already  commands  15%  of 
1  ■  


the  total  trading  volume  on  nasdaq,  the 
largest  single  pool  of  buy  and  sell  or- 
ders. "They're  still  the  electronic  plat- 
form everyone  looks  at  first,"  says  An- 
drew M.  Brooks,  head  equity  trader  for 
mutual-fund  family  T.  Rowe  Price  As- 
sociates Inc.  Unlike  its  upstart  ecn  chal- 
lengers, Instinet  doesn't  need  to  pay 
brokers  to  send  orders  its  way.  Atkin  is 
betting  that  Instinet  can  leverage  its 
existing  order  flow,  or  liquidity,  as  it 
extends  its  reach. 

Rivals  are  betting  they  can  take  that 
liquidity  away.  Island  ecn,  a  subsidiary 
of  Datek  Online  Brokerage  Services 
Corp.  and  Instinet's  closest  competitor 
with  10.1%  of  Nasdaq's  trading  volume, 
plans  to  offer  its  subscribing  brokers 
around-the-clock  trading.  And  while  Is- 
land has  built  itself  by  catering  to  online 
and  other  retail  traders,  "we  certainly 
will  make  a  foray  into  the  institutional 
market,"  says  Island  President  Matthew 


Andreesen.  "We're  operating  six  times 
cheaper  [than  Instinet] — so  they  will 
come  under  increasing  pressure." 

Smaller  ecns  also  see  gold  in  institu- 
tional trading.  TradeBook,  an  ECN  owned 
by  Bloomberg  with  one-fifth  Instinet's 
volume,  is  trying  to  appeal  to  big  traders 
by  offering  them  more  ways  and  places 
to  trade.  TradeBook  recently  linked  with 
itg  Posit,  an  11-year-old  network  estab- 
lished by  Investment  Technology  Group 
that  lets  pension  traders  match  orders 
anonymously  at  the  midpoint  between 
the  market's  bid  and  ask  prices.  Both 
buyer  and  seller  come  out  ahead,  com- 
pared with  routing  the  order  through  a 
dealer  who  would  collect  the  spread  be- 
tween bid  and  ask. 

Atkin  insists  he'll  protect  Instinet's 
core  institutional  business.  And  he  has 
overhauled  its  technological  foundations. 
The  latest  upgrade  is  a  new  block-trad- 
ing facility,  slated  to  roll  out  as  soon  as 
brokers  get  past  the  Y2K  transition.  But 
competition  from  other  ecns  isn't  a 
threat,  he  says,  because  new  market  sys- 
tems are  going  to  make  ecns,  including 
some  of  Instinet's  business,  obsolete. 
HUMAN  TOUCH.  Why?  Because  he  thinks 
the  U.  S.  will  be  forced  to  adopt  some- 
thing like  the  for-profit  electronic  bours- 
es that  are  taking  over  in  Europe.  They 
would  be  owned  by  a  mix  of  brokers 
and  institutions  to  encourage  as  many 
parties  as  possible  to  funnel  their  orders 
into  one  place.  The  TradePoint  consor- 
tium— including  such  disparate  players 
as  American  Century,  Goldman,  online 
broker  E*Trade  Group,  and  Archipelago, 
an  ECN — is  trying  to  replicate  that  struc- 
ture. In  E-markets,  orders  would  be 
matched  by  computers  more  quickly  and 
cheaply  than  human  market  makers. 

Both  nyse  and  nasdaq  say  they're 
moving  rapidly  to  adopt  new  technology. 
But  neither  wants  to  go  all  the  way  to 
electronic  trading.  The  traditional  mar- 
kets insist  that  investors  benefit  from 
the  human  touch  in  their  systems,  as 
specialists  and  market  makers  risk  their 
own  capital  to  soften  price  swings.  And 
neither  is  likely  to  shift  from  its  current 
membership  structure,  which  protects 
brokers'  central  role  as  intermediaries. 

If  the  big  exchanges  don't  change, 
Atkin  says  TradePoint  will  bring  its  for- 
profit  challenge  to  the  U.  S.  "I'm  happy 
to  contribute  our  liquidity  to  anyone 
who's  working  toward  a  more  efficient, 
cheaper  market,"  he  says.  But  that  clout 
depends  on  Instinet's  agility  in  maintain- 
ing a  major  role  in  the  traditional  mar- 
kets— even  as  Atkin  tries  to  unseat  them. 

By  Mike  McNamee  in  Washington, 
with  Stanley  Reed  in  London  and  De- 
bra  Sparks  in  New  York 
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EXECUTIVE  SUITE 


THE  LEADERSHIP  QUESTION 
AT  LAZARD  FRERES 

As  David-Weill  tries  to  merge  three  units,  his  heir  is  not  apparent 


Lazard  Freres  &  Co., 
which  dates  back  to 
1848,  is  one  of  the 
most  distinguished 
names  in  investment  bank- 
ing. Small  compared  with 
such  behemoths  as  Goldman, 
Sachs  &  Co.  and  Morgan 
Stanley  Dean  Witter,  Lazard 
still  gives  off  a  certain  mys- 
tique and  has  been  home  to 
such  legendary  bankers  as 
Felix  Rohatyn,  now  U.  S. 
Ambassador  to  France. 

But  these  days,  there  are 
signs  of  trouble  at  the  firm. 
The  reason,  insiders  say,  is 
Michel  David-Weill,  66,  the 
enigmatic  Frenchman  who 
tightly  controls  Lazard.  Once 
again,  David-Weill  has  lost  a 
chosen  successor,  Steven 
Rattner,  whom  he  appointed 
deputy  chief  executive  just 
two  years  ago.  Rattner  is 
moving  over  to  a  vaguely 
defined  deputy  chairman's  job,  effective 
Sept.  1.  Replacing  Rattner  is  veteran 
Lazard  banker  William  R.  Loomis  Jr.  An 
earlier  contender  was  Edouard  M.  Stem, 
David-Weill's  son-in-law,  who  left  amid 
reports  of  friction  with  David-Weill  in 
1997. 

losing  GROUND?  Succession  isn't  the  only 
unsettling  issue  at  Lazard.  The  firm  is 
embarking  on  an  ambitious  effort  to  re- 
main competitive.  On  June  7,  David-Weill 
announced  that  he  would  merge  Lazard's 
New  York,  Paris,  and  London  houses  af- 
ter a  century  as  distinct  financial  and 
cultural  entities.  The  three  have  sepa- 
rate ownership  structures  with  widely 
varying  profitability.  Both  insiders  and 
competitors  say  the  step  was  long  over- 
due. The  question  is  whether  the  move  is 
too  little,  too  late. 

Indeed,  Lazard  is  widely  seen  as 
falling  decisively  behind  such  bulge-brack- 
et firms  as  Goldman  Sachs  and  Morgan 
Stanley  Dean  Witter.  In  1998,  the  Lazard 
houses,  as  a  group,  fell  to  12th  in  global 
mergers  and  acquisitions  from  fourth 


The  Three  Lazards: 
A  Financial  Snapshot 


EARNINGS  (1998) 


MILLIONS 


LAZARD  FRERES  &  CO.  (NEW  YORK)  $300 
LAZARD  BROTHERS  (LONDON)  $112 
LAZARD  FRERES  &  CIE.  (PARIS)  $100 


TOTAL:  $512 

DATA:  LAZARD,  BUSINESS  WEEK 


ESTIMATED  MARKET  VALUE 

$3  BILLION 

PEARSON'S  SHARE:  $650  MILLION 

DATA:  BUSINESS  WEEK 

GLOBAL  M&A  RANKING 
1997  4 


1998 
1999* 


12 

....... 


'Through  June  7,  1999 

DATA.  THOMSON  FINANCIAL  SECURITIES  DATA 


place  in  1997,  acco: 
Securities  Data  Co. 
With  the  enormous 
of  deals  this  year,  L; 
recovered  to  sixth 
rankings.  But  its 
total  is  still  well  be 
man's  leading  $505 
through  June  7. 

People  at  Laza 
been  counting  on  R, 
deal  with  these  p: 
Two  years  ago,  Da 
promoted  Rattner, 
New  York  Times 
turned  media  dea 
deputy  chief  execu 
said  Rattner  was 
succeed  him.  But 
though  Rattner  will 
the  firm  as  deputy  cl 
he  won't  be  seeking 
job.  He  says  he  wa 
tant  to  take  on  the 
ment  responsibility 
transition  to  a  unif 
will  entail  over  three  to  five  ye 
much  prefers  to  be  a  senior  deal 
la  Rohatyn,  with  more  time  for 
ly  and  political  interests.  Says 
"The  firm  has  made  a  lot  of  pre 
the  last  two  years,  and  it's  time  f 
get  control  of  my  life  back." 

An  insider  says  Rattneris  fir" 
with  David-Weill  was  also  a  fad 
ther,  a  partner  says  Rattner  thoi 
needed  reforms  would  be  difficul 
as  David-Weill  remained  all-pow 
Rattner  was  a  very  public  fi 
Lazard — both  socially  and  politi 
raised  money  for  Charles  Schun 
cessful  Senate  rim  and  is  said 
terested  in  a  top  Washington  p 
Gore  is  elected  in  2000. 

Rattner  also  gets  credit  for  n 
ing  and  opening  up  the  Byzanti 
ture  of  Lazard,  which  is  often  p 
as  a  nest  of  intrigue  and  myster 
ing  around  David-Weill.  Rattner  < 
suaded  David-Weill  to  cut  his  N~ 
take  from  15%  of  the  profit  pool  t 
$30-to-$35  million.  "He  [Rattr 
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nock  knock. 
Who's  there? 

ay  the  name  of  your  company). 


(Pause 


.Who? 


ped  the  merchandising 
lat  launched  five  new 
\/lacs  in  1 4  countries 
usly.  Yum. 

1s  Illustrated  Interactive 

e  development  of 
line  advertising  and  direct 
campaigns,  we're  helping 
ts  Illustrated  Interactive 
nnsi.com  as  the  leading 
1s  destination. 

iach 

ting  a  new  brand  identity 
>r  this  world-reknown  golf 
destination.  Formal  launch 
1  January  2000— the  year 
ach  will  host  the  1 00th 


r  latest  white  paper: 

to  Survive  and 
e  Digital  Economy 

worldwide 
5 100  clients 
sat: 

241  ext.  1 31 

964  (International] 

Hibcks.com 


In  business  today,  it's  nice  to  be  known.  Recognized. 
Remembered.  But  it's  getting  harder.  The  playing  field 
keeps  getting  more  crowded.  The  media  is  more 
fragmented,  with  more  options  to  choose  from.  At 
USWeb/CKS,  we  create  successful  branding  and 
marketing  campaigns  online  and  off.  We  create,  build 
and  implement  solutions  that  combine  strategy,  network 
systems  development,  Internet  technology  and  more. 
Let  us  show  you  how  we  do  it. 


USWeb  CKS 

Transforming  business  in 
the  digital  economy. 


Finance 


viewed  as  someone  who  could  stand  up  to 
Michel,"  says  an  ex-Lazard  banker. 

David-Weill  shows  no  sign  that  he  is 
ready  to  retire.  In  an  interview,  he  said 
that  he  was  "uniquely  suited"  to  oversee 
the  merger  and  expected  "to  be  veiy 
busy  in  the  coming  years  with  this  com- 
bination." Merging  the  three  houses  will 
help  claiify  the  succession  issue,  he  says. 
Once  the  Anns  are  joined  together,  "peo- 
ple will  veiy  naturally  appear  as  [candi- 
dates] for  the  next  chairman,"  he  says. 

Perhaps.  But  engineeimg  the  merger 
won't  come  so  easily.  For  one  thing,  the 
three  houses  are  far  from  equal  finan- 
cially. Lazard  does  not  disclose  its  precise 
earnings,  but  partners  say  that  profits 
at  the  New  York  branch  were  up  40%  in 
1998,  to  a  record  $300  million.  London 
pulled  in  about  $100  million  and  Pans 
slightly  less  than  $100  million  (table). 
WAGE  GAP.  European  partners  worry 
that  they  will  be  ovei'whelmed  by  their 
New  York  counterparts.  At  the  same 
time,  the  Americans,  whose  compensa- 
tion is  higher  than  the  European  part- 
ners', fret  that  their  pay — among  the 
loftiest  on  Wall  Street — will  be  cut  to 
boost  the  European  pay  packages. 
Lazard  is  in  danger  of  losing  key  people 
in  Europe  because  partners'  pay  is  sub- 
market,  says  one  New  York  partner. 

Lazard's  Byzantine  ownership  struc- 
ture will  also  be  an  obstacle.  Pearson 
flc,  the  British  media  company  that 
owns  50%  of  the  London  house  and 
about  12%  of  the  overall  firm,  could 
block  the  merger.  Pearson  could  insist 
on  a  level  of  control  that  David-Weill 
might  consider  unacceptable  and  de- 
mand a  high  price — $650  million  is  men- 
tioned— for  its  stake. 

But  Lazard  is  not  without  strengths. 
Its  partners  have  strong  relationships 
with  many  chief  executives.  David-Weill 
and  other  partners  insist  that  the  film's 
private  stature  is  key  to  its  success. 
Having  to  please  stockholders,  he  in- 
sists, is  distracting.  "You  tend  to  serve 
two  masters,  your  owners  and  your 
clients,"  he  says. 

That  makes  an  initial  public  offering, 
which  insiders  estimate  could  raise  $3 
billion,  unlikely.  But  David-Weill  would 
be  advised  to  groom  a  strong  successor. 
Otherwise,  his  beloved  fum  could  be  up 
for  grabs  when  he  leaves  the  scene. 

By  Sid uli'i)  Reed  in  London,  with  De- 
lii-n  S/xirks  and  Leah  Nathans  Spim  in 
New  York 


mm 


For  a  Q&A  with  Michel  David-Weill,  see  the 
June  21  issue  at  Business  Week  Online 
(www.businessweek.com). 


COMMENTARY 


By  Gary  Weiss 


IS  THIS  ANY  WAY  TO  FIGHT  FRAUD' 


On  June  2,  the  Securities  & 
Exchange  Commission  took 
what  appeared  to  be  a  major 
step  in  the  fight  against  securities 
fraud.  Ratifying  a  proposal  by  the 
New  York  Stock  Exchange  and  the 
National  Assn.  of  Securities  Dealers, 
the  sec  imposed  a  set  of  new  rules  on 
the  large  Wall  Street  firms  that 
process  trades  for  smaller,  sometimes 
disreputable  brokerage  firms — the 
"introducing  brokers."  The  sec 
declared  that  the  new  rules,  "by 
assisting  [regulators]  to  better  moni- 
tor the  activities  of  introduc- 
ing brokers,  should  help  to 
prevent  fraudulent  and 
manipulative  acts 
and  practices." 

But  it's  plain 
that  the  sec  has 
done  nothing  of 
the  sort.  By  giv- 
ing the  appear- 
ance of  action, 
while  merely 
ratifying  the  sta- 
tus quo  cher- 
ished by  Wall 
Street,  the  new 
rules  are  arguably 
worse  than  noth- 
ing at  all. 


Why  this  exercise  in  regulatory 
wheel-spinning?  The  sec,  you  see,  is 
tackling  an  issue  that  affects  some  of 
the  most  poweiful  firms  on  Wall 
Street — notably  Bear,  Stearns  &  Co., 
which  is  being  investigated  by  feder- 
al and  state  regulators  for  its  role  as 
the  clearing  agent  for  such  notorious 
microcap  firms  as  the  now-defunct 
A.  R.  Baron  &  Co.  Ex-customers  as- 
sert in  lawsuits  that  Bear  stood  idly 
by  while  they  were  ripped  off.  Bear 
has  vigorously  denied  wrongdoing, 
and  the  securities  industry  argues 
that  the  clearing  firms  should  not  be 
expected  to  police  small  firms.  Still, 
regulators  sought  to  enlist  clearing 
films  in  their  fight  against  stock 


fraud.  They  came  up  with  rules 

ering  three  areas: 

■  COMPLAINTS.  From  now  on,  cl< 

ing  films  must  pass  on  to  the  int: 

ducing  firms  and  regulators  any  < 

plaints  that  come  in  from  custom 

of  introducing  brokers.  However, 

tomers  who  complain  to  clearing 

often  complain  simultaneously  to 

ulators,  making  this  requirement 

little  practical  value. 

a  "EXCEPTION  REPORTS."  These 

reports  made  by  the  dealing  fin 

the  request  of  the  introducing  br 

kers,  which  detail  uni 

trading  activit 

that  is  often 

sign  of  frau 

They  "play 

important  r 

assisting  firm 

supervising  th< 

business,"  obs< 

Lairy  E.  Bergr 

the  sec's  associat* 

rector  of  market  regulatio 

But  guess  what?  The  sm 

|\    fiims  already  get  these  n 

!?a    ports.  The  new  rule  is  a 

housekeeping  requiremenl 

such  as  giving  small  firms  z\ 

of  the  kinds  of  reports  that 

can  obtain.  Big  deal. 

i  CHECKS.  Last,  and  even  le; 

rule  decreeing  that  introduci 

films  must  have  procedures  go 

issuance  of  checks  to  custoni 

the  account  of  the  clearing  bj 

This  is  yet  another  minor  house' 

ing  requirement  that  does  nothiffl 

curtail  microcap  fraud. 

sec  officials  are  considering  fi| 

steps  aimed  at  dealing  films.  G 

The  agency  should  go  back  to  tlji 

drawing  board  and  really  try  tote 

investors.  For  example,  crumimfii 

often  use  the  prestigious  names  f 

then1  clearing  films  to  attract  cihj 

tomers.  The  sec  could  simply  vfa 

a  notice  on  every  statement  an<  i 

confirmation — making  it  clear  tlj& 

big  fiim  is  merely  perfoiming  cri 

and  administrative  tasks.  That's, 

what's  needed — meaningful  regiat 

Not  window  dressing. 
 _j4 

Senior  Writer  Weiss  has  ivriim 
extensively  about  microcap  fraM 
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When  you  buy  a  Dell  OptiPlex*  Desktop,  you're 
buying  power  and  quality.  So  why  settle  for 
anything  less  when  it  comes  to  your  monitor?  Your 
decision  to  buy  Dell  will  be  brighter  and  better 
when  you  include  a  ViewSonic  monitor.  By 
specifying  ViewSonic,  you'll  ensure  that  your 
Visual  Computing™  experience  is  excellent. 

The  new  VP150,  15"  viewable  LCD  ViewPanel'  is  a 
case  in  point.  It  features  a  140°  viewing  angle,  a 
spectacular  true  resolution  of  1,024  x  768,  a  rock 
solid  image  and  amazing  screen  performance.  Put 
the  ViewSonic  VP150  on  top  of  your  priority  list 
and  enjoy  the  best  in  Display  Technology'" 
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www.  ViewSonic.com/busweek 


Specifications  subject  to  change  without  notice.  •  Copynght  ©  1999,  ViewSonic  Corporation  •  All  rights  reserved.  •  Corporate 
arks  are  property  of  their  respective  companies.  •  Dell  and  OptiPlex  are  registered  trademarks  of  Dell  Computer  Corporation 
IB  Quarterly  Monitrak  report  04  '98  and  Display  Search  Quarterly  Supply  vs.  Demand  study:  LCD  Monitors  01  '99. 


on  top 

www.ViewSonic.com 


Finance 


COMPANIES 


EGG  ALL  OVER 
NORTH  FACE 

If  a  buyout  fails,  investors 
may  try  to  oust  the  board 

His  nickname  used  to  be  "Lucky 
Jim."  That  was  last  year,  when,  as 
ceo  of  emi  Music,  James  G.  Fifield 
was  one  of  the  highest  paid  European- 
company  execs.  These  days  he's  run- 
ning outdoor  gearmaker  North  Face 
Inc.,  and  his  luck  is  bad.  The  $14  million 
he  put  into  North  Face  a  year  ago  is 
now  worth  $6  million. 

Not  that  bad  luck  is  all  that  undid 
Fifield,  who  became  ceo  of  North  Face 
in  May,  1998,  after  two  years  on  its 
board.  Since  then  the  company  has  been 
wracked  with  accounting  irregularities, 
shareholder  dissent,  and  an  unseason- 
ably warm  winter.  And  with  North 
Face's  stock  wallowing  at  $9  a  share — 
down  from  $26  a  year  ago — the  company 
has  become  a  magnet  for  shareholder 
lawsuits,  five  of  them  since  February. 
ALARM.  North  Face's  fate  is  in  limbo — 
and  could  remain  so  until  the  end  of 
July.  That's  the  deadline  for  Leonard 
Green  &  Partners,  a  leveraged-buyout 
firm,  to  decide  whether  to  go  ahead 
with  its  plans  to  take  the  company  pri- 
vate with  Fifield  at  the  helm.  The  deal, 
for  $17  a  share,  was  announced  on  Feb. 
27 — just  days  before  the  company's  au- 
ditors sounded  the  alarm  that  some- 
thing was  amiss  with  the  1997  and  1998 
financial  statements.  If  Green  passes, 
North  Face  may  owe  it  as  much  as 
$12.5  million  in  breakup  fees.  That  could 
spur  shareholders  to  take  action.  "If  the 
buyout  fails,  we  should  oust  the  board," 
says  one  large  shareb 

Fifield's  fate  is 
cloudier.  It's  uncer- 
tain whether  he 
could  stay  on  if 
Green  walks.  Fifield 
declined  to  be  inter- 
viewed. "I  don't 
know  whether  he  is 
part  of  the  problem 
or  part  of  the  solu- 
tion," says  Kevin  G. 
Curran,  a  private 
investor.  Fifield  had 
no  operating  re- 
sponsibilities at 
North  Face  until 
mid- 1998. 


Ider. 


30- 


SLIPPERY  SLOPE 


DATA;  BLOOMBERG  FINANCIAL  MARKETS 


Oddly  enough,  the 
financial  woes  have 
come  even  though 
North  Face  products  are 
hot.  The  company's  Mountain 
Light  and  Denali  jackets  and  its  yellow 
Expedition  tents  are  big  sellers  with 
serious  outdoors  enthusiasts — and  with 
millions  who  just  like  the  looks.  That 
includes  hip,  urban  teens.  Moreover,  the 
total  market  for  outdoor  apparel  is  ex- 
panding at  a  robust  7%  a  year.  North 
Face  has  "a  great  franchise,"  says  Lee 
F.  Backus,  an  analyst  at  the  Bucking- 
ham Research  Group,  Inc.  "It  is  a 
shame  they  screwed  up  like  this." 

For  some  time,  North  Face  investors 
have  taken  it  on  the  chin.  From  Apr.  19 
to  May  10,  trading  in  the  shares  had 
been  suspended  by  nasdacj,  pending  the 
release  of  the  1998  audited  results.  Then 
the  company  announced  that  it  had 
overstated  1998  sales  by  $16  million,  or 
6%,  and  earnings  by  $6  million,  or  42%. 
Restated  sales  are  $247  million,  and 
profits,  $8  million.  The  company  also 
said  that  1997  sales  had  been  overstated 
by  $5  million  and  earnings  by  $3  million. 
One  major  cause  for  the  earnings  re- 
visions was  that 
management  chose 
to  buy  back  a  $9 
million  shipment  to 
an  unnamed  Asian 
distributor.  "The 
market  for  the 
goods  had  suddenly 
dried  up,"  says 
Todd  Katz,  head  of 
sales  at  North  Face. 
Katz  said  the  com- 
pany bought  back 
the  goods  rather 
than  see  them 
dumped  in  U.  S.  dis- 
count channels.  Last 


S,sm 


year,  sporting  goods  re- 
tailers complained  loudly 
when  North  Face  prod- 
ucts showed  up  in  ware- 
house stores. 

To  many  shareholders,  the 
company's  explanation  is  in- 
adequate. "Markets  just  don't 
dry  up  overnight,"  says  Thomas 
ward,  who  has  invested  $5  milli 
most  infuriates  Aylward  and 
the  behavior  of  William  N.  Simo 
Face's  former  ceo  and  curre 
chairman,  and  Marsden  S.  C; 
current  chairman.  The  two  men 
their  holdings  in  1997  and 
prices  above  $20  a  share. 
ANGRY.  Fifield's  leadership 
scrutiny  as  well.  Within  month 
ing  over,  he  moved  headquarti 
the  Bay  Area  to  a  site  near  hi  " ' 
(Colo.)  home.  That  cost  $5  mi 
and  the  board  also  took  mea 
thwart  an  unfriendly  takeover. 

Fifield's  plan  to  take  the  com 
vate  angered  some  sharehold 
mainly  because  the  price  seem' 
and  he  did  not  hire  an  inv 
banker  to  shop  the  company. 
May,  shareholders  learned  that 
pany  had  repriced  its  stock  opt 
eluding  those  held  by  Fifield,  Si 
Cason— from  $21  down  to  $9.  Tl 
ing  was  done  in  September,  aft 
and  Green  had  started  talks, 
buyout  gone  ahead  at  $17,  the 
would  have  given  Fifield  a  3 
gain.  None  of  the  tliree  return^! 

If  Green  decides  to  go  ah 
the  buyout,  it  will  surely  be  bel 
share.  Jonathan  D.  Sokoloff,  a  p 
Green,  says  he's  still  evaluating 
Ironically,  many  shareholders 
buyout — which,  for  now,  putsj 
the  same  camp  as  Fifield. 
By  Kathleen  Morris  in  Lo( 
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COMMENTARY 

By  Michael  Mandel 


QUESTIONS  THE  CANDIDATES  AREN'T  GETTING  ASKED 


catchphrase  that  helped  Bill 
linton  win  the  White  House  in 
•92  was,  "It's  the  economy,  stu- 
\s  the  2000  campaign  comes  to 
le  slogan  seems  to  be,  "Don't 
he  boat."  Call  it  the  politics  of 
erity:  With  things  going  so 
!Conomic  policy  becomes 
t  irrelevant.  As  both  Democ- 
nd  Republicans  have  diseov- 
well-fed  voters  don't  have 
interest  in  sweeping  economic 
sals,  such  as  big  tax  cuts 
)cial  Security  reform. 

the  New  Econo 
s  not  re- 

the 

ss  cycle. 
8  prosper- 
nextricably 
by  the  ex- 
;  20%  annual 
i  of  the 
;ch  sector, 
cannot  be 
led  indefi- 
Sometime 
near  future, 
momy  will 
nd  perhaps 
i  recession. 
3ck  market 
cline,  per- 
narply.  And 
employ- 
ee, now  at 
;ar  low  of 
vill  rise 
Indeed,  if 
is  any 

the  next  downturn 
>e  unexpectedly  se- 


IN  CASE  OF 
RECESSION 


PULL  HOOK 
DOWN  ONCE 


Still,  the  most  important  economic 
decision  that  the  new  President  will 
face  may  well  be  what  to  do  when 
the  next  slowdown  comes.  Here  are 
some  questions  that  the  Presidential 
candidates  should  address  over  the 
next  year: 

If  the  economy  slows  and  the  budget 
surpluses  shrink  or  even  turn  into 
deficits,  will  you  cut  spending  to  bal- 
ance the  budget? 

All  of  the  leading  candidates 
boast  of  their  fiscal  disci- 
pline. But  if  and  when 
the  economy  slows 
and  revenue 
growth  falls  off, 
the  budget 
deficit  may  reap- 
pear. If  this  hap- 
pens, what  will  the 
next  Administra- 
tion do?  No  one 
likes  red  ink,  but 
cutting  spending  to 
balance  the  budget 
could  make  the  re- 
cession worse.  It 
would  be  helpful  to 
know  which  way 
the  candidates  are 
leaning. 


i 


tying  about  rain 
he  sun  is  shining  is 
jleasant,  so  it  is 
a  surprise  that  the 
lity  of  a  downturn 
I  far  not  been  part  of 
itical  debate.  Cer- 
y  Gore,  running  on 
,  nton  legacy,  would 
I  not  mention  any- 
|  egative.  And  with 
j  ers  feeling  good,  the 
I  andidates  have  little 
!  /e  to  make  recession 
e. 


If  you  have  to  find 
a  replacement  for 
Alan  Greenspan, 
will  you  look 
for  an  inflation 

Should  the 
next  Fed 
chairman,  who 
will  likely  be 
appointed  by  the 
new  President, 
be  an  inflation 
hawk  or  a  growth 
advocate? 


hawk  or  a  growth  advocate? 

The  most  important  recession-fighter 
in  the  U.  S.  government  is  the  chair- 
man of  the  Federal  Reserve.  That's 
especially  true  in  a  financial  crisis, 
since  the  Fed  must  move  quickly  and 
decisively  to  pump  money  into  the 
system,  even  if  it  adds  to  inflation  in 
the  short  run.  Greenspan  has  shown 
himself  to  be  a  master  of  this  sort  of 
quick  reaction,  but  his  term  as  Fed 
chairman  ends  on  June  20,  2000.  As- 
sociates say  he  might  stay  for  anoth- 
er term.  But  if  he  declines,  the 
choice  of  a  new  Fed  chairman  will 
likely  be  delayed  until  the  next  Pres- 
ident takes  over — and  it  will  matter 
greatly  who  is  chosen. 

Facing  a  slowdown,  an  inflation- 
fighting  Fed  chairman  will  be  more 
reluctant  to  stimulate  growth  with 
rate  cuts,  especially  if  prices  already 
have  started  to  rise.  That  would 
raise  the  risk  of  a  deeper  recession. 
By  contrast,  a  growth-minded  chair- 
man is  likely  to  be  more  concerned 
about  the  fragility  of  the  financial 
system.  The  candidates  should  be 
asked  what  philosophy  they  would 
expect  from  a  Fed  chairman. 

Is  there  anything  you  would  do  to 
better  prepare  the  economy  for  a 
slowdown? 

Despite  the  current  prosperity, 
there  are  some  new  proposals  float- 
ing around  for  managing  the  busi- 
ness cycle.  For  example,  Paul  M. 
Romer  of  Stanford  University  has 
suggested  the  idea  of  a  contingent 
cut  in  the  income  or  payroll  tax, 
which  would  kick  in  when  the  unem- 
ployment rate  jumps  up.  This  would 
avoid  the  politically  charged  process 
of  approving  a  tax  cut  in  the  middle 
of  a  recession.  Such  ideas  need  to  be 
part  of  the  campaign  discussion. 

With  the  expansion  seemingly 
rolling  on  month  after  month,  it  will 
be  tempting  for  the  Presidential  can- 
didates to  downplay  the  possibility  of 
an  economic  decline.  But  the  next 
downturn  may  turn  out  to  be  the 
biggest  political  issue  of  the  early 
21st  century. 

Economics  Editor  Mandel  follows 
economic  policy  from  New  York. 


Some  employees  work  harder, 
longer  and  sKow  more  loyalty. 

So,  how  exactly  are  they  disabled? 

There  is  a  pool  of  talent  that  is  grossly  underutilized.  An  untapped  source  of  natural  problem 
solvers  with  a  burning  desire  to  use  their  abilities.  That's  why  the  National  Organization  on 
Disability  founded  its  CEO  Council.  To  give  America's  leading  CEOs  a  platform  to  encourage 
fellow  business  leaders  to  harness  the  potential  of  these  remarkable  individuals. 

The  CEO  Council  helps  fund  the  programs  of  N.O.D.  Whether  we  are  developing  local  voluntary 
disability  projects  or  providing  first-time  work  internships  for  teenagers  with  disabilities, 
our  goal  since  1982  has  been  the  full  and  equal  participation  of  people  with  disabilities  in 
all  aspects  of  life. 

THESE  MEMBERS  OF  THE  CEO  COUNCIL  SUBSCRIBE  TO  THE  IDEA  THAT 

IT'S  ABILITY,  NOT  DISABILITY,  THAT  COUNTS. 
N.O.D.  AND  BUSINESSWEEK  SALUTE  THEM  AND  INVITE  YOU  TO  JOIN, 


MILLENNIUM  CIRCLE 

The  J.  C.  Penney  Company,  Inc.,  James  E.  Oesterreicher 
Merrill  Lynch  &  Company,  Inc.,  David  H.  Komansky 

TRUSTEES'  CIRCLE 

The  McGraw-Hill  Companies,  Harold  McGraw  III 
Provident  Companies,  Inc.,  J.  Harold  Chandler 
United  Parcel  Service,  James  P.  Kelly 

CHAIRMAN'S  CIRCLE 

American  Express  Company,  Harvey  Golub 

BusinessWeek,  David  G.  Ferm 

CIGNA  Group  Insurance,  John  K.  Leonard 

Fannie  Mae,  James  A.  Johnson 

Gannett  Broadcasting,  Cecil  L.  Walker 

Microsoft  Corporation,  William  H.  Gates  III 

Reicher  Capital  Management,  Jeffrey  P.  Reich 

The  Riggs  National  Bank  of  Washington,  DC,  Joe  L.  Albritton 

UNUM  Corporation,  James  F.  Orr  III 

VICE  CHAIRMAN'S  CIRCLE 

Alcoa,  Paul  O'Neil 

Chrysler  Corporation,  R.J.  Eaton 

Citibank,  John  S.  Reed 

Compaq  Computer  Corporation,  Eckhard  Pfeiffer 
Eastman  Kodak  Company,  George  M.C.  Fisher 
Fortis  Benefits  Insurance  Company,  Robert  B.  Pollock 
H.J.  Heinz  Company,  Anthony  J.F.  O'Reilly 
Mobil  Corporation,  Lucio  A.  Noto 
New  York  Stock  Exchange,  Richard  A.  Grasso 
Pfizer,  William  C.  Steere,  Jr. 
Philip  Morris,  Geoffrey  C.  Bible 

Potomac  Electric  Power  Company,  John  M.  Derrick,  Jr. 
T.  Rowe  Price,  George  A.  Roche 
USF&G,  Norman  P.  Blake,  Jr. 

PRESIDENT'S  CIRCLE 

Allstate,  Jerry  D.  Choate 
Ameritech,  Richard  C.  Notebaert 
CBS,  Inc.,  Michael  H.  Jordan 
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AMP  Incorporated,  Robert  Ripp 
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Deloitte  &  Touche  LLP,  J.  Michael  Cook 

The  Dexter  Corporation,  Inc.,  K.  Grahame  Walker 

Dominion  Resources,  Inc.,  Thomas  E.  Capps 

DSC  Communications  Corporation,  James  L.  Donald 
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John  Hancock  Financial  Services,  Stephen  L.  Brown 
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Reebok  International  Ltd.,  Paul  Fireman 
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Rockwell,  Don  H.  Davis 

Safeway  Inc.,  Steven  A.  Burd 

SERD/BTS,  Mercedese  M.  Miller 

Shaklee,  Charles  Orr 
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VF  Corporation,  Mackey  J.  McDonald 
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910  Sixteenth   Street,   NW,  Washington,   D.C.  20006 
202.293.5960  TDD:  202.293.5968  e-mail:  eeocouncil@nod.org 


FOR  THE  BEST 
DIGITAL  DOCUMENT 
HANDLING  SOLUTION: 
HERE  ARE  TWO 
NUMBERS  TO  CALL. 


(Think  of  it  this  way,  we  saved  you  a  call.) 


At  Savin  we  believe  we  offer  some  of  the  best  document  handling  solutions  around. 

After  all,  like  you-know-who,  we  too  have  the  forward-thinking,  award-winning  technology 
essential  to  boosting  productivity  in  today's  digital  offices.  With  fast,  versatile,  connectable  I 
digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple i 
right  from  your  desktop.  And  full-color  imaging  systems  that  turn  electronic  documents  intC 
brilliant  hard  copy. 

But  advanced  digital  technology  is  just  the  beginning.  Because  at  Savin  we're  dedicating 

ourselves  to  becoming  the  fastest,  most  responsive,  most  easy  to  work  with 
_  a -i^-     name  in  the  business.  With  smart,  energetic  Savin  professionals  willing  to  do 
whatever  it  takes  to  give  you  the  satisfaction  and  service  you  deserve. 


m 


To  find  out  more  about  the  company  with 
the  technology  and  attitude  that  will  win 
you  over,  call  us  at  1-800-234-1900  or  contact 
us  online  at  www.savin.com.  And  that  other 
number?  Sorry,  you'll  have  to  look  it  up. 


sai/jn 

WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER[ 

SAVIN  CORPORATION.  333  LUDLOW  ST.,  STAMFORD.  CT  06904  1 
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Xerox®  is  a  trademark  of  XERO>pR? 


Baffling  Advances 

Here's  help  in  sorting  out  new  treatments for  breast  cancer 


BY  CATHERINE  ARNST 

When  faced  with  a  life-threatening  illness, 
it's  easy  to  see  your  doctor  as  omnipo- 
tent, the  one  person  who  knows  the 
best  treatment  and  how  to  get  it.  Un- 
fortunately, though,  no  such  surety  is 
available  when  it 
comes  to  breast  cancer. 
Recently  reported  results  of  sev- 
eral clinical  trials  have  clouded 


Health 


the  picture  of  an  already  conflicting  set  of  treat- 
ment options.  Some  of  the  studies  cast  doubt  on 
the  increasingly  popular  use  of  megadoses  of 
chemotherapy  accompanied  by  a  bone-marrow 
transplant.  Other  tests  suggest  that  women  at 
high  risk  of  contracting  breast  cancer  can  take  a 
daily  pill  that  may  prevent  the  disease — but  that 
could  increase  the  risk  of  other  ailments. 

If  that's  not  baffling  enough,  patients  now 
have  access  to  dozens  of  different  drugs  and 
drag  combinations  for  chemotherapy.  All  of  this 


leaves  doctors  with  only  one  certain  piece  of  ad- 
vice for  the  180,000  U.  S.  women  who  will  be  di- 
agnosed with  breast  cancer  this  year:  "A  pa- 
tient must  educate  herself  as  much  as  possible  as 
to  her  treatment  options,"  warns  Dr.  William 
Peters,  director  of  the  Barbara  Ann  Karamonos 
Cancer  Institute  in  Detroit. 

In  a  way,  the  uncertainty  is  a 
sign  of  considerable  progress 
against  a  disease  that  strikes 
one  out  of  nine  U.  S.  women.  Some  20  years 
ago,  the  main  treatment  for  breast  cancer  was  a 
radical  mastectomy — a  painful,  disfiguring  pro- 
cedure that  removes  the  breast,  chest  muscles, 
and  all  the  lymph  nodes.  But  the  rise  of  power- 
ful patient-advocacy  groups  and  a  better  under- 
standing of  the  disease  have  drawn  vast  re- 
sources to  breast-cancer  research.  Today,  patients 
can  choose  between  a  modified  mastectomy — 
removal  of  the  diseased  breast  and  surrounding 
lymph  nodes — or  a  lumpectomy,  where  just  the 
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Breast  Cancer  Resources 


COMPANY 


PHONE  NUMBER 


WEB  ADDRESS 


NATIONAL  ALLIANCE  OF  BREAST 

888  80-NABCO 

www.nabco.org 

CANCER  ORGANIZATIONS 

NATIONAL  CANCER  INSTITUTE 

800  4-CANCER 

cancertrials.nci.nih.gov 

SUSAN  G.  KOMEN  BREAST 

800  IM-AWARE 

www.komen.org 

CANCER  FOUNDATION 

tumor  and  some  lymph  nodes  are  excised. 

After  surgery,  however,  choices  become  more 
difficult.  Doctors  can  follow  up  with  radiation, 
chemotherapy,  or  both  to  kill  remaining  cancer 
cells.  In  the  past  decade,  some  12,000  women 
have  also  undergone  an  experimental  treatment 
calling  for  extremely  high  doses  of  chemotherapy 
that  poison  the  entire  body  in  an  effort  to  kill  off 
any  malignant  cells.  This  scorched-earth  treat- 
ment also  destroys  bone  marrow,  so  patients 
must  undergo  a  risky  bone-mairow  transplant. 
Their  own  bone  marrow  is  removed,  frozen,  and 
returned  following  the  drug  treatment. 

These  painful  transplants  may  actually  be  un- 
necessaiy.  Out  of  five  clinical  trials  reported  in 
May  by  the  American  Society  of  Clinical  Oncology 
(ASCO),  investigators  in  four  found  no  difference  in 
survival  rates  between  patients  receiving  high- 
dose  chemo  with  bone  marrow  transplants  and 


A  HUGE  CANCER  TEST 
NEEDS  VOLUNTEERS 


V 

*  a? 


In  a  dramatic- 
new  tactic  in  the 
war  against  can- 
cer, U.  S.  and  Cana- 
dian researchers  are 
recruiting  22,000  women 
for  a  seven-year  clinical 
trial  to  see  if  drugs  can  prevent 
breast  cancer.  Called  the  Study  of 
Tamoxifen  &  Raloxifene  (star)  and 
sponsored  by  the  National  Cancer 
Institutes  (nci),  the  trial  will  try  to 
determine  which  of  these  two  drugs 
that  mimic  estrogen  may  be  the 
mo st  effective  preventive. 

stau  follows  a  13,000-patient, 
five-year  clinical  trial  of  tamoxifen, 
marketed  as  Nolvadex,  that  ended 
last  year.  The  trial  found  that  the 


drag,  used  for  20  years  to  treat 
breast  cancer  after  surgery,  also  cut 
the  risk  by  half  for  high-risk 
women  who  hadn't  gotten  the  dis- 
ease. "Tamoxifen  is  a  medically 
proven  intervention,  but  is  not  per- 
fect," says  Dr.  Leslie  Ford,  the  nci 
researcher  overseeing  the  star  tri- 
al. Raloxifene,  sold  as  Evista,  was 
approved  in  1997  for  treatment  of 
osteoporosis  but  may  also  prevent 
breast  cancer. 

Some  400  medical  centers  are  in- 
volved in  star.  All  need  volunteers. 
Interested  women 
must  be  over  35,  post- 
menopausal, and  have 
a  higher  cancel-  risk 
determined  by  several 
factors.  They  will  get 
one  of  the  two  drugs 
daily  for  five  years, 
plus  regular  exams. 
For  information  call 
the  Cancer  Information 
Service:  800  422-6237.  □ 
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those  getting  standard  doses.  The  fifth] 
done  in  South  Africa,  did  show  signific; 
vival  improvement  for  bone-mairow  traj 
patients.  But  the  patient  sample  was  small 
timing  of  the  treatment  differed  from  th| 
four  trials. 

The  asco  report  does  not  mean  an 
high-dose  chemo,  however.  For  one  thing, 
the  trials  had  different  follow-up  periods, 
from  three  to  seven  years.  True,  "basi 
these  studies,  high-dose  therapy  has 
been  shown  to  be  superior,"  accordini 
Richard  Klausner,  director  of  the  NatioJ 
cer  Institute  (nci),  But  the  operative  I 
there  are  "not  yet."  The  nci  continues  to  I 
high-dose  chemo  trials  on  the  theory  tha] 
follow-ups  and  different  drag  regimes 
duce  better  results. 

LESS  TOXIC.  Meanwhile,  neither  appn 
pears  to  be  worse  or  better  than  the  o' 
Edward  Stadtmauer  of  the  University 
sylvania  says  that  standard-dose  che: 
out  not  to  be  as  ineffectual  as  many  dd 
thought,  and  high-dose  chemo  is  less  to: 
had  been  feared.  Beyond  that,  oncolo: 
agree  over  how  best  to  interpret  the  stj 
The  chemotherapy  debate  may  be  moi 
near  future.  Doctors  are  turning  to  1 
remedies,  such  as  Herceptin,  Genentech's 
traduced  last  year,  that  dramatically  inc: 
survival  rate  for  the  30%  of  breast-c; 
-  tients  whose  tumors  overproduce 
called  Her2.  Herceptin  is  being 
combination    with    other  low] 
chemotherapy  drags,  such  as  taxoj 
moxifen,  against  breast  cancers 
duce  standard  amounts  of  Her2. 
ment  will  establish  a  new  standard 
and  could  make  bone  marrow  t: 
obsolete,  predicts  Dr.  Larry 
breast-cancer  specialist  at  Memo: 
Kettering  Cancer  Center  in  New 
There  are  even  drags  that  ma 
breast  cancer  altogether.  After 
the  studies  done  on  tamoxifen, 
old  estrogen  replacement  used 
breast  cancer  after  surgery,  ASQ 
mended  in  May  that  women  agj 
older  with  a  risk  of  1.7%  or  higl 
cuning  breast  cancer  should  com 
ing  daily  doses.  However,  tamo: 
without  its  own  risks — an  mere; 
dence  of  endometrial  cancer,  stn 
cataracts,  for  example.  And  n< 
be  sure  what  the  long-ten 
tions  are  of  taking  a  drug 
don't  have  the  disease. 

A  large  prevention  trial, 
tamoxifen  with  a  similar  d: 
ifene,  is  just  starting  to  recrui' 
But  it  will  be  years  before  tl 
are  available.  In  the  meantime] 
cancer  patient's  best  course  ii 
about  all  the  latest  resear 
choosing  her  treatment — and 
sure  her  doctor  is  just  as  up 
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INGERSOLL-RAND 

SENIOR  TOUR 

CHAMPIONSHIP 


Out  on  the  fairway,  Ingersoll- 
Rand's  Club  Car"  golf  cars  are 
transporting  golfers  at  country  clubs 
around  the  world. 

Club  Car  is  just  one  of  our  many 
world  brands.  Strategic  acquisitions  of 
such  brands  as  Bobcat',  Thermo  King1  and 
Blaw-Knox"  have  transformed  Ingersoll-Rand 
into  a  highly  diversified  and  growing 
company  offering  an  enormous  variety  of 
products  and  services. 

These  value-adding  acquisitions 
complement  existing  Ingersoll-Rand 
businesses  and  offer  excellent  growth 
prospects  with  consistency  of  earnings. 
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Combined  with  existing  brands — 
such  as  Schlage",  Torrington"  and,  of 
course,  Ingersoll-Rand-'— they  make 
a  powerful  portfolio  of  industrial  and 
commercial  brands  recognized 
as  market  leaders  around  the  world. 

The  result  of  our  aggressive  changes: 
record  earnings  five  years  in  a  row.  And 
the  trend  continues. 

Ingersoll-Rand  is  now  a  fundamentally 
different  company.  Better.  Stronger.  And 
more  dynamic. 

For  more  information,  write 
Ingersoll-Rand,  200  Chestnut  Ridge  Road, 
Woodcliff  Lake,  NJ  07675.  Or  visit  us  at 
www.ingersoll-rand.com.  Our  NYSE 
symbol  is  IR.  See  how  great  it  feels  when 
you  go  for  the  green. 
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Startups 
on  the  Net- 
plus 
bank  stocks 


An  Internet  Heaven 
For  Venture  Capital  Angel; 

New  Web  sites  offer  wealthy  investors  early  access  to  high  A 


rath.  M* 


BY  MIKE  McNAMEE 

King  Oehmig  couldn't 
had  invested  then-  fam- 
ily's assets  shrewdly  in  stocks  and  with  private 
partnerships  that  took  over  ailing  industrial  com- 
panies. But  they  didn't  have  a  window  into  the 
high-tech  world. 

Then  a  friend  in  San  Francisco  told  them 


help  wondering 
whether  he  had  "missed  the  boat  on  all 
this  technological  stuff  in  Silicon  Valley." 
The  Episcopal  priest  in 
Chattanooga,  Tenn., 
and  his  brother,  West, 


Venture  Capital 


about  a  startup  called  OffRoad  Capita  i 
checking  out  OffRoad's  Web  site  in  lat 
King  Oehmig  called  the  venture  capit;  I 
founders  to  discuss  their  plans  to  use  th  I 
net  to  link  companies  j 
vestors.   Now,   the  . 
brothers  are  charter  v 
of  OffRoad's  virtual  in\»t 


community,  preparing  to  see  their  first  1 
an  Internet-based  "off-road  show." 

The  Oehmigs  are  participating  in  the  Ije 
novation  in  online  investing.  Since  the  eaj 
mutual  funds,  pension  funds,  and  insure 
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ill  but  hyperwealthy  individuals  out  of 
ure-capital  action.  But  now,  some  ven- 
italists  have  begun  exploiting  the  In- 
onnective  power  to  give  merely  well-off 
a  chance  to  get  in  on  the  ground  floor, 
(•ms  in  the  Bay  Area,  the  epicenter  of 
capital  action,  are  leading  the  way. 
in  Palo  Alto,  Calif.,  garage.com  uses 
Veb  site  (www.garage.com)  to  match 
'angels" — investors  willing  to  be  the 
first  outsiders  to  buy  into  a 
company — with  high-tech 
and  medical-sciences 
startups.  So  far,  the 
25  companies  that 
six-month-old 
garage.com  has 
offered    to  its 
roster  of  angels 
have  raised  an 
average  of  $2.2 
million  each.  In- 
dividual investors 
kicked  in  at  least 
$50,000  apiece. 
OffRoad  (www.- 
offroadcapital.com)  of 
San  Francisco,  which  plans 
to  post  its  first  list  of  candi- 
date companies  in  early 
summer,  hopes  to  round  up 
as  much  as  $10  million  per 
deal  for  established  companies 
grooming  themselves  for  a  buyout 
or   initial    public    stock  offering, 
deals  will  require  each  investor  to 
t  least  $25,000. 

lat  kind  of  ante,  these  Net  venture 
aren't  advertising  on  the  sides  of  bus- 
)rs  have  learned  about  them  mostly  by 
louth.  Membership  is  open  only  to  "ac- 
investors,  a  Securities  &  Exchange 
on  category  that  requires  a  family's 
to  be  more  than  $1  million,  including 
m^s  home,  or  annual  joint  income  to  ex- 
000  for  three  consecutive  years.  Would- 
also  have  to  fill  out  an  investor  profile, 
m  insists  its  angels  have  operating  or 
qoertise  in  high  tech  so  they  can  advise 
reneurs.  "We  promise  our  clients  high- 
ney,  from  investors  who  can  bring 
is  well  as  cash,"  says  Guy  Kawasaki,  a 
.pple  Computer  executive  who  is 
n's  co-founder  and  CEO. 
GET  IN  FREE.  Out  of  4,600  business 
Tutted  to  garage. corn's  Web  site,  the 
ticked  25  "clients,"  startups  such  as 
vare  developer  Reality  Fusion  of  San- 
'alif.,  which  then  get  extensive  help  in 
heir  plans  and  presentations.  "By  the 
post  the  deal,  it's  a  lot  better  than 
*e  business  plan  that  comes  in  over 
in,"  says  Julie  Constantin,  a  Palo  Alto 
has  invested  in  five  of  garage. corn's 
ventures  are  then  listed  in  "Heaven," 
a  password-protected  portion  of 
n's  Web  site  where  the  angels  may 
ewly  registered  investors  receive  a 
e  pass  to  examine  deals,  after  which 


they'll  have  to  pay  $1,000  a  year  for  access. 

If  an  investor  spots  an  appealing  plan, 
garage.com  makes  an  introduction,  often  hosting 
a  lunch  where  entrepreneurs  and  potential  in- 
vestors can  meet.  It's  up  to  the  angels  to  select 
a  lead  investor,  often  a  vc  firm,  to  negotiate  a 
price  for  the  investors'  share  of  the  company. 
They  also  must  supplement  garage.com's  screen- 
ing with  additional  research.  Angels  usually  get 
convertible  preferred  stock,  which  can  carry  ben- 
efits such  as  antidilution  clauses  that  aren't  at- 
tached to  common  shares.  Garage.com  buys  a 
3%  to  5%  stake  in  each  client  company  and  col- 
lects from  it  5%  of  the  capital  raised. 
WEBCAST  PITCHES.  This  hands-on  approach  and 
emphasis  on  high-tech  deals  means  that  most 
of  garage.com's  participants  and  investments  are 
located  near  Silicon  Valley.  ^ ■ 
OffRoad,  by  contrast,  has 
signed  up  more  than  1,000 
investors  from  48  states  to 
review  deals  in  a  variety  of 
industries.  As  a  result, 
OffRoad  will  use  the  Net 
to  post  companies'  pitches 
and  enable  investors  to  chat 
about  prospects.  Even 
when  it  holds  traditional 
road  shows,  OffRoad  will 
Webcast  them  and  then 
post  the  transcripts  for  far- 
flung  investors  to  review. 

Over  the  next  year,  Off- 
Road hopes  to  offer  in- 
vestors 20  to  30  deals — all 
involving  up-and-running 
companies.  "We're  financing 
companies  with  customers, 
revenues,  and  maybe  even 
profits — not  ventures, 
which  I  define  as  three 
guys  and  a  slide  show," 
says  ceo  Stephen  Pelletier. 
Companies  also  must  have 
a  plan  to  use  their  new 
capital  to  position  them- 
selves for  a  buyout  or  an 
initial  public  offering  so 
that  OffRoad's  members 
will  know  when  they  can 
reasonably  hope  to  recov- 
er their  investment.  Char- 
ter investors,  who  join  before  OffRoad  posts  its 
first  deal,  can  get  in  free.  Future  investors  will 
have  to  pay  $1,000  for  the  first  year  of  access 
and  $250  for  each  subsequent  year.  OffRoad, 
like  garage.com,  also  will  collect  investment- 
banking  fees  from  client  companies. 

While  these  Net  venture-capital  firms  screen 
their  candidate  companies,  investors  should  rec- 
ognize that  investing  in  startups  and  private  of- 
ferings requires  far  more  effort — and  may  in- 
volve more  risk — than  buying  even  hot  dot.com 
stocks,  vc  deals,  whether  on  or  off  the  Net,  call 
for  due  diligence.  After  all,  your  investment 
could  turn  out  to  be  a  10-year  partnership — or  an 
18-month  washout.  But  if  tales  of  Silicon  Valley 
riches  have  made  you  eager  to  tap  in,  the  Net 
can  bring  the  opportunities  to  your  desktop.  □ 


Where  To  Start 


Venture  capital  firms  such  as  OffRoad 

Capital  are  creating  a  virtual 
investment  community.  Here's  how  an 
investor  can  participate: 

TO  START,  visit  OffRoad's  Web  site 
(www.offroadcapital.com)  or  call 
415  796-5000. 

APPLY  ONLINE  by  certifying  that  you  meet 
SEC  standards  for  accredited  investors, 
setting  up  a  user  name  and  password, 
and  filling  out  an  investor  profile. 

PAY  $1,000  FEE  (waived  for  charter  mem- 
bers who  join  before  the  first  potential 
deals  are  posted  this  summer).  Now, 
you  can  view  and  download  specifics  on 
the  capital-hungry  companies. 

QUERY  execs  of  candidate  companies  by 
E-mail,  meet  them  face  to  face,  or  lis- 
ten to  them  via  Webcast. 

READY  TO  INVEST?  The  minimum  is 
$25,000.  Send  funds  to  a  custodian 
bank,  which  will  register  and  hold  pur- 
chased shares  in  your  name.  You  get 
quarterly  financial  reports  and  can  par- 
ticipate in  quarterly  online  forums. 

DATA:  OFFROAD  CAPITAL 
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The  secret  is  out  -  Puerto  Rico  is  one  of  the  hottest 
places  for  companies  to  expand  and  to  relocate. 
One  hundred  sixty-one  top  500  companies  in  the 
United  States  have  substantial  operations  on  the 
Caribbean  island,  and  that  total  is  rising  each  day. 

What  lures  companies  like  Hewlett-Packard. 
Intel,  Allergan.  Baxter,  and  Searle  to  Puerto  Rico7 
At  the  top  of  the  list  are  the  island's  superior 
location  and  unique  status.  Sitting  at  a  crossroads 
between  North  America,  Latin  America,  Central 
America,  and  the  Caribbean,  Puerto  Rico  has  a 
world  class  transportation  infrastructure,  making 
it  an  ideal  manufacturing  location  for  companies 
that  do  business  in  all  of  these  regions. 

As  a  self-governing  territory  of  the  United 
States  under  the  federal  constitution,  Puerto 
Rico  operates  under  U.S.  laws.  Domestic  shipping 
requires  no  customs,  duties,  or  quotas  and  travel 
for  U.S.  citizens  requires  no  passports.  Moreover, 
products  made  on  the  island  may  proudly  bear  the 
"Made  in  the  USA'  label. 

AN  EXCEPTIONAL  LABOR  FORCE 

The  quality  and  depth  of  Puerto  Rico's  labor  pool 
is  unsurpassed.  The  island's  work  force  is  the 
most  productive  in  the  United  States;  the 
value  of  output  for  every  payroll  dollar  in  wages 
more  than  doubles  the  U.S.  average.  This  is  due. 
in  part,  to  a  loyal  workforce  and  wage  rates  that  are 
38%  lower  than  those  on  the  mainland.  The 
average  hourly  manufacturing  rate  is  just 
$8.40-well  below  the  U.S.  average  of  $13.49- 
and  only  6%  of  employees  in  private  sector 
manufacturing  jobs  are  union  members. 

More  important,  workers  in  Puerto  Rico  are  very 
well  educated  and  highly  skilled.  Benchmarked 
against  World  Bank  statistics,  the  Puerto  Rican 
rate  of  enrollment  in  higher  education  ranks 
sixth  in  the  world.  As  a  result,  pharmaceutical, 
medical  instruments,  plastics,  electronic  equipment 
and  components  manufacturers  have  flocked  to 
the  island  over  the  past  two  decades. 

COMPETITIVE  TAX  INCENTIVES 

Unique  tax  incentives  make  Puerto  Rico  a  very 
attractive  place  to  relocate.  In  1998,  Puerto  Rico 
introduced  its  new  tax  incentive  package.  Today. 


the  island  has  a  corporate  income  tax,  witlj 
minimum  rate  of  just  2%  and  a  maximum  ratq 
7%.  Super  deductions  of  up  to  200%  extenc 
qualified  companies  for  job  training  and  resea| 
and  development  costs.  So-called  toll  gate'ta 
have  been  eliminated.  Also,  there  is  a  hosfl 
exemptions  for  qualifying  companies  on  local  < 
excise  taxes,  as  well  as  on  property  taxes 
certain  construction  expenses.  These  incenti| 
create  a  very  favorable  environment  for  both  i 
and  expanding  businesses  on  the  island. 

A  PERFECT  PLACE  TO  LIVE  AND  WORI 

Imagine  what  it  would  be  like  to  live 
Caribbean  island,  complete  with  a  pleas 
climate  all  year,  beautiful  beaches,  historic  sil 
and  an  active  cultural  life.  From  the  shops  in  1 
century  Old  San  Juan  to  the  world-class  facilfl 
for  golfing,  sailing  and  horse  racing,  Puerto  I 
offers  all  these  things  and  more.  And,  this  paraJ 
is  just  over  three  hours  from  New  York  City  | 
eight  hours  from  London. 

Come  join  us!  For  more  information  a 
the  advantages  that  Puerto  Rico  offers,  con] 
the  Puerto  Rico  Industrial  Develop 
Company  (PRIDCO)  at:  WWW  PRIDCO.com 
1-888-5-PRIDCO 

1-888-5-PRIDCO 

PUERTO  RICOfcUS 
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BBCRRDI. 
HE  WORLD'S 
EflTEST  HUM. 

MADE  IN 
UERTO  RICO.  ] 

936.  one  of  the  most 
e  relationships  started 
Caribbean.  Bacardi  and 
ico  mere  joined  forever, 
ei).  Bacardi  Corporation, 
world's  largest  rum 
ery  and  number  one  in 
unb  the  morld.  with  over 
s  of  tradition,  has  put 
assion  in  producing  the 
spirits  in  Puerto  Bico. 
resting  a  tradition  of 
e  that  continues  today. 
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Bank  Stocks:  Where 
The  Net  Doesn't  Rule 

Criteria  such  as  interest  rates  are  still  crucial 


BY  GARY 


Last  fall,  Lehman  Brothers  banking  analyst 
Diane  Glossman  issued  a  detailed  38-page 
report  on  the  industry's  online  future.  But 
ask  Glossman  nowadays  for  her  favortte  stock 
and  she  picks  Firstar  of  Milwaukee,  a  merg- 
er specialist  in  the  consolidating  Midwestern  mar- 
ket. Banking  on  mergers  is  a  fairly  old-style  in- 
vestment theme,  and  that's  the  point.  For  all  the 
talk  about  the  Internet  revolution  in  banking — and 
it's  coming — Wall  Street  analysts  still  rely  on 


traditional  criteria  for  evaluating  ban 
There's  some  irony  in  that  because  t: 
banks  have  some  of  the  bigger  Internet  ( 
around.  Wells  Fargo,  for  example,  hai 
Internet  customers.  But  the  impact  of 
business  on  Well  Fargo's  overall  profi 
small.  Goldman  Sachs  estimates  that  W< 
garners  only  2%  to  3%  of  its  profits  froi 
tomers  who  are  attracted  by  its  Intern 
That's  encouraging,  but  it's  not  the  sol 
Goldman's  buy  rating  on  the  stock 
pure  play,"  says  Goldman  analyst  Lo: 
baum.  "But  they  do  have  an  Internet 
that's  helping  them." 

For  now,  investors  should  consider 
damental  issues,  such  as  interest  rates, 
have  headed  higher,  the  widely  watchei 
phia  Stock  Exchange/KBW  Bank  Index 
12%  between  late  April  and  early  J' 
were  not  enough,  on  May  24,  Credit  S 
Boston  analyst  Michael  Mayo  urged 
discard  shares  of  some  of  the  biggest  U 
including  Citigroup,  Chase  Manhattan, 
gan,  and  Bank  One. 
BEYOND  Y2K.  Mayo's  report  received 
for  its  emphasis  on  the  problems  ba: 
face  from  Year  2000  computer  proble: 
cine  wony  is  that  even  if  U.  S.  bah 
pared  for  the  new  millennium,  theirj 
partners — say,  emerging-economy  ba 
other  side  of  currency  trades — migfr 
But  Mayo's  concerns  about  banking 
potential  computer  snafus.  Mayo  notes 
lem  loans  at  U.  S.  banks  are  going 
the  productivity  improvements  tha 
much  of  the  1990s  have  stalled.  "Bj 
peak  when  earnings  cannot  get  any  t 
we  believe  second-quarter  earnings 
that  point,"  says  Mayo. 

The  answer  from  more  bullish  c 
that  these  are  just  potential  prob 
loans,  while  rising,  remain  at  low  1 
pared  with  the  early  1990s.  Bank 
while  no  longer  improving  rapi> 
deteriorated  greatly  yet,  either 
Y2K  bug,  some  analysts  reckon 
able  U.  S.  banks  to  gain  mar 
from  less  tech-sawy  foreign  cc 
What's  more,  the  decline  in  b; 
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Even  if  U.S.  banks  a 
prepared  for  Year  2(fc 
their  business  partnep 
say,  emerging-economf 
banks  on  the  other  side  §>* 


currency  trades-might  nj 
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TELECQPl  99  +  IflTERRCTiUE  99  Forum, 
Geneva.  10-17  October  1999 


Dst  influential?  More  than  Versailles? 
h?  Yalta?  Think  about  it:  Gates, 
er.  Piatt.  Armstrong.  McNealy.  Galvin. 
.  These  are  the  real  world  leaders 
ly,  and  they  more  profoundly  affect 
/-to-day  lives  than  any  general 
tician.  They,  plus  a  dozen  more  ke 
ite  and  ministry  heads,  will 
ilk  and  interact  face  to  face  at  th' 


Telecom  99  +  Interactive  99  Forum  in 
Geneva  this  October.  There's  never  been 
an  event  quite  like  it.  There  may  never 
be  again.  So  send  off  for  your  Preliminary 
Forum  Programme  today.  And  be  part 
of  history  in  the  making. 

Be  there... 

and  Join  the  World! 


ITU  Telecom   Place  de?   ations   CH-1211  Geneva  20  Switzerland 
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have  left  them  cheap  relative  to 
the  market  as  a  whole. 

When  analysts  and  investors 
give  specific  recommendations, 
they  tend  to  emphasize  com- 
panies that  have  carved  out 
niches  that  distinguish  them 
from  more  run-of-the-mill 
banks.  Bank  of  New  York,  a  fa- 
vorite of  many,  is  a  case  in  point. 
Sure,  it's  a  bank.  But  40%  of  its 
revenues  come  from  securities  pro- 
cessing, a  capital-intensive,  high-tech  busi- 
ness with  few  major  players.  "There  is  another 
company  lurking  inside  that  the  market  doesn't 
fully  give  credit  to,"  says  David  Berry,  director  of 
research  at  investment  bank  Keefe,  Bruyette  & 
Woods  in  New  York. 

Berry  also  sees  hidden  value  in  Capital  One  Fi- 
nancial, a  credit-card  issuer  based  in  Falls  Church, 
Va.  Capital  One's  stock  dipped  in  May  after  the 
San  Francisco  district  attorney's  office  began  an 
inquiry  into  consumer  complaints  regarding  an- 
other credit-card  issuer,  Providian  Financial.  Beny 


Financial  Stocks  To  Bank  On 


COMPANY 

STOCK  PRICE* 

P-E** 

COMMENTS 

BANK  OF  NEW  YORK  (BK) 

34%  \ 

20  \ 

Big  securities-processing  business 

CAPITAL  ONE  FINANCIAL  (COF) 

\    52*  | 

31 

Major  credit-card  lender  with  low  writeoffs 

COMMERCE  BANCSHARES  (CBSH) 

;    40%  : 

15  j 

Stands  to  gain  customers  from  merged  banks 

FIRSTAR  (FSR) 

\  28/ 

23  ; 

Successful  integrator  of  heartland  banks 

KEYCORP  (KEY) 

34 

14 

Possible  takeover  target 

WELLS  FARGO  (WFC) 

|   40%  | 

18  j 

Boasts  840,000  Internet  customers 
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"Based  on  estimated  1999  earnings 


says  the  Providian  probe  led  investors  to  wony 
uneccessarily  about  Capital  One,  which  he  con- 
siders a  safe  bet.  Beny  notes  that  the  number  of 
accounts  at  Capital  One  has  been  rising  40%  a 
year,  but  the  company's  net  charge-offs  were  only 
3.93%  in  the  first  quarter.  Compare  that  with  the 
industry  net  charge-off  average  of  5.18%  last  year, 
according  to  figures  compiled  by  Veribanc,  the 
bank  rating  firm  based  in  Wakefield,  Mass. 

Midwestern  bank  consolidation  also  offers  op- 
portunities. Lehman's  Glossman  likes  Firstar  be- 
cause of  its  skill  as  an  acquirer.  The  company 
merged  with  Star  Banc  of  Cincinnati  last  No- 
vember. Now,  it's  buying  Mercantile  Bancorp  of 
St.  Louis,  forming  a  company  with  $75  billion  in 
assets.  "I  think  they  will  do  another  great  job  in 
assimilating  that  business,"  Glossman  says. 

Even  one  of  Wall  Street's  most  bearish  banking 
analysts  is  playing  the  Midwest  card.  Charles 
Peabody  of  Mitchell  Securities  has  been  predicting 


Bank  of  New  Yorl 
favored  by  man* 
because  its  str^ 
in  securities  I 
processing  sets  itl 
from  run-of-the-mill  bif 


a  multiyear  bear  market  in  bank  stocks  ttCT 
prices  will  fall  60%  to  80%.  But  he  k 
Cleveland's  KeyCorp  as  a  possible  takecer 
Meanwhile,  Thomas  Finucane,  assist! 
folio  manager  at  John  Hancock's  $3.5  tfifo 
nancial  Industries  fund,  favors  Commeif;  1 
shares  of  Kansas  City,  Mo.  Finucane's  rcloni 
creative.  He's  not  counting  on  Commercbi 
another  bank  or  sellings 
competitor.  Rather,  hilfi§ 
Commerce  will  pick  up  <st( 
disenchanted  with  the  jsu 
nearby  banking  merger! 
BRANCHLESS  BANK.  UJT) 
of  course,  the  Net  wi,b< 
portant  for  banks.  Invcor 
a  taste  of  its  impact  o|Ju 
when  E*Trade  Grouj'si 
would  pay  $1.8  billionn 
for  TeleBanc  Financial,  (br 
less  bank  that  operate  it 
online.  And  how  abut 
price-earnings  multijJ? 
sales  price  was  the  eiiiv 
of  1,300  times  TeleBa&'s 
earnings. 
Of  course,  it's  unlikely  banks  will  < 
mand  that  kind  of  multiple.  And  it  shot 
ed  that  TeleBanc's  price  reflects  not  onl 
its  from  banking,  but  hopes  that  it  will 
translate  its  popularity  with  banking  ijsti . 
into  other  kinds  of  retailing.  "I  don't  thir-y  '  { 
think  of  it  as  a  banking  deal,"  says  Telean 
Mitchell  H.  Caplan. 

But  bankers  are  taking  note  of  the  I ' 
er.  Citigroup  co-ceo  John  Reed,  for  oneisai< 
recent  speech  that  Internet  companieffl 
higher  multiples  than  traditional  operjior 
cause  they  can  reach  new  customenai 
added  expense.  "It  has  tremendous  coj  1 
tions,"  Reed  says.  "What  the  market  isjaj 
that  if  you  run  a  business  that  you  car?e 
this  Internet  model,  then  the  value  of  jui' 
ings  is  two  or-  three  times  the  curre  1 
That  time  is  coming  for  bankers.  It  jj>t 
come  yet. 
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.  MORNING  CALL  Standard  &  Poor's  experts  discuss  the  latest  market  trends.  Live  every  Monday  at  8:15 ;  i. 
audio  transcript  is  available  shortly  afterward.  HOURLY  RADIO  REPORTS  Business  Week's  Ray  Hoffman  delivers  market  news  and  insights  throughtt 
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I  Jter.com  LAIcff  mpass 

*  i's  leading  on-line  career  site,  now  Monster.com  can  not  only  help  you  find  the  people  you're  looking  for,  we  can  also  help  narrow 
I  h  our  new  LAI  Compass  career  assessment  tool.  It's  a  Web-based  system  for  qualifying  candidates  on-line.  By  teaming  high-tech 
[lolled  recruiters,  we  can  fill  your  mid-level  management  positions  faster  with  better  qualified  candidates.  All  you  have  to  lose  is  the 
I,  umes  on  your  desk.  To  learn  more  about  how  LAI  Compass  can  help  you  find  the  riqht  people  faster,  contact  us  at  312-782-31 13. 
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Spencer  Stuart 


A  Division  of  The  McGraw-Hill  Companies 

aldFites,  Caterpillar,  Inc.;  Paul  Krug  man,  MIX;  Nicholas  G.  Moore,  PricewaterhouseCoopers;  Randall 
as,  Eli  Lilly  and  Company;  Sanford  Weill,  Travelers  Group;  Gary  Wendt,  GE  Capital  Corporation,  among 
rs.  To  ensure  privacy  and  to  promote  candid  discussion,  all  sessions  will  be  conducted  in  a  closed-door 
fig.  Among  the  topics  to  be  addressed  are  processes  and  strategies  for  succeeding  in  an  integrated  glob- 
nomy,  as  well  as  assessments  of  past  and  future  leadership  skills. 


u  have  received  an  invitation,  we  urge  you  to  RSVP  today, 
u  have  not  received  one  but  believe  you  should  attend,,  please  contact  us. 
ly  call  212-512-4804. 
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THE  HOOD 
AVIS  DEAL 


Cendant's  sale  of 
a  unit  to  Avis  is 
being  done  at 
something  short  of 
arm's  length. 
Cendant  is  Avis' 
biggest  shareholder 


AVIS 


Rarely  does  an  investor  feel  worse  than  when 
the  realization  comes:  "I've  been  had."  The 
fear  of  getting  taken  by  insiders  underlies 
why  individuals  often  shy  away  from  buying 
stocks,  staying  instead  within  the  harbor  of  di- 
versified mutual  funds.  How  often  do  outsiders 
get  dinged  this  way?  Probably  less  than  I  imag- 
ine. Yet  examples  of  what  I  call  "insider  risk" 
crop  up  enough  that  the  fear  persists  for  good 
reason. 

You  can  see  what  I  mean  in  a  current  deal 
that's  giving  me  the  creeps:  Cen- 
dant's sale  of  several  auto-fleet 
service  businesses  to  Avis  Rent 
a  Car.  Avis  is  hailing  the  $1.8  bil- 
lion acquisition,  set  to  close  by 
June  30,  as  "a  transforming  event 
for  Avis  to  diversify  its  current 
car-rental  business,  expand  its 
revenue  base,  create  powerful 
new  synergies,  and  bring  together 
a  senior  management  team." 

Nothing  wrong  with  any  of 
that.  The  problem  lies  in  how  the 
deal  is  getting  done  at  something 
short  of  a  full  arm's  length.  Examining  deals 
like  this  can  be  like  peering  down  into  a  barrel  of 
seaweed,  so  let's  take  it  bit  by  bit. 

First,  remember  Cendant?  That's  financier 
Henry  Silverman's  vast  service  and  franchising 
operation,  the  one  whose  stock  got  slashed  in 
half  one  spring  day  last  year  amid  an  accounting 
scandal.  Lawyers  are  sorting  out  the  blame,  and 
Silverman  has  been  sorting  out  Cendant.  Along 
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CHECKING  UP:  Will  a  "fairness  opinion"  protect  small  shareholders? 


with  such  venerable  names  as  Ramada  e  I 
tury  21,  it  owns  the  brand  and  franchis  I 
to  the  worldwide  Avis  System.  In  re  | 
royalties,  Cendant  lends  those  rights 
Rent  a  Car,  a  nominally  independent 
that  is  the  top  Avis  System  franchisee. 

I  say  "nominally"  because  beyond  itji 
sway  as  franchiser,  Cendant  is  also  Avisj 
shareholder,  with  a  19.8%  stake  it  k 
spinning  off  Avis  in  1997.  Such  close  tie 
question  in  all  dealings  between  Avis 
dant,  but  especially  now:  Is  Avis  trying 
please  Cendant  than  its  other  investor: 
LAME  DUCKS.  Silverman  declined  to  ta| 
the  deal,  and  Avis  since  Dec.  31  has  be, 
out  a  ceo.  But  Kevin  Sheehan,  a  forme 
man  aide  who  is  Avis'  chief  financial  o: 
ceded  that  the  deal  might  look  questional 
outsider.  Yet  he  noted  § 
was  one  of  several  unna: 
ders  for  Cendant's  auto-ft 
adding  "we  did  a  veiy,  vU 
ful,  complete  due  diligent 
included  forming  a  comifli 
two  independent  direct^ 
hired  advisers  from  I 
Trust,  bt  issued  what  Wp 
calls  a  "fairness  opinion,'! 
ment  on  its  overall  te: 
board  accepted  that, 

O.  K.,  that  seems  reai 
until  you  look  at  Avis: 
had  10  seats,  four  held  by  men  who  also 
dant  directors  who  recused  themselves, 
six,  including  two  lame  ducks,  both  of  vj 
the  board  in  June.  One  didn't  participat'i 
discussion,  and  the  other  was  former  .in 
R.  Craig  Hoenshell.  Of  the  final  four,  one| 
man  of  Avis  Europe.  It's  independent, 
franchisee  it  needs  good  relations  with 
Another  is  Avis'  chief  operating  officer, 
The  final  two  are  the  independent  direc 
orah  Harmon  and  Michael  Kennedy, 
bt  for  its  fairness  opinion  in  the  first  pi 

Will  that  protect  Avis'  smaller  shariS 
bt  bankers  declined  to  comment  on  theiri 
as  did  the  independent  directors.  But  Sleq 
Avis  said  Cendant  "is  trying  to  put  i€( 
deal  together  for  [its]  shareholders,  an<:  v< . 
pen  to  be  putting  the  best  deal  togethe  fia 
shareholders.  It's  an  opportunity  that  Hj 
pens  to  be  very  good  for  both  sideslM 
Sheehan:  "There's  nothing  other  than  n#S 
to  build  value  for  the  shareholders  of  Ml 
If  only  because  the  deal  means  an  inl  1 
$750  million  gain  for  Cendant  and  $l|I  I 
in  fresh  debt  for  Avis,  I'm  skeptical,  bj 
market:  News  of  the  deal  has  cut  the  vspf  I 
Avis  share  by  one-fifth  (chart).  The  m< 
you?  Before  buying  your  next  stock 
and  remember  "insider  risk." 

To  read  this  week's  barker.onlinm* 
wwwMisinessweek.com/investor/  or  AOLm 
BW  Daily. 
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Internet  is  made  up  of  zeros  and  ones. 


Which  does  your  provider  make  you  feel  like? 


EASY  SET-UP,  INCREDIBLY 


FAST  CONNECTIONS,  KILLER 


24-HOUR  CUSTOMER  SUPPORT 


AND  PRICING  FROM  $6.95 


TO  $19.95/MO.  UNLIMITED. 


PLUS,  BIG  PREPAYMENT 


DISCOUNTS.  OUR  INTERNET 


SERVICES  WERE  DESIGNED 


WITH  YOU  IN  MIND. 


MindSpring 

INTERNET  SERVICES 


www.mindspring.com       Call   HOW   1  -  888-MSPRING 


Presenting  the  Next  Generation 
of  Brainpower. 

Congratulations  to  the  winners  of  the  1998-1999  Intel  Science  Talent  Search. 

Natalia  Toro 


Fairview  High  School.  Boulder,  CO 


David  Moore 


Montgomery  Blair  High  School.  Silver  Spring,  MD 

Keith  Winstein 


Illinois  Mathematics  and  Science  Academy,  Aurora.  IL 

Carol  Anne  Fassbinder 

Valley  Community  High  School.  Elgin,  IA 

Rio  Gabriel  Bennin 

Home  schooled  from  Berkeley.  CA 

Lisa  Beth  Schwartz 

Roslyn  High  School.  Roslyn  Heights,  NY 

Scott  Alexander  Fruhan 


Roxbury  Latin  School.  West  Roxbury,  MA 
Kurt  Elliott  Mitman 


Thomas  Jefferson  High  School  for  Science  and  Technology,  Alexandria.  VA 
Diana  Barnard  Townsend-Butterworth 


Chapin  School,  New  York,  NY 

Alexander  David  Wissner-Gross 

Great  Neck  South  High  School,  Great  Neck,  NY 

The  great  ideas  of  tomorrow  aren't  born  in  an  office  building.  Or  a  laboratory.  Innovation  begins  in  our  nation's  classrooms.  As  part  of  our 
commitment  to  science,  mathematics,  and  technology  education,  we're  proud  to  sponsor  the  Intel  Science  Talent  Search, 
America's  oldest  and  most  prestigious  pre-college  science  competition.  The  Intel  Science  Talent  Search  discovers 
tomorrow's  scientists  where  they  are  today.. .in  our  nation's  high  schools.  By  recognizing  these  students  with 
scholarships  from  the  Intel  Foundation,  we  hope  to  encourage  and  inspire  their  spirit  of  exploration  and  discovery. 
To  find  out  how  to  participate  in  the  next  Intel  Science  Talent  Search,  visit  Science  Service  at  www.sciserv.org. 
If  you'd  like  more  information  about  Intel's  commitment  to  education,  visit  us  at  www.intel.com/education. 
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HEW  HOME  FOR  AHP? 


Jk  Tear-panic  selling  hit  the  stock  of  American 
%^  Home  Products  (AHP)  when  the  drug-maker 
1  1  warned  on  June  1  that  earnings  would  fail 
to  meet  analysts'  expectations.  The  stock  tum- 
bled 10%,  to  52  a  share.  But  Nancy  Tengler, 
chief  investment  officer  at  Global  Alliance  Value 
Investors,  saw  the  drop  as  a  chance  to  add  to 
her  holdings  on  the  cheap.  She  did,  at  52  to  54. 
The  stock  closed  on  June  8  at  54. 

Tengler  thinks  the  stock,  down  from  70K  in 
mid-April,  could  again  pull  up  to  that  level  this 
year.  "This  company  has  far  and  away  the  best 
product  pipeline  in  the  industry,"  she  says. 

Tengler  believes  the 
stock  is  ripe  for  either  a 
takeover  "by  the  likes  of 
pharmaceutical  giant  Merck 
or  for  a  merger  of  equals 
with  Warner-Lambert." 
She  thinks  ahp  is  already 
in  talks  with  suitors. 

ahp    Chairman  Jack 
Stafford,  63,  "has  no  obvi- 
ous successor  and  wants  a 
deal,"  says  Tengler.  She 
notes  that  Stafford  tried  TENGLER:  AHP  is 
for  mergers  last  year —  ripe  for  a  takeover 
with  Monsanto  and  Smith-  ~ 
Kline  Beecham.  Neither  was  completed.  She 
says  that,  for  Warner,  "merging  with  AHP  could 
be  a  quick  way  to  enhance  its  pipeline." 

She  thinks  Merck  is  also  a  logical  buyer  be- 
cause it,  too,  has  a  pipeline  problem.  "A  Merck- 
ahp  link  would  create  a  giant  in  cardiovascular 
and  women's  health  therapies,"  says  Tengler. 
ahp's  Wyeth-Ayerst  unit  is  the  world  leader  in 
women's  dings,  including  Premarin.  Other  im- 
portant ahp  drugs  include  Cordarone  for  ar- 
rhythmia and  Enbrel  for  rheumatoid  arthritis. 
She  figures  ahp  is  worth  75  to  80  in  a  deal,  ahp 
spokesman  Lowell  Weiner  declined  comment  on 
the  speculation  but  said  ahp  "is  always  open  to 
opportunities."  Merck  won't  comment  as  a  matter 
of  policy. 

COMPUSA:  SET  FOR 
SWEEPING  CHANGE 


CompUSA,  whose  stock  slumped 
from  21%  a  share  last  July  to  6  in 
mid-March — and  now  trades  at 
8 — is  likely  to  become  a  very  different 
company  before  the  end  of  the  year. 
From  the  way  some  professional  in- 
vestors are  sizing  up  CompUSA  (CPU), 
which  is  the  largest  retailer  of  per- 
sonal computers  in  the  U.  S.,  the  com- 
pany will  either  emerge  as  a  "technol- 
ogy superstore"  or  end  up  being 
acquired  by  one  of  the  big  office-supply 
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retailers,  probably  Staples,  at  least  according  to 
one  New  York  money  manager.  He  figures  that 
CompUSA  stock  is  worth  at  least  16  a  share  in  a 
buyout.  This  pro  thinks  Staples  will  make  a 
move  on  CompUSA. 

As  the  selling  price  of  PC's  continues  to  decline, 
the  revenue  shortfall  cuts  deep  into  the  profits  of 
computer  retailers  such  as  CompUSA.  And  with 
low-priced — and  low-margin — pes  becoming  an 
ever-larger  slice  of  the  sales  mix,  overall  industry 
profits  are  hurting,  too.  To  address  the  crisis, 
CompUSA  has  recently  hired  two  investment  ad- 
visers to  come  up  with  a  company  strategy  to 
enhance  shareholder  value. 

"It  could  mean  selling  the  company,  or  cut- 
ting its  exposure  to  PCs  and  instead  focusing 
CompusA's  brand  name  on  other  digital  prod- 
ucts such  as  cameras,  disks,  and  toys,"  says 
Arvind  Bhatia,  an  analyst  at  Southwest  Secu- 
rities. "Staples  would  be  a  viable  buyer,"  he 
adds.  But  he  insists  that  he  doesn't  know  that 
any  deal  is  brewing.  Staples  spokeswoman 
Shannon  Lapierre  and  CompusA's  Suzanne 
Schelton  declined  to  comment. 

SPX  IS  GUNNING 

ITS  ENGINES  

Once  known  just  for  its  automotive  prod- 
ucts, spx  has  reduced  that  sector  of  its 
business  to  just  14%  of  total  sales — and  it 
may  soon  sell  the  unit,  estimated  to  be  worth 
$600  million  to  $700  million.  That  may  add  more 
pizzazz  to  an  already  hot  stock:  spx  (spw)  has 
rocketed  from  50  a  share  in  mid-March  to  79 
on  June  8.  Analysts  who  track  the  prospects  of 
spx — and  of  its  aggressive  Chairman  and  ceo 
John  Blystone,  who  took  the  helm  in  1995 — 
think  the  stock  will  hit  the  100  mark  in  12 
months.  It  traded  at  15  in  1995. 

What's  so  alluring  about  spx,  whose  products 
include  valves,  filters,  data- 
networking  systems,  and 
vehicle  parts?  The  answer: 
energetic  management,  led 
by  Blystone,  and  the  stock's 
unusually  low  price-earn- 
ings ratio,  spx  "is  highly  fo- 
cused on  creating  value  for 
the  company's  sharehold- 
ers," says  Phua  Young,  an 
analyst  at  Lehman  Broth- 
ers, "through  aggressive 
emphasis  on  maximizing  returns  on  assets." 

Despite  the  huge  advance  of  the  stock  re- 
cently, spx  trades  at  a  price-earnings  ratio  of 
just  16,  based  on  the  company's  estimated  1999 
earnings  of  $5  a  share.  Prudential  Securities' 
Nicholas  Heymann  says  that  spx  "possesses 
strong  potential  to  outperform  the  market  over 
the  rest  of  the  year."  He  expects  earnings  in 
2000  of  $5.75  a  share.  Blystone  says  he's  looking 
to  make  additional  acquisitions  of  companies 
about  the  size  of  General  Signal,  which  spx 
bought  in  October  for  $2.3  billion. 
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52-week  change   1  -week  change 

+18.4%  +1.8% 

COMMENTARY 

Fear  of  Fed  tightening  sent  long- 
term  interest  rates  back  over 
6% — the  highest  level  in  more 
than  a  year.  That  spooked  the 
stock  market,  and  the  Dow  in- 
dustrials dropped  a  total  of  219 
points  on  June  8  and  9.  Still,  for 
the  week  the  Dow  gained  1.1%, 
and  the  S&P  500  did  even  bet- 
ter— up  1.8%.  The  big  action, 
however,  was  in  Europe:  Ger- 
man stocks  gained  4.2%, 
French,  2.5%,  and  Swedish,  5%. 

Data  Bloomberg  Financial  Markets 
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municipal  bonds,  assuming  a  31%  fede 
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Information  on  each  of  the  index  components  is  at  www  busmessweek  com 
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The  production  index  continu 
the  week  ended  May  29.  Thi 
index  rose  a  hefty  1%,  reachin 
of  146  8.  For  the  entire  monl 
index  soared  1.3%,  averagin 
seasonal  adjustment,  increas 
ed  in  the  production  of  steel 
ber.  and  rail-freight  traffic.  0 
side,  auto,  truck,  and  electric 
were  down. 


I  THE  WEEK  AHEAD  I 


BUSINESS  INVENTORIES  Monday,  June  14, 
8:30  a.m. EDi  ►  Inventories  held  by  manu- 
facturers, wholesalers,  and  retailers  likely 
grew  0.3%  in  April  after  jumping  0.5%  in 
March,  says  the  median  forecast  of  econo- 
mists polled  by  Standard  &  Poor's  mms,  a 
unit  of  The  McGraw-Hill  Companies. 

CONSUMER  PRICE  INDEX  Wednesday,  June  16, 
8:30  a.m. edj ►  Consumer  prices  for  all 
goods  and  services  likely  grew  0.2%  in  May. 
Excluding  food  and  energy,  core  prices  also 
probably  rose  0.2%.  The  financial  markets 
were  jarred  by  the  April  report  which  showed 
a  0.7%  jump  in  total  prices  and  0.4%  gain 
in  core  prices. 


HOUSING  STARTS  Wednesday,  June  16,  8:30 
a.m. edt*-  Housing  starts  likely  rebounded 
to  an  annual  rate  of  1.63  million  in  May, 
says  the  s&p  mms  survey.  Starts  fell  in  each 
of  the  three  prior  months  including  a  10.1% 
drop  in  April,  to  a  1.57  million  pace. 

INDUSTRIAL  PRODUCTION  Wednesday, 
June  16,  9:15  a.m. edj  ►  Output  at  facto- 
ries, mines,  and  utilities  likely  grew  0.3%  in 
May,  following  a  0.6%  gain  in  April.  But  the 
capacity  utilization  rate  likely  remained  at 
80.6%  in  May. 

BEIGE  BOOK  Wednesday,  June  16,  2  p.m.EDT 

►  The  Federal  Reserve's  roundup  of  regional 


economic  activity  will  be  released 
advance  of  the  Fed's  next  policy  rr 
June  29-30. 

INTERNATIONAL  TRADE  Thursday,  Ji 
8:30  a.m.EDT>  The  trade  deficit  p 
narrowed  to  $19.4  billion  in  April 
record  $19.7  billion  in  March.  Exr. 
0.9%  in  March,  likely  rose  again, 
imports  held  steady. 


For  more  investment  data  anc 
components  of  the  production 
visit  www.businessweek.coi 
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Editorials 


DON'T  RUSH  TO  TAX  E-COMMERCE 


The  Internet  is  creating  a  new  world  of  electronic  com- 
merce. That  we  know.  The  big  surprise  is  that  the  Net  is 
also  a  force  for  transforming  the  tax  system  in  the  U.  S.,  and 
perhaps  elsewhere.  The  explosive  growth  of  a  tax-free  Net  is 
undermining  what  is  left  of  the  logic  behind  sales  taxes. 
When  producer,  seller,  and  buyer  do  not  meet  in  a  single 
physical  space,  the  sales-tax  system  is  bound  to  change. 

Eighteen  months  ago,  Congress  passed  a  three-year  mora- 
torium on  taxing  the  Internet  and  created  the  Advisory 
Commission  on  Electronic  Commerce  to  advise  it  on  Internet 
tax  policy.  The  ACEC  soon  will  hold  its  first  public  meeting  af- 
ter much  wrangling.  Government  officials  within  the  com- 
mission are  terrified  they  will  not  have  the  revenue  for 
schools  and  roads  unless  they  apply  sales  taxes  to  the  Net. 
Internet  entrepreneurs  want  to  keep  the  Net  tax-free  and 
fear  the  red  tape  that  would  come  with  thousands  of  U.  S. — 
and  European,  Asian,  and  other  overseas — authorities  im- 
posing taxes. 

We  have  some  advice  to  the  commission:  There  is  no  emer- 
gency ahead  that  requires  fast  action.  This  is  a  golden  op- 
portunity to  rethink  the  sales-tax  mess  in  the  U.  S.  and  ask 
one  simple  question:  What  is  the  tax  policy  that  would  do  the 
most  for  economic  growth?  In  the  end,  growth  generates 
wealth  for  the  people  and  revenues  for  government. 

There  is  no  emergency  because  the  states  are  running 
large  budget  surpluses — due,  in  large  part,  to  the  Net  and 
technology-driven  economic  growth.  State  and  local  income-tax 
revenue  has  been  rising  faster  than  sales  taxes,  thanks  to 
jobs,  stock  options,  and  the  soaring  equities  market.  Even  if 
sales-tax  receipts  wane  as  commerce  moves  to  the  Net,  rising 
income-tax  revenues  could  more  than  compensate. 

There  isn't  all  that  much  to  tax  yet  on  the  Net,  either. 
States  will  take  in  about  $155  billion  in  sales  taxes  this  year. 


If  the  national  average  sales  tax  of  about  6.9%  were  a  I 
all  taxable  electronic  commerce,  it  would  come  only  | 
$500  million.  The  National  Governors'  Assn.  says  I 
early  next  decade,  states  could  "lose"  up  to  $12  billion  I 
in  tax  revenue  as  E-commerce  grows.  But  they  aire  I 
$3.3  billion  from  mail-order  transactions  without  mil 
The  crunch  won't  come  until  electronic  commerce  acc  I 
20%  to  30%  of  all  taxable  sales  (clothes,  food,  medk  I 
books,  and  other  products  are  already  exempt  frjl 
sales  taxes)  and  that's  probably  5  to  10  years  away.  II 

There  are  problems  when  part  of  the  economy  is  m 
part  is  not.  But  the  Net  is  hardly  the  chief  offencp 
taxes  themselves  cause  inefficiency.  Utah  has  30  aiK 
imposing  sales  taxes.  The  truth  is  that  such  taxes  aren 
icy.  They're  regressive  and  bad  for  growth.  Americj^ 
normally  volunteer  to  pay  their  income  taxes,  av<B 
Who  pays  sales  taxes  on  mail-order  goods  and  servtt 

The  logic  of  the  Net  is  to  equalize  and  harm® 
rates  across  the  country  and  perhaps  all  around  thai 
due  course.  The  acec  would  be  wise  to  recognize  m 
recommendations.  It  could  suggest  that  the  existing® 
of  state  and  local  sales  taxation  be  replaced  with  a  \if 
tional  Internet  sales  tax.  This  would  inevitably  m 
national  tax  that  replaces  all  state  sales  taxes.  The  cm 
could  also  champion  state-run  Internet  sales  taxes* 
individuals  using  their  zip  code.  This,  too,  would  aH 
lead  to  the  harmonizing  of  different  sales  taxes.  Fife 
acec  simply  could  extend  the  Internet-tax  moratom 

Balancing  all  the  complex  factors  at  play,  extendi™ 
moratorium  is  probably  the  smartest  policy.  It  woiH 
major  damage  in  the  short  run.  And  another  thj 
could  provide  the  time  to  build  a  constituency  for 
tax  harmonization  that  best  serves  economic  gro 


THE  G-8  SHOULD  BUILD  ON  THE  M0MENTU 


As  the  Group  of  Eight  world  leaders  get  ready  to  meet  in 
Cologne  for  their  annual  gathering,  they  would  do  well  to 
take  a  moment  to  appraise  the  world  scene.  A  series  of  major 
surprises  has  changed  the  gloomy  atmosphere  hanging  over 
the  globe  just  months  ago.  The  endgame  to  the  Kosovo  dis- 
aster, of  course,  appears  at  hand.  But  beyond  that,  the  in- 
ternational economy  is  showing  unexpected  strength.  Amid 
signs  that  U.  S.  growth  is  about  to  slow,  whether  by  the  in- 
visible hand  of  the  bond  markets  or  by  direct  action  from  the 
Federal  Reserve,  the  rest  of  the  world  appears  to  be  bounc- 
ing back.  Asia,  Latin  America,  and  Europe  are  all  growing. 

The  best  news  is  the  sudden  pickup  in  German  gross  do- 
mestic product,  which  rose  0.7%  in  the  first  quarter  compared 
with  last  year.  Germany  generates  30%  of  the  output  in  the 
new  "Euroland,"  and  the  surprising  improvement  bumped  up 


the  weak  euro.  Better  still,  capital  spending  jumps! 
annually,  much  of  it  for  information  technology.  Gal 
porations  are  making  headway  in  restructuring  tnl 
tions,  but  the  socialist  government  is  not  cooperatiiji 
promises  of  cutting  the  top  coiporate  tax  rate,  tfl 
ment  has,  in  effect,  raised  taxes  by  closing  loopholsf 
it  has  made  hiring  part-time  workers  more  expt 
changing  social  security  rules  that  cut  take-home  ft' 
is  even  talk  of  raising  the  value-added  tax  by  3  n 
points  to  19%.  Japan  did  that,  sent  the  economy  if 
quarter  recession,  and  is  only  now  growing  again.) 

The  world  outside  the  U.S.  has  been  through 
years.  That  could  be  ending  now.  Leaders  of  the 
take  the  opportunity  to  make  the  structural  chan 
to  keep  growth  going. 
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You're  Merrill  Lynch  when  Schwab.com 
comes  along.  You're  Barnes  &  Noble  when 

Amazon.com  hits  big.  You're  Toys  'R'Us 
when  eToys  shows  up.  What  would  you  do? 
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Abu  Garcia  projects  shortening 
its  order-to-delivery  time  by  20% 
with  its  Web-based  retail  system. 

Retailers  use  passcodes  to 
access  customized  order  forms, 
rates  and  discounts  online. 


Consumers  can  order  special 
parts  directly  from  the  Web 
site,  saving  retailers  the  hassle 
of  processing  orders  just  for 
spare  parts. 

Web  site  works  with  distributors 
and  retailers  in  their  specified 
language  and  currency. 

Abu  Garcia  will  be  expanding 
its  customer  orders  across 
Europe,  Africa  and  the  Middle 
East  via  the  Internet. 


Industry:  Manufacturing 

Company:  Abu  Garcia 

Partner:  Intentia  International 

Tools:  AS/400,  DB2 

Solution:  Orders/Inventory  Extranet 

Everyone  knows  that  part  of  e-business  is 
selling  things  over  the  Internet.  But  there's  a  lot 
more  to  it  than  just  the  transaction,  e-business 
can  streamline  the  order  process,  track  inventory 
and  cut  costs.  But  because  e-business  can  be 
different  for  each  industry  and  company,  you 
need  software  that's  designed  for  you. 

Intentia  International  and  IBM  have  worked 
together  on  enterprise  resource  planning  (ERP) 
solutions  across  a  variety  of  industries.  Intentia 
has  been  at  the  forefront  of  Java'- based  ERP 
solution  development. 

Recently  the  IBM/lntentia  partnership 
worked  wonders  for  Abu  Garcia,  which  needed 
to  grow  its  fishing  tackle  business  without 
increasing  operating  costs.  Intentia  and  IBM 
helped  move  both  ordering  and  inventory 
management  online,  reducing  back-office 
costs  and  time-to-market,  and  improving 
customer  satisfaction. 


"Our  e-business  solution  has  brought  us  to  peak  efficiency  in  our  retail  business," 
says  Ingrid  Normann,  IT  manager  for  Abu  Garcia.  "This  will  allow  us  to  grow  faster 
than  ever  before."  Find  out  how  e-business  can  help  improve  your  business  at 
www.ibm.com/e-business/intentia  or  call  1  800  IBM  7080,  ext.  BP03. 


Editor's  Memo 


TECHNOLOGY 
FOR  THE  NONTECHIE 


our 


n  the  Ave  years 
since  he  launched 
Technology  & 
You  column,  Steve 
Wildstrom  hasn't 
changed  his  mission: 
He  aims  to  keep  peo- 
ple up  to  date  on 
how  personal  technol- 
ogy affects  their  lives 
at  work  and  at  home. 
As  he  says,  "I  still 
see  myself  as  an  ad- 
vocate for  the  ordi- 
nary person  trying  to 
deal  with  technology 
that  is  more  of  a 
straggle  than  it  ought 
to  be." 

The  ordeal  we  all 
go  through  has  been 
an  eye-opener  for  ~ 
Steve,  and  he  credits  his  readers. 
"Thanks  to  a  lot  of  communications,  it 
has  been  an  education  to  see  just  what 
it  is  that  nontech  people  have  to  go 
through  to  use  technology,"  he  says. 
And  readers  may  not  even  know  the 
worst  of  it.  "I  see  a  shocking  number  of 
products  that  simply  don't  work,"  he 
says.  "I  don't  even  write  about  them 
because  I  would  just  be  killing  trees." 
simplicity  COUNTS.  As  with  this  week's 
column  on  laptops  (page  14),  Steve's  at- 
titude shows  as  he  infuses  his  regular 
product  reviews  with  insights  into  what 
the  products  could  become.  His  point 
of  view  comes  through  even  more  clear- 
ly in  his  commentaries  on  such  tilings  as 
a  computer  user's  bill  of  rights.  His  re- 
cent two-part  review  of  the  Office  2000 
software  suite  checked  out  the  software 
and  then  asked  why  it  needed  to  be  so 
complicated — and  he  invited  his  busi- 
ness week  readers  to  offer  their 
thoughts  and  suggestions.  Watch  for  his 
column  next  week  sorting  through  his 
readers'  feedback. 

Steve's  regular  readers  are  not  the 
only  ones  who  appreciate  his  work.  In 
its  latest  ranking  of  journalists  who 
have  the  most  influence  in  the  informa- 
tion technology  sphere,  Marketing  Com- 
puters magazine  put  Wildstrom  at  No.  2, 
right  behind  The  Wall  Street  Journals 
Walter  Mossberg.  In  its  ranking  of  the 


WILDSTROM:  Kudos  for  his  column 


hottest  information 
technology  media, 
the  magazine  placed 

BUSINESS  WEEK 

third — and  tops 
among  the  general 
business  magazines. 

Our  information 
technology  coverage 
has  picked  up  kudos 
from  other  quarters, 

tOO.  BUSINESS  WEEK 

was  named  as  a  fi- 
nalist in  the  annual 
journalism  awards 
sponsored  by  the 
Computer  Press 
Assn.  and  bv  the 
Medill  School  of 
Journalism  at  North- 
western University. 
We  are  finalists  in 
the  categories  of  best  general-interest 
publication  and  best  feature  story  for 
our  "Let's  Talk"  cover  story  on  voice- 
recognition  technology. 

Information  technology  is  at  the  cen- 
ter of  virtually  every  aspect  of  business 
these  days,  which  is  why  we  have  long 
placed  such  emphasis  on  our 
coverage  of  computers,  soft- 
ware, the  Internet,  and  re- 
lated topics.  Steve's  column, 
in  particular,  has  added  an 
important  dimension  to  that 
coverage  for  five  years  now. 
And  we  are  now  stepping  up 
our  coverage  on  our  Web 

site  through  both  our  Daily  on  your  mailing  label 

Briefing  and  our  e.biz  pages. 
Besides  the  current  issue,  the  site  in- 
cludes the  full  text  from  our  European 
and  Asian  editions  and  a  wealth  of  orig- 
inal material.  The  site  is  free  to  sub- 
scribers who  complete  a  simple  regis- 
tration process.  So  register  and  check 
out  www.businessweek.com.  And,  while 
you're  there,  be  sure  to  see  the  listings 
of  Steve's  columns  for  help  in  choosing 
that  next  laptop  or  handheld  computer 
you  want  to  buy. 

Editor-in-Chief 


FREE  TO  SUBSCRIBERS 

Sign  up  now  at  www. 
businessweek.com. 
Just  use  the  number 


When  Ron  invests  online, 
he  does  it  himself. 

But  with  Schwab, 
he  doesn't  do  it  alone. 

RON  INVESTS  WITH  SCHWAB.COM  BECAUSE  HE  LIKES  CALLING  THE  SHOTS. 
"BUT  I  ALSO  LIKE  THAT  I  CAN  CALL  AND  GET  HELP  WHEN  I  NEED  IT,"  HE  SAYS. 


'e  been  trading  for 
Now,  my  preferred 
d  is  online,"  says 
"That's  the  way 
ading  these  days. 
.  always  do  it  at 
b.com.  It  makes  it 
:h  easier." 

it's  nice  to  hear, 
f  you  need  help 
rau're  online? 
call  somebody  at 
o.  I  just  call  up  the  800  number  and  get 
)dy  on  the  phone.  They  have  the  website 
e  back-up  of  Schwab's  professionals.  You 
feel  comfortable  with  them,  because  of 
upport.  From  my  perspective,  it's  really 
ood." 

:act,  Schwab's  representatives  are  more 
ippy  to  talk  by  phone  day  or  night,  7  days 
.  Even  while  you're  online.  No  one  else 
ervice  quite  like  Schwab. 

the  strongest  possible  combination," 
aes  Ron,  "the  quickness  and  ease  of  the 
t  and  the  team  of  professionals  you  can 
)r  help.  You  can't  ask  for  anything  more 
ou  think  about  it." 

ong  other  things,  Ron  also  has  access 


to  the  Analyst  Center  on 
Schwab.com.  It  provides 
access  to  analyst  reports 
such  as  Credit  Suisse 
First  Boston  Corporation 
and  Hambrecht  ck  Quist. 
Information  once  only 
available  to  professional 
money  managers.  Schwab 
makes  these  reports  avail- 
able, so  you  can  ask  better 
questions  about  the  invest- 
ments you're  considering. 

It's  just  part  of  a  wealth  of  information  at 
Ron's  fingertips  and  yours. 

Whether  it's  online,  in  your  local  branch  or 
on  the  phone,  as  Ron  says,  "Their  service  has 
been  top-notch  right  across  the  board.  They 
give  you  everything  you  need  at  all  times.  And 
freedom  to  do  what  you  want." 

A  concluding  thought,  Ron.'  "Every  person  I 
talk  to  seems  like  they  care  about  the  customer. 
It's  the  right  way  to  run  the  business." 

If  you're  ready  to  move  up  to  Schwab,  call 
1-800-4  SCHWAB,  log  on  to  our  website  at 
www.schwab.com  or  visit  us  at  any  of  our 
over  290  branches. 


Charles  Schwab  on  investing 

"I  see  the  Internet 
as  the  single  most 
empowering  force 
for  the 
individual  investor.' 


titer  the  provider  makes  the  reports  available  to  institutional  clients,  who  may  act  on  the  reports  in  the  meantime.  Access  to  services  and  your  account  may 
ing  periods  of  peak  demand  or  market  volatility  or  for  other  reasons.  ©Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE  (0499-1503). 
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EDITED  BY  ROBERT  McNATT 
GREASING  THE  WHEEL 

THETELCOS  TRY  TO 
TAKE  THE  HILL 

there's  nothing 
like  a  heated  dis- 
pute among  mon- 
eyed interests  to 
stuff  a  congress- 
man's campaign 
chest.  This  season, 
Internet  regulation 
is  doing  just  that. 
The  Center  for  Re- 
sponsive Politics 
says  the  phone  in- 
dustry gave  $14.2 
million  to  lawmak- 
ers in  the  1997-98 

election  cycle,  50%  McCAlN:  Big  bucks 
more  than  four  from  Baby  Bells 
years  earlier. 

What's  at  stake  here?  The 
Baby  Bells  want  the  feds  to 
loosen  rules  they  say  hinder 
the  deployment  of  fast  links 
via  digital  subscriber  technol- 
ogy. Currently,  the  Bells  must 
lease  regular  lines  to  competi- 


tors. But  they  don't  want  to 
have  to  do  that  with  DSL  lines, 
too.  So  on  June  22,  Senate 
Commerce  Com- 
mittee Chairman 
John   McCain  (R- 
Ariz.)   and  House 
Telecommunications 
Subcommittee  Chair 
W.J.  Tauzin  (R-La.) 
will  introduce  a  bill 
that  will  indirectly 
ameliorate  some  of 
the  Bells'  dsl  wor- 
ries.   McCain  has 
gotten  $172,992  from 
the  Bells  between 
1993    and  1998; 
Tauzin  received 
$52,536  just  in  1997- 
1998.  Spokesmen  for 
both  say  they  are 
unswayed   by  the 
campaign  cash.  Meanwhile, 
Bell  Atlantic,  which  topped 
telco  givers  with  $1.9  million, 
says  it  is  just  happy  to 
be  able  to  back  candidates 
"who  embrace  pro-business 
policies."        Catherine  Yang 


WILD  BLUE  YONDER 

'NIKE,  WE  HAVE 
LIFTOFF   

SOMETIMES  IT  SEEMS  AS  IF 

there's  nowhere  on  earth  to 
avoid  the  Nike  Swoosh,  the 
geeky  face  of  Austin  Powers, 
or  dozens  of  other  ubiquitous 
ads.  If  some  folks  get  their 


way,  there'll  be  nowhere  in 
space  to  avoid  them  either. 

Some  of  the  16  nations 
building  the  $35  billion  Inter- 
national Space  Station  are 


balking  at  a  NASA-led  plan  to 
ban  ads  and  logos  from  ships 
using  the  station.  NASA  now 
bans  ads  on  its  Space  Shut- 
tle's massive  fuel  tanks,  lov- 
ingly shown  on  TV  each  liftoff. 

The  Space  Station  will 
have  at  least  six  cameras  to 
monitor  nearby  spacecraft — 
and  transmit  any  ads  that 
might  be  on  the  craft.  Cana- 
da and  Russia  are  already 
irked  about  being  denied  the 
revenue  such  ads  might  add 
to  their  space  programs. 
They  have  American  allies, 
too.  "The  Russians  are 
out  looking  for  private  in- 
vestors in  Mir  and  filming 
advertisements  and  movies 
in  space,"  says  Representa- 
tive. Dana  Rohrabacher  (R- 
Calif.).  "How  come  they're 
acting  more  like  capitalists 
than  we  are?"  nasa  did  not 
return  calls  for  comment,  but 
sources  close  to  the  agency 
say  it  may  now  rethink  its 
stance.      Lorraine  Woellert 


TALK  SHOW  HI  received  your  E-mail  and  I  shall  replj 
ASAP.  Meanwhile,  til  then,  take  a  look  at  the  zipped  dn 

— Text  on  electronic  messages  carrying  Explore.exe,  the  nam 
computer  virus 


THE  LEISURE  CLASS 

ARE  TIME-SHARES 
A  SEAWORTHY  IDEA? 

BUOYED  BY  THE  SUCCESS  OF 

time-share  sales  in  land- 
based  resorts  that  totaled 
more  than  $6.1  billion  in 
1998,  a  New  York  com- 
pany is  looking  to  do 
what  no  cruise  line  has 
successfully  done  before 
— sell  time-shares  on  a 
ship. 

Chariot  International  0 
Holdings,  whose  chairman 
is  retired  Equitable  Life  ceo 
Coy  Eklund,  plans  to  sell 
12,000  cabins  at  $35,000  each. 
That's  an  impressive  $420  mil- 
lion. Chariot,  which  also  owns 
a  stake  in  bankrupt  Kiwi  In- 
ternatinnal  Airlines,  want.-  to 
launch  its  $200  million  ship 
next  year  when  "enough" 
time-shares  have  been  sold. 

So  far,  the  idea  of  cinise 
ship  time-shares  hasn't  float- 


ed. A  Norwegian  col 
ResidenSea,  has  beenjj 
cessfully  trying  to 
$1.5  million  luxury  ci 
ments  on  an  unbuilt  h 
since  last  September! 
ot's  offerings  are  lesJ 
but  there  are  still 


Cruise  industry  exj| 
only  top-notch  serwffl 

make  the  idea  workib 
says  its  ship  will  aja 
well-heeled  baby  booip 
will  succeed  becauj 
melding  time-shar  ■ 
cruising,  two  high-gm 
dustries.         Denn  I 


BROKE:  So  who'll  fix 


P'" 

..     Hih'  ^i'  i  :■  ■ 
BALKAN  CONFLICT 

NEEDED:  AN  ARMY 
OF  INVESTORS   

WITH    AN    UNEASY  PEACE 

settling  over  Kosovo,  the 
European  Union  says  it  is 
ready  to  spend  $5  billion  a 
year  to  rebuild  the  province. 
But  the  EU  is  worried  that 
without  crucial  changes  in 
economic  policy  to  lure  pri- 
vate investors,  the  rebuilding 
will  fail. 

Neighboring  Bosnia,  for 
example,  another  war-torn 
Balkan  state,  has  gotten  $5.1 


billion  in  intemation  < 
the  past  two  years,  I 
vate  investment  of  qy 
million.  Private  invea 
eery  of  poor  econonr 
ning  as  well  as  red  «.< 
corruption,  says  a  rip 
port  by  Brussels-bs* 
ternational    Crisis  JG 
Multinationals  that  iv 
in  postwar  Bosnia  h^e  * 
away  fnist  rated.  Wh 
wagen,  for  instancar,^ 
its  factory  near  $?| 
Bosnian  officials  wajeti 
of  the  venture,  but 
v\v  to  pay  all  startwl 
Beset  by  financial  sfl 
and  high  duties  on  ny  t 
parts,  the  plant  is 
making  at  most  10  cfM 
The  Centre  for  Ml 
Policy,  a  Brussels  tljtoi 
believes  Kosovo  c|  jj 
such  problems  by 
iffs  and  introducing 
Tying  Kosovo  to  E 
a  stable  currency 
companies  doing 
there.  William 
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Up  Front 


HONCHOS 

FROM  PRIME  TIME 
TO  ONLINE 

WHAT  DO  YOU  DO  AFTER  you've 
turned  an  industrial  power- 
house like  Westinghouse  Elec- 
tric into  an  icon  of 
old  media,  like  CBS? 
You  move  on  to  the 
Internet,  of  course. 

That's  what 
Michael  Jordan, 
who  ran  both  those 
companies,  is  doing 
these  days.  Since 
leaving  the  Tiffany 
network  in  1998,  he 
has  been  investing 
in  online  ventures. 
Already,  Jordan  is 
anticipating  the  ipo 
of  Clarant  World- 
wide, a  company  he  helped 
bankroll.  It  offers  E-biz  ser- 
vices to  big  companies.  Now, 
he  has  been  named  chairman 
of  a  startup,  eOriginal. 

Based  in  Baltimore,  eOrig- 


JORDAN:  The  ex-CBS 
chief  taps  the  Net 


inal  plans  to  profit  from  a 
patented  process  that  veri- 
fies electronic  contracts  and 
other  trade  documents.  Users 
create  a  document,  sign  it 
digitally  using  encryption, 
and  then  deposit  it  with  a 
trusted  third  party,  such  as  a 
bank.  The  trustee 
has  the  key  to  de- 
crypt the  digital 
signature  and  can 
vouch  for  the  sign- 
er, verifying  the 
John  Hancock  in 
case  of  a  later  dis- 
pute. Jordan  says 
eOriginal  could 
help  businesses 
that  clog  lawyers' 
offices  with  com- 
plicated trails  of 
paper  documents: 
"It  can  be  a  bil- 
lion-dollar market  capitaliza- 
tion company  very  quickly." 
With  the  digital-document 
field  wide  open,  analysts  say, 
it  could  have  a  shot  at  that 
goal.    Timothy  J.  Mullaney 


LITIGATION  NATION 

ACUPUNCTURE  GOOF? 
IT'S  COVERED 


relief:  An  insurer  goes  alternativi 


YOU  BREAK  YOUR  TOE  WORK- 

ing  with  a  dance  therapist. 
So  you  go  to  get  some  pain 
relief,  and  your  acupuncturist 
sticks  a  needle  in  the  wrong 
place  and  makes  things 
worse.  Those  practitioners  of 
alternative  medicine  may 
worry  that  you'll  sue.  But 
they  might  also  breath  a  little 
easier  if  you  win- — because 
they're  covered. 

Thanks  to  St.  Paul  Cos., 
holistic  healers  can  now  com- 
plain about  their  premiums 


just  like  ob-gyns  or  pediatri- 
cians do.  St.  Paul  has  become 
the  first  major  insurer  to  in- 
troduce nationwide  medical 
and  liability  coverage  for 
"complementary 
and  alternative 
medicine."  That  in- 
cludes homeopaths, 
reflexologists,  mas- 
sage therapists, 
and  other  practi- 
tioners. For  as  lit- 
tle as  $100  a  year, 
St.  Paul  will  cover 
claims  of  $1  million 
"  or  more.  It  will 
even  cover  clients  who  get 
sued  for  performing — and 
botching — an  alternative  ther- 
apy that  isn't  their  specialty. 

St.  Paul,  after  all,  has  a 
business  to  build.  Americans 
spent  $27  billion  on  alterna- 
tive therapies  in  1997,  accord- 
ing to  the  American  Medical 
Assn.  That  kind  of  money  is 
bound  to  attract  some  quacks, 
says  St.  Paul.  They  may  even 
get  insured.  But  St.  Paul 
promises  they  won't  be 
renewed.  Diane  Brady 


DRAWN  &  QUARTERED 


PERK  PARADE 

BIG  BUCKS-AND 
DOG  WALKING,  TOO 

WITH  TOP  MANAGEMENT  CON- 

sultants  offering  college  grads 
stalling  salaries  of  $50,000  and 
up,  you'd  think  they 
wouldn't  have  prob- 
lems attracting 
strong  candi-  & 
dates.  But  with 
many  of  the 
smartest  under- 
grads  seeking 
high-tech  em- 
ployers, Booz, 
Allen  &  Hamil- 
ton, Boston  Con- 
sulting Group 
McKinsey,  and  the  rest 
are  competing  furiously.  So  fu- 
riously that  one  of  them,  An- 
dersen Consulting,  will  even 
walk  their  new  hires'  dogs. 

Little  things  mean  a  lot  this 
year.  To  woo  students,  it's  not 


unusual  for  a  firm  ti 
prospects  for  a  week« 
at  a  four-star  hotel' 
there  are  Bain's  chaw 
scavenger  hunts  in  wl 
year-olds  pop  in  anoi 
limos  looking  for  obscfef 
torical  monuments.  Cjf 
ball  games  ife 
partners  ajo 
cants  at} 
Consult! 

Once  I 
hires  f| 
has  tcj 
them  h 
That's  '% 
derseni 
have  1 
walk  ttjl 
or  shop  r 
tives'  birthcl 
Bain  even  pays  its  w« 
ed  young  hires  while| 
volunteer  work  on 
time.  Still  not  happy 
always  a  job  at  thatj^ 
startup.  Stacey  Higg 


THE  BIG  PICTURE 


MILLIONAIRES  APLENTY 

Stocks  are  wealth- 
builders.  U.S.  households 
with  over  $1  million  in 
investable  assets  sink 
about  two-thirds  of  that 
into  securities  and 
businesses  directly  tied 
to  the  bull  market. 


TOTAL  ASSETS 
MORE  THAN 
$1  MILLION 

TOTAL  NET  WORTH 
MORE  THAN 
$1  MILLION 

NET  WORTH  MORE  THAN 
$1  MILLION,  EXCLUDING 
PRICIPAL  RESIDENCE 

INVESTABLE  ASSETS 
OF  MORE  THAN 
$1  MILLION 


►  million: 


FOOTNOTES  Job  seekers  with  four  or  more  previous  jobs  in  the  first  quarter  of  1998:  42%;  in  the  first  quarter  of 
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DATA:  CHALLENGER.  GRAY 


ne  of  the  most  prodigious  international  talent 


t  be  foun d  in ternat i o n at 


Daren  Roberts. 
New  York  University 
Finance  and  International  Business. 

Intern  @  Chase  Manhattan  Bank. 


ig  for  employees  that  are  focused,  talented  and  diverse?  They're  closer  than  you  think.  In  fact,  they're  in  your  city,  and  maybe 
i  in  your  neighborhood.  At  INROADS.  An  internship  for  some  of  the  top  students  of  color  in  the  country.  Students  that  are  well- 
d,  driven  and  ready  for  the  real  world.  So,  if  you've  found  your  search  for  young  talent  isn't  getting  anywhere,  enter  INROADS. 


brightest  talent  on  the  planet  is  here. 


800  642  9865    email_info@inroadsinc.org    web  site_www.inroadsinc.org 


INROADS. 
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Readers  Report 


CITIGROUP  CAN'T  AFFORD 

TO  IGNORE  CORPORATE  CULTURE 

In  "Is  this  marriage  working?"  (Cov- 
er Story,  June  7),  John  S.  Reed's  state- 
ment that  "the  culture  will  take  care 
of  itself  is  typical  of  an  industry  that 
has  repeatedly  paid  a  high  price  for  ig- 
noring the  critical  issue  of  corporate 
culture — especially  in  the  course  of 
mergers.  In  the  financial  sector  alone, 
such  institutions  as  Drexel  Burnham 
Lambert,  E.  F.  Hutton,  Kidder  Peabody, 
Shearson  Lehman,  First  Chicago  Bank, 
CoreStates  Bank,  and,  most  recently, 
Bankers  Trust  all  owe  then-  demise  to 
failed  corporate  cultures.  Others,  like 
Prudential  Securities  Inc.  and  Merrill 
Lynch  &  Co.,  have  been  heavily  penal- 
ized. This  is  what  happens  when  cor- 
porate leaders  "let  [corporate  culture] 
take  care  of  itself." 

Jerome  H.  Want 
Managing  Partner 
Organization  Strategies 
International 
Wayne,  Pa. 

Dave  Heenan  and  I  explore  this  is- 
sue in  our  new  book,  Co-leaders,  and 
we  believe  the  new  co-leadership  at 
the  top  will  be  taken  for  granted  be- 
yond 2000  for  several  obvious  reasons: 
merger  mania  ($1.6  trillion  in  '98),  glob- 
alization, and  the  Web.  It  may  not 
seem  natural,  but  it's  going  to  be  nec- 
essary, given  the  hyper-turbulence  and 
complexity  of  the  marketplace.  It  will 
work  out  with  Reed  and  [Sanford  I.] 
Weill,  even  given  their  initial  discom- 
fort. We're  challenging  the  time-hon- 
ored notion  that  all  great  institutions 
are  the  lengthened  shadows  of  a  great 
man  or  woman. 

It  is  a  fallacy  that  dies  hard.  We  have 
long  worshiped  the  imperial  leader  at 
the  cost  of  ignoring  countless  other  con- 
tributors to  any  enterprise.  The  old  cor- 
porate monotheism  is  finally  giving  way 
to  a  more  realistic  view  that  acknowl- 
edges leaders  and  co-leaders  working 
together  to  get  important  things  done. 

Above  all,  co-leadership  is  inclusive, 
not  exclusive.  It  celebrates  those  who  do 


the  work,  not  just  a  few  chat 
leaders  who  are  regally  comp 
for  articulating  the  organization' 
Warren 

Distinguished  Professor  of  I 
University  of  Southern  G 
Los 

DON'T  DISCOUNT 
NET  PRESENT  VALUE 

Ringing  the  death  knell  for  I  ft 
sent  value  (npv)  analysis  seems  It. 
rously  premature  ("Exploiting 
tainty,"  Finance,  June  7).  The  cc 
real  options  theory  has  its  root  m 
by  valuing  the  segments  of  a  iarei 
rather  than  taking  the  whole  LI 
and  allowing  for  an  abandonr 
tion.  Segmenting  project  npvs 
abandonment  option  gives  you  ■ 
result.  There  is  no  escaping  tl 
mental  project  evaluation  b; 
risk-adjusted,  discounted  futvj 
flows  must  exceed  initial  invi 
for  a  project  to  be  viable,  wjpi 
has  been  so  capable  of  doing. 

Where  the  theories  differ  111  r 
the  weakness  in  real  option 
which  by  its  nature  requires  i 
posed  pi'oject  to  be  volatile  (re; 
npv  has  sought  to  reduce  the 
associated  with  new  projects* 
jecting  them  to  profitability 
Therefore,  a  company  such 
zon.com  Inc.  can  command  as | Fir 
cal  multiples  with  no  profits, 
mately  it,  too  will  have  to 
scrutiny  of  NPV. 

Also,  the  adage  that  "you  jii 


option  expire"  is  not  as  har* 


purported.  Projects  require  a 
vestments  and  other  sunk  ck: 
rarely  come  cheaply  and  are  n 
giving  as  an  individual  invest 
an  option  expire.  Given  the  nai 
it  margins  of  many  corporatkL- 
how  many  can  afford  to  put :  ^ , 
risky  "irons  in  the  fire"  and  an. i ; 
"burns"  of  the  failed  endeavoij 
the  initial  investments  are 
small'.' 

J 
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CTIONS&  CLARIFICATIONS 

)  Years  of  Innovation,"  (Bonus 
ummer,  1999),  the  photograph  on 
was  misidentified  by  photo  agency 
nages  as  a  Ford  Motor  Co.  Model  T. 
)del  A.  On  page  37,  the  1901  entry 
meline  should  have  included  the 
"wireless"  to  describe  the  first 
sntic  signal. 

Feud"  (Sports  Business,  June  21), 
Golf  Co.'s  1998  revenues  were 
d.  They  were  $68  million,  not 
ion. 


nies  may  embrace  "real  op- 
•  large  projects,  such  as  En- 
's Mississippi  plant,  that  corn- 
attention  of  top  management, 
jptions  are,  with  good  reason, 
nly  a  minority  of  project-se- 
cisions.  I  surveyed  managers 
ty  of  industries,  who  offered 
he  top  reasons  for  hewing  to 
it  value: 

ition  for  evaluating  real  op- 
?tly  or  unavailable,  and  asking- 
money  later  is  difficult  and 
interpreted  as  a  lack  of  fore- 
iects  are  selected  by  financial 
el  who  do  not  trust  operational 
I  to  exercise  options  properly, 
a  inds  of  corporate  inertia  keep 
Irom  being  expanded  or  dis- 
i  All  contingencies  cannot  be 
■  Finance  departments  always 
l  options  come  due.  But  em- 
nover  may  mean  no  one  in 
has  the  data  needed  to  exer- 
i  1  option.  Finally,  plenty  of 
!Cl(  i  projects  do  have  a  positive 
flSj  3re  is  often  no  need  to  look 
m  ;hat  only  show  a  positive  re- 
nd an  options  calculation. 
m  hat  real  options  were  "con- 
1  3  than  20  years  ago"  ignores 
I  rere  taught  (under  the  name 
ion  -ees")  to  undergraduates  in 
)6B  and  possibly  earlier.  Every 
im  A  knows  how  to  solve  real 
8,  ich  are  sound  and  appealing 
ncii  .  But  their  widespread  use 
eqa  ;  the  same  culture  of  trust 


'alized  decision-making  that 
lost  flexible  companies,  and 
ii^j  -asily  achieved. 

Fred  Phillips,  Professor 
||  Oregon  Graduate  Institute 
of  Science  &  Technology 
Portland 

MAs  IN:  SIEMENS 

SI  IKER  

1  Ei  cwell  find  some  roots?"  (The 
fat  ,  May  10)  contains  three 


points  of  contention.  One,  the  Standard 
&  Poor's  worldwide  automation  market- 
share  figures,  citing  Siemens  with  28% 
and  Rockwell  International  Corp.  with 
21%,  can't  be  validated  by  three  leading 
market  analysts.  Author  De'Ann 
Weimer  doesn't  mention  what  specific 
products  and  services  s&p  used  to  cal- 
culate these  figures. 

Two,  Siemens  doesn't  concede  any 
"edge"  in  automation  technology  to 
Rockwell,  nor  has  anv  of  its  business 


been  "stolen."  Siemens  has  continued 
to  grow  worldwide  market  share  during 
the  1990s,  featuring  the  world's  broadest 
range  of  automation  products  and  ser- 
vices. Last  year,  our  research  and  de- 
velopment expenditures  alone  nearly 
eclipsed  Rockwell's  total  earnings.  We're 
not  retrenching,  we're  investing. 

Finally,  the  reader  is  misled  into  be- 
lieving that  Rockwell  was  chosen  as  an 
equipment  supplier  at  the  Hong  Kong 
International  Airport  and  that  Siemens 


Ed  considers  thumb  wrestling  a  metaphor  for  business. 
And  by  relying  on  Williams  in  real  life,  he  plays  to  win. 


Under  the  thumb  of  unreliable  vendors?  Shake  hands  with 
a  company  that  delivers:  Williams.  Try  reliable  energy  solutions. 
An  advanced  digital  network.  Even  innovative  enterprise-wide 
telecom  equipment  strategies.  Just  give  us  the  thumb's  up. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 


Readers  Report 


was  not.  Siemens  supplied  and  inte- 
grated more  than  $45  million  worth  of 
automation  products  into  the  airport's 
baggage-handling  system.  It  also  sup- 
plied its  phone  system,  check-in  counter 
information  hardware  and  software, 
ground  power  systems,  and  its  Air  Mail 
Center  postal  automation  system. 

Greg  Brewer 
Marketing  Manager 
Automation  Products  Business  Unit 
Siemens  Energy  &  Automation 
Norcross,  Ga. 

CEOs  SHOULD  FIGHT 

CLASS  ACTIONS  

Is  it  time  for  stockholders  to  hold  chief 
executive  officers  responsible  for  paying 
extortion  with  stockholders'  assets  in  re- 
sponse to  frivolous  class  actions  ("From  a 
raw  deal  to  a  winning  hand,"  Legal  Af- 
fairs, June  7)?  If  we  hold  our  CEOs  re- 
sponsible to  vigorously  fight  these  suits, 
fewer  would  be  filed,  and  perhaps  the 
political  clout  could  be  developed  to  re- 
vamp our  court  system  such  that  a  de- 
fendant with  truth  and  facts  on  his  side 
could  win  and  recover  legal  costs.  It  has 
become  too  easy  to  give  away  a  half-bil- 
lion here  or  there  to  avoid  facing  a  court 
where  emotion  and  the  perception  of 
truth  rales  over  real-world  facts. 

Ralph  Strong 
Glen  Burnie,  Md. 

MONARCH  MORTALITY 

ISN'T  BIOTECH'S  FAULT  

"Imperiled  monarchs  alter  the  biotech 
landscape"  (News:  Analysis  &  Com- 
mentary, June  7)  contains  more  holes 
than  a  moth-eaten  sweater.  No  one  dis- 
putes the  sanctity  of  butterflies.  Every- 
one agrees  follow-up  is  essential  on  the 
Cornell  University  study  that  examined 
the  impact  of  Bt  corn  pollen  on  butterfly 
caterpillars. 

But  to  suggest  that  one  study  repre- 
sents a  watershed  in  development  of 
agricultural  biotechnology  ignores  years 
of  scientific  studies  and  thousands  of 
field  tests  conducted  prior  to  introduc- 
tion of  crops  such  as  Bt  corn. 

The  Cornell  study  is  not  the  first  to 
examine  the  impact  of  Bt  com  pollen  on 
butterflies.  The  Agriculture  Dept.  and 
the  Environmental  Protection  Agency 
studied  the  risk  extensively  and  con- 
cluded it  was  remarkably  remote.  In 
fact,  conservation  groups  have  noted 
that  the  primaiy  threat  to  monarch  but- 
terflies is  the  loss  of  their  crucial  winter 
habitat  in  Southern  California  and  cen- 
tral Mexico.  Other  threats  come  from 
pesticides,  habitat  degradation  along 


butterfly  migratory  routes,  and'  other 
human  activities.  More  monarchs  die  in 
high-velocity  collisions  with  car  wind- 
shields than  ever  encounter  corn  pollen. 

Also,  biotech  companies  did  consider 
the  impact  of  then-  work.  The  results  of 
scientific  studies  and  field  tests  are  avail- 
able for  perusal.  Biotech  companies  are 
not  on  the  defensive.  By  responding  to 
questions  about  applications  of  biotech- 
nology, our  companies  are  doing  what 
they  always  have,  educating  people 
about  a  complex  science  that  holds  po- 
tential for  improving  medicine,  agricul- 
ture, and  the  environment. 

Carl  B.  Feldbaum,  President 

Biotechnology  Industry  Organization 
Washington 

THE  MOTHERS 

OF  INVENTION  

Even  though  I  am  a  banker,  I  enjoy 
keeping  up  with  new  scientific  discov- 
eries and  technological  advances  being 
made.  Therefore,  I  quickly  read  "100 
years  of  innovation"  (Bonus  Issue,  Sum- 
mer, 1999),  thinking  it  would  a  nice 
keepsake  for  my  niece.  By  the  end,  it 
was  obvious  that  women's  contributions 
to  innovations  during  the  last  century 
were  given  little  consideration.  For  the 
first  96  pages,  the  only  women  men- 
tioned are  Jane  Fonda,  Shirley  Temple, 
Mae  West,  and  Grace  Slick — all  of  whom 
have  made  significant  contributions  to 
the  entertainment  industry  but  had 
nothing  whatsoever  to  do  with  the  in- 
vention being  discussed. 

Hedy  Lamarr,  on  the  other  hand, 
held  a  patent  on  a  remote-controlled 
communication  device  that  allowed  sig- 
nals to  be  transmitted  without  detec- 
tion, deciphering,  or  jamming.  Although 
the  government  failed  to  use  her  inven- 
tion against  Hitler  during  World  War 
II,  this  technology  is  being  utilized  in 
satellite  communications  today. 

Lillian  Greneker  solved  a  problem 
that  numerous  builders  and  laborato- 
ries couldn't  when  she  designed  a  form 
for  molding  the  rubber  fuel  tanks  need- 
ed on  airplanes  and  tanks  during  World 
War  II.  Her  design  was  substantive 
enough  to  allow  the  material  to  be  ap- 
plied externally.  The  form  can  then  be 
removed  without  damaging  the  tank. 

Gertrude  B.  Elion,  winner  of  the  No- 
bel prize  for  medicine,  developed  nu- 
merous medications,  including  treat- 
ments for  cancer  and  leukemia  and  the 
immune-suppression  drags  making  or- 
gan transplants  possible.  She  obtained 
45  patents  during  during  her  lifetime. 

Erna  Schneider  Hoover  was  the  first 
woman  elected  to  the  National  Inven- 


tors Hall  of  Fame.  One  of  her  il 
was  a  software  package  for  B I 
ratories  that  allowed  numerous  I 
calls  to  be  rerouted,  thereby  p  I 
the  switchboard  from  overhe:  I 
disconnecting  calls.  Stephanie  1 1 
invented  Kevlar.  Marion  Doi  I 
vented  the  disposable  diaper. 

I  found  this  information  ir  I 
utes.  It  is  1999.  Shame  on  yoil 
S.  Laude  I 
Carmich  I 

You  credited  Albert  Eins  I 
writing  the  letter  to  Presid  [ 
sevelt  asking  for  funding  fo  1 
bomb  research.  Einstein  was  I 
aware  of  the  experiments  of  F 
lard,  and  others  in  the  U.  S.  t 
an  atomic  bomb  until  Alexan 
brought  him  a  letter  written  1  js 
and  Fermi  to  send  to  Roosev 
he  received  the  letter,  Einste 
hadn't  even  thought  about 
took  the  letter  and  personally 
the  President.  I  think  the  fi 
was  written  by  Leo  Szilard  ar 
der  Sachs,  with  Einstein's  ap 
Calv 
Wimb 
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Is  your  e-business 
walking  a  tightrope? 


The  power  of  the  Pentium  III  processor. 

Your  safety  net  in  the  Internet  economy. 


It's  a  fact.  Doing  business  through  the 

jjjgj      Internet  exposes  your  company  to  viruses, 

unauthorized  access,  and  potentially 
m  _ 

overwhelming  network  traffic  loads.  Your 
let?  The  Intel"  Pentium*'  III  processor.  It  has 
/er  to  run  sophisticated  compression,  encryption 
i-virus  software  behind  the  scenes,  without 


compromising  performance.  So  you  work  faster  and  safer. 
And  to  add  an  even  higher  level  of  protection,  each 
processor  has  a  unique  serial  number  to  help  protect  your 
vital  assets.  To  learn  more  about  the  Pentium  III  processor, 
visit  us  on  the  Web,  where  you'll  also  find 
information  on  Intel8  products  and  the 
year  2000*    ►  www.intel.com/Pentiumlll         The  Computer  Inside; 


Technology  &  You 


BY  STEPHEN  H.  WILPSTROM  

A  NOTEBOOK  THAT'S 
KIND  TO  FINGERS 


IBM's  ThinkPad  240 
offers  extreme 
portability-and 
a  dandy  keyboard 

Technology  writers  love 
tiny  notebook  comput- 
ers. In  part,  it's  be- 
cause we  are  fascinated  to 
see  so  much  computer  power 
in  a  small  package.  It's  also 
because  many  of  us  spend  a 
lot  of  time  trying  to  work  in 
cramped  coach  seats  on  air- 
planes, and  no  one  ever  car- 
ries our  bags  for  us.  Finally, 
I'm  convinced  it's  also  be- 
cause we  tend  to  be 
wretched  typists  who  are 
willing  to  put  up  with  under- 
sized and  unresponsive  key- 
boards that  drive  skilled 
touch  typists  to  tears. 

The  sentiments  of  technol- 
ogy writers  may  explain  why 
the  history  of  laptops  is  lit- 
tered with  models  that 
opened  to  rave  reviews  only 
to  languish  in  the  mar- 
ketplace. So  I've 
resolved  to  take 
keyboard  qual- 
ity much  more 
seriously  in  evaluating 
laptops,  which  has  tempered 
my  enthusiasm  for  the  new 
generation  of  ultralights,  such 
as  Sony's  vaio  505  series. 
LOTS  OF  pluses.  The  good 
news  is  that  there's  finally  an 
under-three-pound,  slip-in- 
your-briefcase  laptop  that  a 
good  typist  can,  if  not  exactly 
love,  certainly  tolerate  com- 
fortably. It's  no  surprise  that 
this  laptop  comes  from  IBM. 
ThinkPads  may  not  always 
be  the  most  poweiful  laptops, 
they  don't  have  the  biggest 
displays,  and  they  aren't  the 
cheapest.  But  they  do  set  the 
standard  for  keyboards.  And, 


for  my  money,  the  TrackPoint 
pointing  stick  is  the  best 
mouse  substitute  out  there. 

The  $1,999  ThinkPad  240 
isn't  a  head-turner  like  the 
Sony.  The  case  is  plastic,  not 
magnesium,  and  it  comes  in 
dull  old  ThinkPad  black.  But 
it  weighs  just  2.9  pounds  in  a 
package  smaller  than  a 
sheet  of  copier  paper 
and  just  an  inch  thick 
(table).  The  10.4-inch 
display  is  small  yet 
crisp  and  bright. 

Then  there's  the 
keyboard.  Of 
course,  IBM  cut 
some  corners  to 
keep  the  pack- 
age this  small. 
The  keyboarc 
is  nearly  two 
inches  nar- 


Most  important,  the  up-and- 
down  movement  of  the  keys, 
a  critical  consideration  for  ac- 
curate typing,  is  the  same 
three  millimeters  as  on  full- 
size  laptops.  My  wife,  a 
skilled  typist,  pronounced  it 
"not  bad." 

The  240  is  a  specialized 
laptop.  It  is  a  supplementary 
computer,  not  a  desktop  re- 
placement, for  mobile  people 
who  value  extreme  portabili- 
ty over  speed  and  multimedia 
features.  The  300  MHz 
Celeron  processor  isn't  the 
fastest,  but  it  provides  plenty 
of  power  for  word  process- 
ing. E-mail,  and  spreadsheets, 
the  likeliest  uses  for  this  lap- 


rower  and  about  an 
inch  less  deep  than  the 
ThinkPad  600's.  The  basic  let- 
ter and  number  keys  are 
about  95%  the  size  of  those 
on  a  000.  The  shift,  enter,  and 
backspace  keys  are  smaller 
than  on  a  full-size  keyboard. 
The  tab  key  is  a  bit  odd.  It 
has  been  moved  down  a  row 
from  its  usual  position,  and 
it's  the  same  size  as  the  let- 
ter "a"  next  to  it.  (You  use 
function-shift  to  lock  caps,  an 
improvement,  in  my  opinion.) 


y 

top.  A  floppy 
chive  and  a  <-ih:um, 
a  $279  option,  have  to  be  at- 
tached separately.  There's 
just  one  Type  II  PC  Card  slot, 
so  I  couldn't  use  my  favorite 
accessory,  the  Xircom  Real- 
Port  combination  modem  and 
Ethernet  card.  But  the  built- 
in  50k  modem  eases  the  pain. 
And  unlike  most  ultralights, 
the  240  features  a  variety  of 
built-in  ports  to  let  you  hook 
up  to  an  office  network,  a 
mouse,  and  other  devices 


without  having  to  us(| 
expander  attachment! 

It's  interesting  to  I 
the  240  with  its  sibf 
WorkPad  Z50,  which| 
the  Windows  CE  o 
system  designed  for 
devices.  The  Z50 
about  half  the  240j 
The  Z50  comes  in  a: 
identical  case  and 
same  keyboard. 
FLEXIBILITY  GAP.  On 
side,  the  Z50,  like 
puters,  comes  on 
when  you  hit  th 
switch,  and  it  will 
to  16  hours  on  a 
charge,  ibm  claims 
hours  of  battery  lifV 
240.  I  found  that  a 
mistic,  but 
produce 
better 
preproi 
test  u 
The 
nuses  i 
importa: 
a  dinky  8 
sive-mat: 
Worse,  t 
stuck  usi 
soft's  se 
Windows  C 
tions.  As  a 
Z50  will  be 
mainly  to  cosi| 
tasks,  such 
order-taking  soj 
field  sales  fori 
pect  that  anyon] 
a  choice  will 
spend  the  extra 
a  laptop  that  offe: 
display  and  the  fk-j 
limning  regular  de| 
grams  under  Wind' 
or  NT. 

I  have  been  se; 
a  long  time  for  a  r 
laptop  for  the 
everything  I  have 
from  Windows  C 
mini-notebooks  liki 
ba  Libretto  to  ultr 
the  Sony  vaio  50i 
too  many  compron; 
promise  is  a  fact 
laptop  this  small, 
ThinkPad  240,  ibiv| 
choices  I  can  li 
think  must  weary 
liors  will  agree 


J 


Eater 


to  Mind , 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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!  PEACE  AND  QUIET 
D  A  GOOD  BOOK 


Tier  can  be  exhausting:  tour- 
exotic  places,  sunning  and 
mming  at  the  beach,  hiking, 
g,  ball  games — whew!  But 
time  for  solitude,  nothing  beats 
ad.  Here  to  help  you  pick  from 
e  daunting  pile  of  booksellers' 
business  week's  annual  sum- 
rback  roundup, 
better  to  lose  yourself  than 
aging  biography?  Perhaps  no 
in  modern  business  history 
;uch  strongly  held  views  and 
a  legacy  as  the  subject  of  The 
V  Way:  Frederick  Winslow  Taylor 
f,  Enigma  of  Efficiency  by 
|  inigel  (Penguin,  $17.95). 
1  e  father  of  scientific  A 
\  ent,  came  from  a 
'hiladelphia  family 
ded  Phillips  Ex- 
smy,  from  which 
pected  to  move  g 
vard  Universi- 
.  18,  he  broke 
apprenticed 
.t  Enterprise 
Works,  a 
np  maker  in 
lia  owned  by 
ends.  The  op- 
changed  his 
with  it,  the  en 
ice  of  work.  In 
/elously  done  bi- 
reviewer  Robert 
'  reported,  the  au 
red  Taylor  to  be 
man  whose  30-year 
tng  crusade  on  behalf  of 
nanagement  attracted  sup- 
om  the  left  as  well  as  the 
opponents  from  every  part  of 
d  spectrum.  The  book  reads 
fs  Dowling,  that  "I  was  sorry 
ded." 

lutiful  Mind  (Touchstone,  $16), 
;ar,  an  economics  correspon- 
he  New  York  Times,  tells  the 
story  of  John  Forbes  Nash 
ator  of  modern  game  theory 
'59,  while  in  his  30s,  devel- 
tute  case  of  paranoid  schizo- 
riven  by  voices  and  visions, 
his  tenured  post  at  Massa- 
stitute  of  Technology  and  for 


the  next  30  years  languished  in  obscu- 
rity. Miraculously,  over  time,  he  recov- 
ered. And  in  1994,  he  was  awarded  the 
Nobel  Memorial  Prize  in  Economic  Sci- 
ence as  a  result  of  his  youthful  work 
on  game  theory.  Reviewer  Michael  J. 
Mandel  found  that  even  though  the  book 
fails  to  explore  game  theory  adequately, 
it  "represents  a  staggering  feat  of  writ- 
ing and  reporting  and  includes  an  un- 
precedented look  at  the  inner  workings 
of  the  Nobel  prize  committee." 


DEEP  THOUGHT 


Biography,  economics, 
art  history,  social 
issues-take  your  pick 
from  business  week's 
paperback  roundup 


Memoirs  have  become  popular  in  re- 
cent years  with  book  publishers  and 
readers  alike.  In  Burn  Rate:  How  I  Sur- 
vived the  Gold  Rush  Years  on  the  Internet 

(Touchstone,  $14),  journalist  and  entre- 
preneur Michael  Wolff  describes  his  ex- 
periences during  the  Net's  exhilarating 
early  days.  It's  a  world,  he  says,  where 
hype  matters  more  than  reality  and 
where  a  mere  idea  can  be  dressed  up 
and  sold  to  eager  investors,  creating 
paper  fortunes  overnight.  As  evidence, 
Wolff  describes  how  his  own  modest 
publishing  venture  became  a  hot  prop- 
erty, sought  after  by  venture  capital- 
ists and  investors  even  though  it  had 
revenues  of  only  slightly  more  than 
$1  million  a  year  and  losses  of  around 
$3  million.  In  time,  as  deal  after  deal 
collapsed,  Wolff's  fantasies  unraveled. 
He  was  hardly  alone  in  taking  a  wild 
ride,  as  Burn  Rate's  history  of  the  com- 
mercialization of  the  Internet  demon- 
strates. Reviewer  Amy  Cortese  said: 
"Burn  Rate  is  a  fascinating  cautionary 
tale  that  should  be  required  reading 
for  all  would-be  Net  entrepreneurs." 
If  art  and  culture  are  more 
your-  dish,  consider  Portrait  of  Dr. 
Gachet:  The  Story  of  a  Van  Gogh 
Masterpiece,  Money,  Politics, 
\   Collectors,  Greed,  and  Loss  by 
Wk  former  Forbes  and  Wall 
%  Street   Journal  reporter 
B  Cynthia  Saltzman  (Penguin, 
$14.95).  In  the  spring  of 
1990,  at  the  peak  of  the 
!  art     market's  frenzied 
W   boom,  a  Japanese  paper 
W  magnate   paid   a  record 
St       $S2.5  million  for  one  Vin- 
Hv   cent  van  Gogh  painting.  The 
v   portrait,  of  Paul-Ferdinand 
■    Gachet,  the  provincial  French 
Wj  doctor  who  last  treated  van 
mm    Gogh  (and  whose  own  art  col- 
lection  is  currently  on  display  at 
New  York's  Metropolitan  Museum 
r  of  Art),  had  first  sold  for  $58.  How 
did  the  piece  so  escalate  in  value?  That 
is  what  Saltzman  set  out  to  discover. 
Among  other  things,  she  found  that 
van  Gogh's  work  was  one  of  the  first 
beneficiaries  of  the  late  19th  century 
rise  of  the  modern  art  market.  Saltz- 
man's  well-researched  account  traces 
the  painting's  sales  and  eventual  rescue 
to  the  U.  S.  following  its  condemnation 
by  the  Nazis  as  "degenerate."  Review- 
er Thane  Petersen  found  the  book  "fas- 
cinating," noting  that  "it  provides  a 
case  study  of  how  the  modern  art  mar- 
ket developed  and  how  the  forces  of 
commerce  and  connoisseurship  can  en- 
sure that  genius  will  out." 

Dramatic  expenditure  is  also  the  sub- 


l'jml  mm 


There's  no  feeling  quite  like  it.  Your  company  is 
umming  along.  Sales  are  booming.  And  Wall  Street  is 
'ooling  over  you.  Except  that  Marketing  keeps  asking 
>ra  little  more  each  month.  To  keep  the  customers  that 
>u  do  have.  Better  yet.  to  get  more  out  of  them.  And.  of 
)urse.  to  replace  the  ones  that  didn't  come  back. 

Simply  put.  loyal  customers  return.  They  spend 
ore.  They  ensure  company  growth,  not  stagnation, 
hich  is  why  an  integrated  promotion  and  direct 
arketing  solution  designed  by  Netcentives  can 


increase  your  Return  On  Loyalty M  (not  just  ROD.  Little 
wonder  —  Netcentives  was  delivering  loyalty  marketing 
programs  before  the  phrase  was  an  industry  buzzword. 

That's  just  one  example  of  how  Netcentives  thinks. 
We  also  have  the  patented  processes  and  proven, 
scalable  systems  in  place  right  now.  Plus  dog-years  of 
Internet  experience.  But  don  t  take  our  word  for  it  —  visit 
our  site  and  read  why  the  Internet's  leading  brands  trust 
us  with  their  most  valuable  asset:  customers.  Which, 
lately,  has  helped  keep  quite  a  few  hairlines  intact. 


Netcentives 

Rewarding  Relationship  -  ' 


www.netcentives.com 
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Books 


ject  of  Juliet  B.  Schor's  The  Overspent 
American:  Why  We  Want  What  We  Don't 
Need  (Harper  Perennial,  $13).  Ameri- 
cans are  engaged  in  an  intensifying  "na- 
tional shopping  spree"  rooted  in  com- 
petitive emulation — keeping  up  with  the 
Joneses  on  a  manic  scale,  alleges  Schor, 
a  Harvard  University  economist.  "We 
are  impoverishing  ourselves,"  she 
writes,  "in  pursuit  of  a  consumption 
goal  that  is  inherently  unachievable." 
It's  not  just  that  we  want  to  have  the 
same  things  as  the  next-door  neigh- 
bors. Rather,  Schor  says,  the  problem  is 
that  we  want — and  buy — the  stuff  that 
we  see  those  with  more  moolah  enjoy- 
ing. In  recent  years,  the  gap  between 
rich  and  poor  has  widened,  creating  a 
highly  visible  class  of  the  superwealthy 
who  set  outrageous  spending  prece- 
dents for  everyone  else.  At  the  same 
time,  television  ads,  not  to  mention  the 
programs  they  accompany,  have 
brought  images  of  Lexuses  and  Rolexes 
to  the  attention  of  average  Joes.  Re- 
viewer Keith  Hammonds  found  that 
Schor's  book  "employs  imaginative  eco- 
nomic analysis  to  show  us  the  inner 
workings  of  our  materialism." 

A  veiy  different  social  problem  is  ex- 
amined in  Mike  Davis'  Ecology  of  Fear: 
Los  Angeles  and  the  Imagination  of  Disas- 
ter (Vintage,  $14).  Despite  its  conspira- 
torial tone,  the  book  provides  "an  enor- 
mously convincing  and  terrifying" 
picture  of  environmental  mismanage- 
ment, according  to  reviewer  Eric  Schine. 
For  example,  Davis  observes  that  when 
firestorms  engulf  whole  mountain 
ranges,  taking  with  them  multimillion- 
dollar  Malibu  mansions,  it's  not  some 
freak  of  nature,  as  the  local  TV  news 
reports  proclaim.  Rather,  asserts  the 
author,  it's  the  consequence  of  a  mis- 
guided policy  that  allows  the  chaparral 
to  accumulate  for  years  only  to  ignite 
into  uncontrollable  conflagrations.  Davis, 
a  Mac-Arthur  Fellow  who  has  taught 
urban  theory,  discusses  such  diverse 
phenomena  as  the  return  of  mountain  li- 
ons to  the  metropolitan  area  and  L.  A.'s 
lack  of  preparation  for  the  coming  giant 
earthquake.  At  the  root  of  all  the  city's 
problems:  the  ignorance  of  "Anglo"  set- 
tlers who  have  insisted  on  irrigating 
the  parched  land,  leveling  mountaintops, 
and  erecting  endless  rows  of  flimsy  stuc- 
co houses. 

Even  with  its  growth-related  prob- 
lems, Los  Angeles  probably  seems  like 
a  great  place  to  many  inhabitants  of 
the  developing  world.  Why  do  some  ar- 
eas seem  so  economically  blessed  while 
others  lag  behind?  That  is  the  subject 
economic  historian  David  S.  Landes 
tackles  in  The  Wealth  and  Poverty  of  Na- 


tions:  Why  Some  Are  So  Rich  and  Some 
So  Poor  (Norton,  $15.95).  Although  he 
ranges  widely  in  his  choice  of  locales, 
the  Harvard  University  professor  emer- 
itus is  admittedly  and  unabashedly  Eu- 
rocentric, arguing  that  "for  the  last 
thousand  years,  Europe  (the  West)  has 
been  the  prime  mover  of  development 
and  modernity."  Why?  The  author  em- 
phasizes Western  civilization's  encour- 
agement of  literacy  and  learning,  the 
relative  openness  and  flexibility  of  po- 
litical systems  and  social  institutions, 
and  its  ability  to  use,  adapt,  and 
invent  technologies.  Re- 
viewer Karen  Pennar 
found  the  book  "fasci- 
nating" and  "a 
rich  source  of 
information," 
though  "irritat- 
ing because  of  m 
Landes'  opin-  5 
ionated  and 
crotchety  style, 
which  is  par- 
ticularly on  dis- 
play as  he 
drags  the  read- 
er into  academe's 
culture  wars." 


GOING  BATS 


Tim  McCarver's 
baseball  book  reveals 
layers  of  strategy  and 
action  that  even 
serious  fans  have 
rarely  considered 

Could  the  New  World  have  attained 
its  current  level  of  development  with- 
out that  peculiar  institution,  slavery? 
Historian  Hugh  Thomas,  author  of  the 
908-page  The  Slave  Trade:  The  Story  of 
the  Atlantic  Slave  Trade,  1440-1870 
(Touchstone,  $20)  doubts  it  could  have. 
His  account  focuses  on  the  intricacies  of 
the  transatlantic  trade — its  origins, 
methods,  and  economics.  Moreover,  the 
author  observes,  this  commerce  became 
"an  essential  part  of  the  economies  of 
all  advanced  countries"  by  the  end  of 
the  1700s.  Key  participants  included 
Portugal,  Spain,  Holland,  France,  Scan- 
dinavia, and  England.  But  the  1800s 
saw  a  turnabout:  The  growth  of  aboli- 
tionist sentiment  in  Britain  led  to  that 


country's  transformation  fronts 
world's  most  active  slave  tradr 
global  antislavery  policeman.  Stillil 
ery  lived  on  in  Cuba  and  Brazil  tk 
end  of  the  19th  century.  The  1 
Trade,  with  its  uncompromising  sin  r 
erudition  drawn  from  a  wealth  oil1 
inal  and  secondary  sources,  is  « 
dispensable  account  of  a  repuB 
institution. 

On  the  lighter  side,  even  the  I 
est  baseball  fan  can  profit  froroj 
McCarver's  Baseball  for  Brain  Sujta 
and  Other  Fans  by  Tim  McGn 
and  Danny  Peary  (Villard, 

This  book  is  the  m% 
Anatomy  of  the  nini 
pastime,    as  |B 
Carver,  the 
renowned 
cast  analysts 
with  sports 
Peary,  ide  ifi 
isolates,  an 
fuses  the 
of  this  re.£U 
ably  comp|a< 
f  activity.  Fa  I 
ample,  the  4^ 
tell  us  that  "a  |u 
ball  on  a  1-1  pitcfyl 
the  bat  down;  a  fastft 
1-2  can  cause  the  batjr 
swing  late."  Reviewer  Ray  Hoffnii 
served  that  the  book  "peels  aMj 
the  Great  American  Game,  reto 
layers  of  strategy  and  action  thai 
the  most  serious  fans  have  ralj-. 
ever,  considered." 


e ,-. 


Or  for  a  humorous  peek  into 
periences  of  single  women  trjk 
make  their  way  in  a  hostile  woi, 
the  hot-selling  Bridget  Jones's  Civ- 
Helen  Fielding  (Penguin,  $12.<j). 
outgrowth  of  a  popular  British^ 
paper  column,  the  book  is  a  ficti<ja 
count  of  the  life  of  a  disorganize 
cure,  weight-obsessed  woma 
stumbles  through  a  world  full  of 
and  "singletons"  while  trying  I 
with  her  job  at  the  bbc.  "Bridgei1 
ly,  self-absorbed,  man-obsessed- 
thing  that  the  modern  single  w<H 
meant  to  abhor,"  noted  reviewer 
ine  Arnst.  But,  she  adds,  "the 
ring  of  familiarity  about  her  dayo 
struggles." 

So  there  you  have  it,  a  hoiil 
assignment  to  keep  you  blissful 
occupied  through  Labor  Day-p 
which  time  publishers  will  projd^-^ 
with  an  avalanche  of  new  booksj?<l| 
a  reader's  work  is  never  done,  j 
COMPILED  BY  HARD^f 

Green  is  business  WEEK'sP 
Editor. 
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■ WANT  TO  DELIVER  FINANCIAL 
SERVICES  IN  THE  WEB  AGE? 
Learn  the  new  rules. 

E-Customer  Forum 

I The  New  World  of  the 
Customer  in  Control 
Co-produced  by  Business  Week  and 
the  American  Bankers  Association 
Grand  Hyatt  San  Francisco  on  Union  Square 
San  Francisco,  California 
July  19-20, 1999 
At  this  executive-level  briefing,  you'll  hear 
success  stories  from  electronic  financial 
service  providers  and  online  businesses— 
and  discover  how  you  can  connect  with 
customers  in  our  new  digital  environment. 
The  Forum  features: 
>•  New  approaches  for  delivering 
personal  financial  services  online 
>  Trends  and  predictions  regarding 
e-customer  expectations 
>  Experts  including  John  Hagel  III  of 
McKinsey  &  Company,  Inc.,  co-author 
of  Net  Worth:  Shaping  Markets 
When  Customers  Make  the  Rules 
Don't  miss  this  prestigious  event,  the 
only  conference  that  studies  those  really 
in  control  of  e-banking  and  e-business— 
the  customers! 
For  details,  call  ABA  Customer  Service  at 
1-800-338-0626  or  visit  www.aba.com. 
Be  sure  to  also  mark  your  calendar  for  the 
new  ABA  Future  Payments  Conference 
and  Expo,  September  12-15,  in  Chicago. 


'no's  behind  the  mouse? 


Understand  Customers 

Ctrl+U 

Enable  E-Interactions 

Ctrl+I 

Identify  Opportunities 

Ctrl+0 

Evaluate  Risks 

Ctrl+R  ' 

Find  Technology  Solutions 

Ctrl+F 

Check  Competition 

Ctrl+C 

Chat  With  Experts 

Ctrl+E 
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PROFITS  & 


PRIN  C 


The  sun  holds  such  bright  promise  as 


a  clean,  renewable  energy  source. 
And  yet  for  years,  it's  remained  out  of 
reach.  Clean/yet  too  expensive 
the;  question  is:  do  we  follow  the  sun 
or  just  turn  out  the  lights  and  go  home? 


Im^iSo^k  a'sepo«*e  ond  distinct  enti&n  to  adverti-ment  the ZZ&'Srtfa L^^^^^^ 


OR  MAKE  A  DREAM  COME  TRUE? 


I  alternative  energy  is  no  alternative.  Keeping  pace 
ith  the  world's  accelerating  demand  for  energy  and 
lying  power  to  remote  areas  require  Shell  to  pursue 
ible  resources  like  solar,  biomass  and  wind  energy, 
'e  established  Shell  International  Renewables  with  a 
US$500  million  commitment  to  develop  these  new 
ies  commercially.  One  of  our  goals  is  to  make  solar 
energy  cheaper,  more  efficient  and  more  accessible, 
•  businesses  and  homes.  It's  part  of  our  commitment 
to  sustainable  development,  balancing  economic 
;s  with  environmental  care  and  social  responsibility, 
vith  real  goals  and  investment,  energy  from  the  sun 
can  be  more  than  just  a  daydream. 


WE  WELCOME  YOUR  INPUT  CONTACT  US  ON  THE  INTERNET  AT  WWW  SHELL.COM/SOLAR  OR 
EMAIL  US  AT  'TELL - SHELL@SI  SHELL  COM'  OR  WRITE  TO  US  AT  'THE  PROFITS  &  PRINCIPLES  DEBATE' 


Silicon  Graphics  is  now 


iar 


That's  short  for  Servers,  supercomputers  and 
graphics  workstations  that  enable  breakthrough  insights. 

servers  may  not  be  what  you  know  us  for.  But  just  like  our  graphics  workstations,  SGI™  sei 
have  a  proven  history  of  doing  things  other  computers  can't.  Right  now,  companies  around  the  world  are  usin: 
servers  to  solve  their  toughest  business  challenges  —  and  gaining  a  true  competitive  advantage.  From  develc 
new  products  faster,  to  mining  massive  databases  for  hidden  new  business  opportunities,  or  sending  I 
streaming  simultaneously  to  thousands  via  the  Internet.  So  no  matter  how  formidable  your  task,  SGI  server:: 
deliver  the  performance,  scalability  and  reliability  you  need  to  take  it  on.  What's  more,  our  partnerships 
premiere  software  companies  mean  fully  integrated  solutions  that  enable  you  to  leverage  your  company's  asse 
and  fundamentally  change  the  way  you  do  business.  Add  in  SGI  Global  Services  and  you  know  you  have  a  s\ 
solution  you  can  count  on.  To  learn  more,  visit  us  on  the  Web.  Because  no  matter  what  challenge  you're  facin  t 
solution  is  always  in  sight. 


www.sgi.com 
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The  world  financial  crisis  that  erupted  a 
year  and  a  half  ago  is  over.  Even  In- 
donesia and  Russia  are  doing  better, 
and  they  are  the  weakest  economies  involved. 
Some  lessons  from  this  setback  can  help  mit- 
igate the  severity  of  those  that  will  surely 
come  in  the  future.  Unfortunately,  much  of 
the  established  economic  medicine  recom- 
mended is  likely  to  make  the  patients  sicker. 

The  Russian  default,  the  collapse  of  many 
exchange  rates,  and  the  rapid  withdrawal  of 
capital  from  some  economies  led  to  a  panic  in 
the  world  of  ideas  as  well  as  in  international 
capital  markets.  Financiers,  economists,  and 
journalists  asserted  that  many  economies 
were  in  a  Great  Depression  reminiscent  of 
the  1930s  that  might  not  end  until  the  next 
century.  Paul  Kingman,  of  the  Massachusetts 
Institute  of  Technology,  published  The  Re- 
turn of  Depression  Economics,  while  promi- 
nent financier  George  Soros  penned  The  Cri- 
sis of  Global  Capitalism,  which  warned  about 
serious  defects  in  the  system. 

Global  capitalism,  which  is  based  on  profit, 
may  not  be  able  to  avoid  periodic  financial 
crises.  Yet  the  rapid  disappearance  of  the 
Brazilian  crisis  and  the  recovery  of  Asia 
demonstrate  that  it  also  has  powerful 
strengths.  The  hunt  for  profitable  opportuni- 
ties limits  the  duration  of  crises  by  inducing 
foreign  capital  to  return  to  economies  with 
improved  prospects  for  investments. 

The  crisis  stimulated  numerous,  often  con- 
tradictory, proposals  for  "reforms"  in  financial 
architecture.  Many  want  to  strengthen  the 
International  Monetary  Fund  by  making  it  a 
lender  of  last  resort  or  a  global  central  bank. 
Others  wanted  to  abolish  the  IMF  entirely. 
Some  advocated  greater  flexibility  in  ex- 
change-rate systems,  while  others  made  the 
case  for  greater  rigidity.  There  were  sugges- 
tions for  insurance  for  foreign  investments,  an 
international  bankruptcy  court,  put  options 
in  bank  credit,  controls  over  movement  of 
capital  (especially  short-term  flows),  and 
greater  supervision  of  financial  institutions. 
WORST  HIT.  An  international  bankruptcy 
court  and  greater  information  about  the  port- 
folios of  banks  would  be  helpful,  but  the  cas- 
es for  most  other  proposals  are  weak.  The 
most  dangerous  are  the  calls  for  "tempo- 
rary" quotas  and  taxes  on  the  international 
flow  of  capital.  This  recommendation  ignores 
that  decades  were  required  to  remove  the 
so-called  "temporary"  control  over  capital 


imposed  during  the  1930s  and  '40s.  Chile, 
years  ago,  introduced  taxes  on  short-term 
capital  inflows.  But  it  began  phasing  out  this 
tax  just  as  it  was  being  proposed  as  a  mod- 
el for  others. 

Exchange-rate  systems  have  been  the 
weakest  link  in  the  international  capital  mar- 
ket. The  present  episode  and  the  1995  Mex- 
ican devaluation  clearly  demonstrate  that 
financial  crises  are  more  likely  when  ex- 
change rates  are  pegged  to  one  of  the  major 
currencies.  The  worst-hit  countries  during 
the  recent  crises,  including  Indonesia  and 
Russia,  pegged  then*  rates  to  the  dollar  with- 
out providing  financial  commitments  to  main- 
tain these  rates  in  the  event  of  large  capital 
outflows. 

Flexible  exchange  usually  provides  the  best 
protection  against  rapid  withdrawals  of  capi- 
tal. However,  politics  often  work  against  flex- 
ible rates  because  they  allow  weak-willed  and 
corrupt  governments  to  easily  expand  gov- 
ernment spending.  The  conniption  in  Russia 
and  Indonesia  demonstrate  that  many  gov- 
ernments are  too  willing  to  spend  precious  re- 
sources to  bail  out  cronies  and  weak  state 
enterprises. 

WITHOUT  CLOUT.  By  contrast,  rigidly  fixed 
rates — either  via  cuirency  boards,  as  in  Ar- 
gentina and  Hong  Kong,  or  through  adoption 
of  one  of  the  international  currencies  (so- 
called  "dollarization") — do  prevent  countries 
from  financing  expenditures  simply  by  print- 
ing money.  These  systems  require  nations  to 
have  foreign  reserves  as  backing  for  their 
currencies.  Dollarization  is  being  discussed 
by  Mexico  and  Argentina  to  impose  more 
stringent  controls  over  state  spending. 

Emerging  economies  should  privatize  gov- 
ernment banks  and  open  up  the  financial 
sector  to  foreign  commercial  and  investment 
banks.  This  would  give  stiff  competition  to 
domestic  banks  and  enable  startups  without 
political  clout  to  gain  access  to  the  world 
capital  market. 

The  strong  recovery  in  many  countries 
from  their  recent  financial  difficulties  shows 
that  global  capitalism  is  alive  and  kicking. 
But  the  experience  illustrates  that  pegged 
exchange  rates  have  been  a  very  weak  part 
of  the  international  financial  architecture. 
Free-floating  or  rigidly  fixed  exchange  rates 
should  be  adopted,  but  the  choice  depends 
more  on  domestic  politics  than  on  interna- 
tional economics. 


jL       ^  With  Microsoft,  your  company  is  oniyY 


The  digital  economy  holds  virtually  unlimited  possibilities  for  your  business.  TO:.  ; 
capitalize  on  everything  your  company  knows,  every  minute  of  the  day?  Want  tok- 
your  supply  chain?  Want  to  be  closer  to  your  best  employees?  Your  best  vendci' 
best  customers? 

It's  all  possible.  But  to  do  it,  you'll  need  an  environment  in  which  all  the  pifc 
are  part  of  your  organization  are  working  within  a  system  that  allows  a  rich,  ra/i 
accurate  flow  of  business  information.  An  environment  where  your  team  acts  tot 
quickly  as  a  single  person  could  act,  but  yet  they  possess  the  insights  of  the  enc 
And  when  your  business  reaches  this  level,  where  your  employees,  partners,  j 
customers  are  all  connected,  you've  got  a  digital  nervous  system. 

So  how  far  is  your  company  from  this  ideal?  Well,  if  you're  like  thousand:') 
businesses  already  using  familiar  Microsoft'  tools  to  help  run  your  company  (foi« 
millions  of  people  use  Microsoft  Windows  in  business  every  day),  the  possibility 
digital  economy  are  closer  than  you  think.  Only  as  far  away  as  your  PC,  in  fact 

Here's  an  example:  Take  the  widely  popular  product  Microsoft  Office.  Wit!1 
few  clicks,  you  can  post  documents  to  the  company  intranet  so  that  memberi'l 
team  can  review  and  comment  on  the  document  anytime,  anywhere.  Add  to  thai 


Microsoft  offers  the  best  Integrated  solution  from  desktop  to  data  center: 


The  operating  system  used  by  millions  around  the  world  on  PCs,  handheld  devices,  and  servers  to  bring  PCs  and  the  Internet  toget'.' 
The  world's  most  popular  business  productivity  software,  enabling  people  to  develop  ideas  and  share  knowledge  in  powerful  new  ways, 
The  flexible  server  platform  for  building  mission-critical  e-commerce,  knowledge  management,  and  line-of-business  solutio! 
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rom  all  the  possibilities  of  the  digital  economy.  ► 


II  product,  Microsoft  BackOffice',  and  you're  a  click  away  from  accessing  and 

lei  g  all  the  data  in  your  company,  no  matter  where  it  resides. 

4  'hich  gives  you  a  computing  environment  that  provides  unprecedented  decision 

:    quicker  response  time,  and  turns  workers  into  knowledge  workers. 

I  <.e  to  show  you  how  Microsoft  Office,  the  BackOffice  family,  and  the  Windows 

m  i  combine  with  our  many  hardware,  software,  and  service  partners  to  more  quickly 

H  volve  your  company  into  an  organization  poised  for  success  in  the  new  digital 

m  i  organization  that,  from  desktop  to  data  center,  has  undergone  a  quantum  shift 

let  Bfficiency  and  productivity,  without  having  to  rip  and  replace  your  entire  information 

u<j  e.  In  short,  a  company  with  a  powerful  digital  nervous  system. 

I  all,  you  can  start  your  company's  evolution  to  a  digital  nervous  system  right  now 

I  of  our  many  industry  partners.  Once  you  get  started,  you'll  be  joining  many  premier 

iiej  ho  are  already  building  or  using  a  digital  nervous  system,  including  Barnes  &  Noble, 

>ai  MasterCard,  Dell,  Office  Depot.  British  Petroleum,  and  Nabisco.  For  complete 

art  lelpful  case  studies,  visit  www.microsoft.com/dns 
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Where  do  you  want  to  go  today? 


arte|  idemarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  OtheF  product  and  company  names  mentioned  herein  may  be  the  trademarks  of  their  respective  owners 


Economic  Trends 


BY  GENE  KORETZ 

WHO'S  CARING 
FOR  THE  AGED? 

Increasingly,  it's  spouses  at  home 

If  Social  Security  represents  the  chief 
future  challenge  posed  to  the  econo- 
my— and  taxpayers — by  baby  boomers 
entering  retirement,  then  health-care 
costs  are  not  far  behind.  And  the  pro- 
vision of  long-term  care  in  nursing 
homes  is  a  big  part  of  the  story. 

A  look  at  Sweden  underscores  the 
coming  problem.  Today,  just  14%  of  the 
U.  S.  population  is  65  and  over,  and 
long-term  care  accounts  for  one-tenth 
of  total  health-care  outlays.  But  by  2030, 
the  aged  fraction  of  the  population  will 
hit  20%.  And  in  Sweden,  where  20%  of 
thf  population  is  already  over  65  (as  it 
is  in  several  other  European  countries), 
long-term  care  accounts  for  no  less  than 
a  third  of  health-care  spending. 

A  PUZZLING  SLOWDOWN 
IN  NURSING-HOME  DEMAND 
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This  picture  is  hardly  surprising  in 
light  of  the  fact  that  use  of  long-term 
care  (currently  averaging  about  $130 
per  day)  rises  at  an  increasing  rate  as 
people  age.  What  is  puzzling,  however, 
report  Darius  Lakdawalla  and  Tomas  J. 
Philipson  of  the  University  of  Chicago  in 
a  new  National  Bureau  of  Economic  Re- 
search study,  is  that  demand  growth 
for  long-term  care  in  the  U.  S.  has  been 
slowing  sharply  for  several  decades  de- 
spite the  swelling  ranks  of  the  elderly. 

Since  the  mid-1970s,  the  over-75  pop- 
ulation (which  accounts  for  some  83% 
of  nursing-home  residents)  has  been  in- 
creasing at  a  2.7%  annual  clip.  But  the 
growth  in  nursing-home  residents  has 
progressively  slowed,  from  a  4.8%  rate 
in  the  mid-1970s,  to  1.7%  by  the  early 
1980s,  to  an  even  slower  0.4%  pace  by 
the  early  1990s  (chart). 

Remarkably,  this  slowdown  has  oc- 
curred in  spite  of  several  developments 


that  should  have  caused  demand  for  care 
to  accelerate  strongly.  A  vastly  expand- 
ed Medicaid  program,  for  example,  now 
picks  up  the  tab  for  65%  of  nursing- 
home  bed-days.  Because  most  females 
now  work,  fewer  daughters  are  avail- 
able to  provide  family  care  at  home. 
And  widespread  state  legislative  changes 
in  the  mid-1980s  encouraged  new  en- 
tries into  the  nursing-home  industry. 

So  why  has  the  rise  in  nursing-home 
use  slowed  so  much?  The  answer,  claim 
Lakdawalla  and  Pliilipson,  relates  to  the 
improving  health  status  and  longevity  of 
elderly  men.  Their  analysis  suggests 
that  aging  can  actually  dampen  demand 
for  long-term  care  if  it  boosts  the  supply 
of  spousal  care-givers  at  home. 

In  the  early  1970s,  note  the  re- 
searchers, older  women's  health  and 
longevity  were  improving  a  lot  faster 
than  men's.  Although  better  health  by 
itself  tended  to  temper  the  need  for 
care,  the  pickup  in  longevity  resulted 
in  a  relative  scarcity  of  older  men.  Thus, 
many  women  who  could  have  stayed  at 
home  if  a  helpmate  were  around  wound 
up  in  nursing  homes,  and  the  use  of 
long-term  care  took  off. 

By  the  1980s,  however,  elderly  men 
were  not  only  enjoying  better  health 
but  were  also  stalling  to  post  larger  in- 
creases in  longevity  than  elderly  women 
(though  women  still  outlive  men).  And 
by  the  end  of  the  decade,  their  num- 
bers were  rising  faster,  as  well.  The  up- 
shot has  been  a  sharp  slowdown  in  the 
growth  of  nursing-home  care. 

Looking  ahead,  Lakdawalla  and 
Philipson  believe  the  demand  for  long- 
term  care  may  well  stay  restrained.  Not 
only  is  the  health  of  the  elderly  contin- 
uing to  improve  but  elderly  male  con- 
tingents are  continuing  to  grow  faster 
than  their  female  counterparts — boosting 
the  supply  of  spousal  care-givers. 


THE  EUR0DRAG 
ON  U.S.  PROFITS 

A  weak  euro  and  soft  demand  hurt 

Although  Asia  seems  on  the  mend 
and  Latin  America  more  resilient 
than  anyone  expected,  don't  assume  that 
U.  S.  multinationals  will  be  raking  in 
more  overseas  profits  this  year.  Econo- 
mist Joseph  P.  Quinlan  of  Morgan  Stan- 
ley Dean  Witter  points  out  that  Europe 
is  still  posting  quite  lackluster  growth — 
and  it  normally  accounts  for  at  least 
half  of  U.S.  profits  from  overseas  affili- 
ates (56%  in  1998). 

Last  year,  U.  S.  international  profits, 


CORPORATE  AMEI 
EUROPEAN  STI 


which  account  for  20%  to  25%  cj 
500  earnings,  fell  by  9.8%,  to  I 
billion.  Although 
economic  troubles 
in  Asia  and  Latin 
America  caused 
the  most  damage, 
profits   of  U.S. 
affiliates  in  the 
fourth-quarter 
were  17%  to  18% 
below  year-earlier 
levels  in  such  key 
European  markets 
as    France  and 
Germany.  Now, 
with  European 
demand  still  soft 
and     the  euro 
down   by  11.5% 
against  the  dollar  so  far  this  year, 
lan  warns  that  Europe's  impact  o 
foreign  earnings  in  1999  could  wel  I 
improvement  in  other  parts  of  th 
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JAPAN'S  UPTURF 
MAY  RE  FOR  RE 

A  top  forecasting  group  is  bull 

While  the  news  that  the  Jai 
economy  expanded  at  a  7. 
nual  rate  in  the  first  quarter 
most  observers  by  sutprise,  man 
omists  are  incredulous.  As  Step? 
Slifer  of  Lehman  Brothers  Inc.  oil 
"the  report  has  not  changed  01 
that  the  Japanese  economy  is  bi] 

along  the  bottom  

Still,  it's  worth  noting  that  twc 
before  the  first-quarter  numbei 
released,  one  respected  forecasting 


New  York's  Economic  Cycle 
Institute,  predicted  that  a  Japaip 
covery  was  about  to  unfold.  Thifl 
the  first  time  the  ecri  has  fore- 
upturn  since  it  projected  a  deep  J< 
recession  in  the  spring  of  1997. 

The  ecri  forecast  is  based  o' 
strong  bullish  signals.  First,  it 
range  gauge  for  the  Japanese  e 
which  tends  to  rise  about  half  a  , 
fore  an  upturn,  has  climbed  stei 
four  straight  months,  with  eve 
ponent — including  consumer  t 
tions  and  housing  starts — join; 
advance.  Second,  its  regular  leal 
dex,  which  looks  ahead  a  few  mil 
also  moving  higher,  though  le 
sively.  Finally,  its  coincident  iV — _ 
is  showing  incipient  signs  of  re* 

In  short,  says  ecri's  Anirvai 
ji,  "we  see  the  classical  pattd 
widening  cyclical  recovery." 
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ATTENTION 


All  customers  of  IKON  Office  Solutions,  Inc. 

including  OMI  of  California,  Inc.,  Taylor-Made  Office  Systems,  Inc., 
Standard  Office  Systems  of  Sacramento,  Inc.,  Tozier's  Business  Systems,  Inc., 
Ameritech  Equipment  Inc.,  Copy  Line  Corporation,  Advanced  Image 
Systems,  Inc.,  More  Copy  Systems,  Inc,  University  Copy  Systems,  Inc, 
Edgemont  Sales  Company,  Inc.,  Remco  Business  Products,  Inc  and  Cash 
Lewis  Company,  your  rights  may  be  affected  by  a  class  action 
lawsuit,  involving  optional  maintenance  contracts  for  photocopiers. 


Class  action  lawsuit  has  been  filed  in  the  California  Superior  Court  in  San  Francisco 
unty,  called  Lesser  v.  IKON  Office  Solutions,  Inc.,  Case  No.  992793.  The  lawsuit  alleges  that 
I  DN  and  its  predecessors  erroneously  calculated  the  amount  of  sales  taxes  due  on  optional  pho- 
|  ropier  maintenance  contracts  that  included  consumables,  such  as  toner  and  fuser  oil.  The  case 
!  'olves  the  manner  in  which  sales  taxes  were  calculated  and  not  whether  the  taxes  were  paid  to 
\  State  of  California,  which  is  undisputed.  The  parties  in  the  lawsuit  have  reached  a  settlement 
lich  involves  no  admission  of  fault  or  liability  on  IKON's  part.  The  settlement,  which  is  subject  to 
I  al  court  approval,  provides  that  80%  to  95%  of  the  sales  taxes  collected  will  be  refunded  under 
i  !  terms  and  conditions  set  forth  in  the  settlement  agreement. 

1  ho  is  Eligible?  You  may  be  a  class  member  if  you  were  a  customer  of  one  of  the  above- 
i  ntioned  companies  and  paid  California  sales  tax  reimbursements  on  account  of  optional  main- 
1  ance  contracts  for  photocopiers  that  included  consumables,  after  January  1,  1994. 

I  hat  is  the  Settlement?  The  proposed  settlement  provides  a  program  for  eligible  claimants 
t  ecover  sales  tax  reimbursements  that  were  alleged  to  have  been  erroneously  calculated. 

I'  tW  do  I  Obtain  Information?  If  you  wish  to  obtain  more  information  about  this  case,  or 
c  ain  a  claim  package,  write  to:  IKON  Litigation  Administration,  P.O.  Box  4390,  Portland,  Oregon, 
I  !08-4390  or  class  counsel:  Michael  Ram,  Esq.,  Levy,  Ram  8-  Olson  LLP,  639  Front  Street,  4th 
Fl  }r,  San  Francisco,  California  94111-1939  or  call  toll-free: 


You  may  be  entitled  to  compensation. 


1-888-236-6811 


The  Deadline  to  Opt-Out  of  the  Class  is  July  5, 1999. 
The  Deadline  to  file  a  claim  is  November  29, 1999. 


The  Hearing  before  the  Court  for  final  approval  of  the 
settlement  is  July  26, 1999. 


: 


DO  NOT  CONTACT  THE  COURT  OR 
CLERK'S  OFFICE  FOR  INFORMATION 


NOTHING  LASTS 
FOREVER,   BUT   NOW  YC 


RETIREMENT   INCOME  CAN 
LAST  A   LI  FETI  M  E. 


<7^  f/foroc  Lfii'tce  income  *  (ecount. 
immediate  trainable  annuity  utitn 
atHHotn  potential,  guatHinteea  imt/tt/ify 
income,  a/ft/  limitea  /v'v/*. 

No  one  wants  to  outlive  then"  retirement  savings.  Now 
you  can  use  a  portion  of  your  nest  egg  to  generate  an 
income  that  will  continue  throughout  your  retirement. 
The  T.  Rowe  Price  Income  Account,  a  variable  annuity, 
olters  you  not  only  retirement  income  lor  lite  but  an 
income  that  can  start  now. 

Guaranteed  income  lor  the  rest  of  your  life. 
Within  a  month  alter  vou  open  the  account,  you'll  begin 
to  receive  a  regular  income,  based  on  the  amount  ol 
money  you  invest  (minimum  $25,000),  that  will  continue 
to  pay  you  tor  the  rest  ol  your  lite  —  no  matter  how  long 
you  live. 

Growth  potential.  To  help  your  income  grow,  you'll 
have  the  flexibility  to  take  advantage  of  market  opportu- 


ne 


nities  by  investing  in  or  exchanging  among  any!'" 

I  ■■■■ 

T.  Rowe  Price  portfolios:  Limited-Term  Bond,  Pj 
Strategy  Balanced,  Equity  Income,  Mid-Cap 
International  Stock,  and  New  America  Growth. 
Limited  risk.  Regardless  of  what  happens  to  the  rrjr 
your  regular  annuity  payment  is  guaranteed  nevet; 
less  than  80%  of  its  original  amount.  And,  of  course 
continue  to  receive  payments  on  schedule. 
For   more   information,   including   fees  and  e\ 
request  a  prospectus.  Read  it  carefully  before  tnl 
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Life  Insurance  Company. 

Call  1-800-3-41-00-12 
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The  T.  Rowe  Pi  ice  immediate  variable  annuity  has  an  annual  mortality  and  expense  charge  of  0.5.VV  or  1 .-40%  tor  the  Income  Account,  the  arm  1 
mentioned  in  this  ad.  Management  lees  for  the  investment  options  vary  with  the  portfolio  selected.  Annuity  payments  may  fluctuate,  and  all  o  , 
of  such  payments  will  be  taxable  at  ordinary  income  tax  rates.  The  T.  Rowe  Price  Income  Account  is  a  variable  annuity  issued  by  Security  Bi| 
Insurance  Company  [Form  V6027],  The  guarantees  underwritten  by  the  insurers  are  subject  to  its  claims-paying  ability. 
T.  Rowe  Price  refers  to  the  underlying  portfolio  investment  managers,  T.  Rowe  Price  and  Rowe  Price-Fleming  International,  Inc.  (lor  the  In  l  " 
Stock  portfolio);  the  distributors,  T.  Rowe  Price  Investment  Services,  Inc.;  T.  Rowe  Price  Insurance  Agency,  Inc.;  and  T.  Rowe  Price  Insurai  4 
of  Texas,  Inc.  The  Security  Benefit  Group  of  Companies  and  the  T.  Rowe  Price  companies  are  not  affiliated.  The  Variable  Annuity  is  notavat^ 
si      s    This  contract  has  limitations.  Call  a  representative  lor  costs  and  complete  details  ot  coverage.  TRP  850  (5/99 
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TES  ARE  THE  QUESTION. 
IAT  IS  THE  ANSWER? 

iflation  in  May,  but  the  economy  is  still  running  flat  out 


s.  ECONOMY 


k    SON'S  BACK? 
EVER  MIND 

Oi  ONSUMER  PRICES 

X(!  ING  FOOD 


To  hike  or  not  to  hike?  That 
is  the  question.  For  the  first 
nee  March,  1997,  the  Federal  Reserve  is  seri- 
:onsidering  lifting  interest  rates.  To  be  sure, 
he  policymakers  sit  down  around  the  big  oval 
i  June  29-30,  the  resolve  of  Fed  Chairman  Alan 
pan  will  be  the  key  to  any  decision.  Still,  each 
1  bring  arguments  and,  based  on  the  latest  eco- 
lata,  each  will  have  plenty  of  ammo, 
he  inflation  hawks,  the  bottom  line  will  be  that 
ry  policy  is  too  stimulative,  based  on  the  per- 
strength  in  U.  S.  demand,  especially  by  con- 
and  that  the  economy  shows  few  signs  of  slow- 
cj  m  on  its  own.  Perhaps  most  important,  the 
s|  vill  argue  that,  in  retrospect,  the  three  quarter- 
t  ite  cuts  amid  the  financial-market  turmoil  last 
)]  /ided  unnecessary  stimulus. 

Also,  the  hawks  will  point 
to  the  extremely  tight  labor 
market,  which  was  the  prima- 
ry factor  in  the  May  18  shift  in 
Fed  policy  from  a  "neutral"  to 
"tightening"  stance.  Manufac- 
turing, whose  slump  had  taken 
pressure  off  the  labor  markets, 
now  shows  new  strength,  and 
firming  global  conditions  may 
begin  to  lift  now  rock-bottom 
commodity  prices, 
i  e  other  side,  the  more  dovish  policymakers 
ai  le  that  strong  growth  is  not  an  inflation  prob- 
aj  ong  as  productivity  growth  is  rapid  enough  to 
unit  labor  costs,  inflation's  primary  fuel.  They 
&i  say  that,  despite  tight  labor  markets,  wage 
vtj  s  slowing,  and  the  May  consumer  price  index 
v  j  tame  after  April's  unexpected  surge  (chart), 
i,  \\  m  the  dollar's  renewed  strength,  nonoil  import 
es  e  falling  again.  And  any  global  recovery  will 
qui  dy  absorb  the  worldwide  glut  of  capacity. 

0  ILL  PREVAIL?  Until  the  May  consumer  price 

report,  the  hawks  appeared  to  have  the 
|  nd.  That's  because  the  most  recent  economic 

1  s.!  iv  no  sign  that  growth  is  cooling  off.  Never- 
kwhe  cpi  did  not  rise  at  all  in  May,  and  the  core 

hich  excludes  energy  and  food,  rose  only  a 
*  (  7c  Those  numbers  strongly  argue  that  April's 
'<  o  rail  increase,  as  well  as  April's  0.4%  jump  in 
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the  core  index,  were  flukes  and  not  a  precursor  of 
higher  inflation.  Three  major  price  categories — shel- 
ter, apparel,  and  medical  care — were  benign  in  May 
after  posting  surprising  gains  in  April. 

The  May  cpi  raises  some  doubt  that  a  rate  hike  is 
immediately  necessary.  That's  especially  true  since  the 
producer  price  index  also  did  not  repeat  its  April 
uptick.  Producer  prices  for  finished  goods  rose  just 
0.2%  in  May,  after  a  gas-fueled  0.5%  gain  in  April. 
The  core  ppi  has  shown  no  growth  so  far  this  year. 

Still,  the  hawks  will  argue 
that  the  price  indexes  are 
backward-looking.  More  im- 
portant, they  will  say,  is  the 
recent  spate  of  reports  show- 
ing that  the  economy  contin- 
ues to  barrel  ahead.  That 
could  mean  that  demand  is 
growing  so  strongly  that  cost 
and  price  pressures  will  lead 
to  higher  inflation  later  on. 

Judging  by  the  strong  1% 
jump  in  May  retail  sales,  consumer  spending  continues 
to  power  overall  demand  in  the  second  quarter.  Ad- 
justed for  inflation,  retail  sales  in  April  and  May  show 
some  slowdown  from  the  record  16%  annual  rate  of 
growth  in  the  first  quarter.  But  with  May  car  sales  run- 
ning at  a  17.4  million  annual  pace,  the  strongest  since 
an  incentive-driven  surge  in  1986,  consumers  are  clear- 
ly still  spending  at  full  tilt.  The  Fed  knows  that  the 
economy  will  not  slow  down  until  consumers  do. 

Also,  the  6.3%  rise  in  May  housing  starts  suggests 
that  homebuilding  still  has  some  oomph.  Single-family 
starts  alone  surged  12.8%,  to  the  highest  level  since 
December,  1978.  In  addition,  mortgage  applications 
continue  to  rise  in  June  (chart),  and  the  June  survey  of 
homebuilders  showed  that  builders  report  very  up- 
beat market  conditions.  The  Housing  Market  Index,  re- 
ported by  the  National  Association  of  Home  Builders, 
rose  to  77  in  June,  from  76  in  May.  The  index  is  only  a 
shade  below  its  record  of  78,  hit  last  November  and 
December. 

IF  THE  FED  EXPECTS  the  bond  market  to  do  the 
Fed's  job  of  slowing  the  economy,  then  housing  will  be 
key  to  that  effort.  Mortgage  rates  have  backed  up  in 
recent  weeks,  propelled  by  the  surge  in  bond  yields 
that  was  fueled  by  expectations  of  a  Fed  rate  hike.  The 
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yield  on  the  30-year  bond,  which  touched  a  19-month 
high  of  6.17%  on  June  11,  has  since  rallied  somewhat,  as 
investors  believe  that  the  bond  sell-off  has  gone  too  far. 
That  rally  continued  after  the  May  cpi  report,  as  yields 
fell  to  6.07%.  However,  if  the  Fed  does  not  validate  the 
recent  runup  in  long-term  yields  by  raising  short-term 
rates,  then  the  bond  market  may  well  push  yields  back 
down  to  more  stimulative  levels. 

ANOTHER  RATE-SENSITIVE  SECTOR,  manufacturing, 

is  actually  gaining  momentum.  Given  the  solid  0.4% 
advance  in  manufacturing  output  in  May,  following  a 
similar  showing  in  each  of  the  previous  three  months, 
that  demand  is  helping  to  generate  a  recovery  in  U.  S. 
manufacturing.  The  upturn  is  starting  to  absorb  some 
idle  U.  S.  capacity,  although  operating  rates  remain 
quite  loose  (chart). 

Moreover,  strong  demand  has  cut  inventories  down  to 
skimpy  levels  relative  to  sales,  especially  in  manufac- 
turing. In  April,  the  ratio  of  business  inventories  to 
sales  stood  at  1.36,  only  slightly  above  the  record  low, 
suggesting  some  need  for  additional  output  to  rebuild 
stocks,  particularly  in  the  auto  industry. 

The  turnaround  in  the  U.  S.  factory  sector  comes  at 
the  same  time  that  the  rest  of  the  world  is  looking 
firmer.  Indeed,  Japan  posted  surprisingly  strong  eco- 
nomic growth  at  an  annual  rate  of  7.9%  in  the  first 
quarter,  after  five  consecutive  quarters  of  decline.  That 
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number  may  overstate  the  true  strength,  though 
cause  of  seasonal  adjustment  problems,  but  it 
well  be  saying  that  Japan  has  bottomed  out. 

If  the  Fed  does  decide  to 
lift  rates,  then  the  markets 
will  want  to  know  what  comes 
next.  Keep  an  eye  out  for  any 
change  in  the  Fed's  inter- 
meeting  bias,  that  is,  its  ongo- 
ing leaning  about  the  direc- 
tion of  policy.  If  policymakers 
lift  rates  and  announce  that 
they  have  shifted  back  to  neu- 
tral from  the  current  tighten- 
ing stance,  then  that  would 
signal  that  the  Fed  believes  that  one  hike  will  do 
while.  But  if  it  raises  rates  and  leaves  the  tight< 
bias  in  place,  more  hikes  may  be  ahead. 

Of  course,  all  this  doesn't  guarantee  that,  after 
of  squawking,  the  hawks  will  finally  get  their': 
There  are  still  plenty  of  solid  arguments  to  be  : 
that  the  Fed  can  wait  a  bit  longer.  The  final  deilfe. 
will  almost  certainly  come  down  to  which 
Greenspan  himself  is  leaning.  But  the  data  oi 
suggest  that  time  is  running  out.  And  based  oi 
recent  change  in  the  tone  of  Greenspan's  publi  ;;  a 
marks,  the  chairman  might  be  ready  to  be  persi 
to  pull  the  trigger. 
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IS  BOGOTA  NEARING  THE  BOTTOM? 


Colombia,  mirecl  in  the  worst 
recession  in  70  years,  got  more 
bad  news  in  mid-June.  Moody's  In- 
vestors Service  and  Standard  & 
Poor's  suggested  that  Colombia 
could  lose  its  investment-grade 
credit  rating.  Moody's 
cited  the  recession, 
while  S&P  stressed  the 
economic  costs  of 
Colombia's  conflict  with 
rebel  groups. 

Real  gross  domestic- 
product  fell  4.8%  last 
quarter,  after  a  3.14% 
drop  in  the  fourth 
quarter  (chart).  Unem- 
ployment was  19.5%  in 
March,  and  industrial  output 
plunged  19.1%  in  the  first  quarter. 
On  the  political  front,  talks  with 
Colombia's  largest  guerrilla  group 
and  mass  kidnappings  by  a  small- 
er rebel  group  have  woiried  in- 
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vestors  that  the  government 
might,  among  other  things,  annex 
land  to  hand  over  to  peasants  or 
change  the  tax  laws  to  forge  a 
peace  plan. 

Yet  many  expect  the  economy 
to  begin  to  improve — 
albeit  slightly — by 
yearend.  Growth  esti- 
mates for  1999  vary 
from  a  1.5%  contrac- 
tion to  the  official 
forecast  of  1.6% 
growth.  Yearly  infla- 
tion in  May  hit  the 
coveted  one-digit  level 
at  9.98%,  suggesting 
1999  inflation  will  fall 
below  the  official  15%  target. 

Lower  inflation  and  central 
bank  easing  have  meant  lower  in- 
terest rates,  with  real  rates  down 
about  10  percentage  points.  An- 
other small  but  positive  sign  is  in- 
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creasing  industrial  optimism:  I 
ventories  have  begun  to  fall,  a 
orders  are  stabilizing. 

But  fiscal  reform  remains  keJiiV(J<, 
Lower-than-expected  tax  receij 
due  to  the  recession  and  the  r 
building  of  the  earthquake-dev 
tated  coffee  region,  have  force 
the  government  to  revise  its  c 
solidated  public-sector  deficit  t 
get  to  3%  of  gdp.  But  private 
timates  are  as  high  as  4%. 

Before  yearend,  Congress  is 
pected  to  debate  constitutiona  t 
amendments  to  cut  public  pen 
outlays  and  budget  transfers  t 
regions  and  cities— measures 
needed,  along  with  further  go 
ernment  spending  cuts,  to  ens 
a  narrower  deficit.  The  good 
is  that  lawmakers  are  likely  ti 
support  fiscal  reform  that  will 
ster  chances  for  a  solid  recove 

By  Suzanne  Timmons  in  B< 
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Why  these  Internet  services  outperform  yours. 


With  10.5  Gbps  capacity,  ti&> 

Hotmail 

257  peering  relationships  and 
DoubleChcK  a  global,  one-hop 


network,  we  provide 


the 
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connections  to  make  sure  al 


these  fjgg  ^  Web  services 
always  deliver.  Streaming  media. 
Voice-over  IP.  Distance 
medicine  and  learning.  Gaming. 
'MfeVMUD  E-Commerce.  With 
js,  they  have  the  headroom  they 
need  no  (B^y.N*  matter  how 
all  the  spikes  get.   I'  -liWSffBW 
f  you'd  like  to  plug  into  clearly 
superior  connectivity, 

clycast' 

o-location  facilities,  and  technical 
ervices  1ib(i(a(m-  to  assure  your 
wn  outstanding  performance, 
all  800  475  2733 
ww.above.net 


Internet  spikes?  No  problem. 
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News:  Analysis  &  Commentary 


MUTUAL  FUNDS 

Low  returns  and 
online  trading  are 
slowing  the  inflow 
of  new  cash 


■j  s  America  losing  its  insatiable  ap- 
I  petite  for  mutual  funds?  During  the 
I  1990s,  millions  of  people  got  into 
I  equities  for  the  first  time  by  gob- 

H  bling  up  fimds,  helping  fuel  the  long 
bull  market.  But  lately,  investors  have 
pushed  back  from  the  table.  Cash  flows 
into  stock  mutual  funds  peaked  two 
years  ago,  at  nearly  a  quarter  of  a  tril- 
lion dollars.  The  $54.5  billion  that  flowed 
into  funds  in  the  first  four  months  of 
1999  is  nearly  40%  below  the  level  dur- 
ing the  same  period  in  1998.  And  May 
and  June  inflows  could  be  off  40%  to 
50%  from  last  year's  levels. 

There's  one  big  reason  why  investors 
are  looking  beyond  mutual  funds:  poor 
performance.  For  years,  all  but  a  few 
funds  have  trailed  the  Standard  & 
Poor's  500.  So  investors  are  looking  else- 
where. Some  are  buying  individual 
stocks — online  or  through  traditional 
brokers — and  some  wealthier  individuals 
are  handing  over  funds  to  "wrap"  ac- 
counts, which  are  separately  managed 
equity  portfolios.  And  some  money  that 
might  have  gone  into  mutual  funds  is 
simply  being  spent. 

REDUCED  FLOW.  The  move  away  from 
funds  may  not  be  enough  to  alter  the 
course  of  equity  markets — since  much  of 
the  money  is  still  going  into  stocks 
through  other  routes.  But  for  the  fund 
industry,  the  reduced  inflow  is  serious. 
From  January  through  April,  six  top- 
performing  companies — Janus,  Van- 
guard, Fidelity,  Alliance,  mfs,  and  Put- 
nam— accounted  for  just  about  all  of  the 
fund  inflows,  according  to  Financial  Re- 
search Corp.  "Money  follows  perfor- 
mance, and  with  the  explosion  of  fund 
information,  in  print  and  on  the  Inter- 
net, word  travels  fast,"  says  fund  in- 
dustry consultant  Burton  J.  Greenwald. 
Most  fund  companies  had  no  inflows  at 
all,  or  actually  saw  cash  flow  out.  Po- 


tential buyers  for  onetime  stellar  man- 
agers pbhg  and  SoGen  scrapped  acqui- 
sition plans  earlier  this  year  as  both 
companies  were  hit  by  redemptions. 

In  a  way,  the  fund  business  has  be- 
come a  victim  of  its  own  success.  "We 
already  have  77  million  investors,  and 
that's  about  as  far  as  you  can  go  with- 
out getting  down  to  small  and  unprof- 
itable accounts,"  says  fund-industry  con- 
sultant Geoff  Bobroff.  What  about 
selling  more  to  existing  customers?  That 
could  be  difficult,  says  Guy  Moszkowski, 
an  analyst  at  Salomon  Smith  Barney. 
He  says  over  the  last  10  years,  equities 


as  a  percentage  of  households' 
tionary  financial  assets  have  ris( 
30%  to  53%— the  highest  leve 
since  1968.  "Who  knows  where  t 
ural  level  of  risk  tolerance  is,  bu 
probably  close  to  it,"  he  says. 

Retirement  money  is  a  mainf 
funds,  and  here,  too,  the  explosh 
of  new  business  is  history.  Veter 
tracker  A.  Michael  Lipper  of 
Inc.  says  the  massive  conversi* 
defined-benefit  to  defined-conti 
plans  during  the  1990s  has  larg 
its  course. 

In  addition  to  these  trends,!; 
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ING,  GLORY  DAYS? 


mance  problem.  In  1998,  the 
r.  S.  equity  fund  was  up  14%, 
:  the  return  of  the  s&P  500. 
first  quarter,  funds  lagged 
hing  ahead  0.8%,  compared 
>r  the  s&P.  For  the  five  years 
May,  fewer  than  2%  of  U.  S. 
equity  funds  beat  the  s&P. 
■s  have  responded  by  buying 
lal  funds,  whose  performance 
3  S&P  500  or  other  indexes, 
ft  four  months  of  this  year, 
'  of  net  cash  inflows  went  to- 
>stic  equity  index  funds,  says 
itore,  an  analyst  for  Financial 


Research  Corp.  But  even  this  stream 
is  slowing.  Robert  Adler  of  amg  Data 
Services  estimates  that  over  the  last 
four  weeks,  index-fund  inflows  have  fall- 
en below  $1  billion  a  week. 

The  rise  of  online  trading  also  works 
against  mutual  funds.  Fund  watcher 
Charles  Biderman  of  TrimTabs.com  in 
Santa  Rosa,  Calif.,  estimates  that  $40 
billion  that  might  have  gone  into  equity 
funds  this  year  went  into  brokerage 
trading  accounts.  "If  people  can  afford 
it,  why  not  give  stocks  a  try?"  asks 
Tracey  Curvey,  a  senior  vice-president 
at  Fidelity  Investments'  online  broker- 
age services.  Fidelity's  brokerage  trades 
were  up  81%  through  May  vs.  the  same 
period  in  1998.  Jeffrey  M.  Lyons,  a  se- 
nior vice-president  at  Charles  Schwab  & 
Co.,  believes  that  fund  investors  are  di- 
verting some  of  their  new  money  into 
stockpicking.  Although  equity-trading 
volume  at  Schwab  declined  28%  from 
April,  it  was  still  up  78%  in  May  over 
the  same  month  in  1998. 

If  nothing  else,  rock-bottom  commis- 
sion rates  for  online 
trading  have  taken 
away  the  cost  edge 
that  mutual  funds  once 
enjoyed.  For  years,  one 
of  the  funds'  selling 
points  was  that  they 
could  trade  at  institu- 
tional rates.  But  now, 
the  maximum  commis- 
sion for  1,000  shares  at 
an  online  broker  comes 
to  about  3(2  a  share.  In- 
stitutional investors 
such  as  mutual  funds 
pay  4(2  to  5(2  a  share. 
Sure,  fund  investors 
get  pros  to  manage 
their  money,  but  that 
costs  about  1.4%  a 
year.  Many  investors 
think  they  can  do  bet- 
ter themselves. 

Money  is  also  leak- 
ing from  funds  to  wrap 
accounts,  which  provide 
management  and  bro- 
kerage for  an  annual 
fee.  Len  Reinhart,  chief 
executive  of  the  Lock- 
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wood  Financial  Group  in  Malvern,  Pa., 
says  individual  investors  are  bringing 
about  $250  million  a  month  to  his  firm, 
and  two-thirds  of  that  is  in  mutual 
funds.  Lockwood's  managers  sell  the 
clients'  funds  and  buy  a  portfolio  of 
stocks.  The  average  account  size  is  $1.1 
million,  but  Reinhart  says  the  firm  can 
take  accounts  as  low  as  $100,000  for  a 
1.25%  annual  fee. 

LOWER  TAXES.  One  big  advantage  the 
wrap  account  managers  typically  offer  is 
potential  tax  savings — something  their 
mutual-fund  colleagues  usually  ignored. 
In  1998,  Reinhart  says,  funds  made  tax- 
able distributions  amounting  to  12%  of 
assets.  For  an  investor  with  $1  million 
in  funds,  that's  $120,000  in  distributions. 
Even  if  those  were  all  long-term  capital 
gains,  the  investor  would  pay  $24,000.  In 
contrast,  Reinhart  says  Lockwood's 
managers  deliver  a  20%  average  return 
without  triggering  capital-gains  taxes, 
by  pairing  off  losses  with  gains. 

The  next  step  may  be  consolidation. 
Avi  Nachmany  of  Strategic  Insight,  an 
industry  consulting 
firm,  estimates  that 
about  40%  of  funds 
hold  less  than  $100  mil- 
lion and  do  not  gener- 
ate enough  fees  to  cov- 
er costs.  Nachmany 
says  Lipper  Inc.'s  up- 
coming overhaul  of  mu- 
tual-fund classifications 
and  rankings  will 
prompt  companies  to 
rethink  their  lineups. 
"They  might  discover  a 
lot  of  overlap  in  their 
product  lines,  or  com- 
petitors they  didn't 
have  before,"  he  says. 

Investors  are  not  go- 
ing to  abandon  funds 
en  masse.  But  unless 
the  funds  improve  re- 
turns, lower  costs  and 
consider  the  tax  impli- 
cations of  their  strate- 
gies, investors  will  look 
to  dine  on  equities  at 
someone  else's  table. 

By  Jeffrey  M.  La- 
derrnan  in  New  York 
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MORE  BITTER  HARVESTS  AHEAI 

Trouble  abroad  and  consolidation  at  home  are  squeezing  family  farms 


The  coin's  not  even  as  high  as  an 
elephant's  thigh,  but  fanners  across 
the  U.  S.  are  already  bracing  for 
another  difficult  year.  Teiry  L.  Wolf 
counts  himself  among  the  relatively  for- 
tunate. A  second-generation  farmer  in 
Homer,  111.,  Wolf,  51,  grows  special  vari- 
eties of  corn  and  soybeans  under  con- 
tract to  Frito-Lay  Co.  and  others  that 
pay  premiums  of  10%  over  currently  de- 
pressed market  prices.  But  even  if  he 
gets  a  decent  yield,  Wolf  says,  "we're 
still  in  a  fight"  to  have  a  de- 
cent year.  With  gallows  hu- 
mor, he  mocks  the  adage  that 
farming  is  a  great  way  to 
live:  "You  can't  feed  your 
family  and  send  your  kids  to 
college  on  a  way  of  life.  You 
need  earnings." 

Wolfs  lament  has  become 
familiar  during  the  past  two 
years.  American  farmers 
have  felt  the  downside  of  a 
global  economy  in  which  com- 
modity prices  have  cratered 
and  export  markets  have 


dried  up.  Soybean  prices  are  at  24-year 
lows,  and  inventories  of  most  crops  are  at 
10-year  highs.  Meanwhile,  exports  will 
fall  to  around  $49  billion  this  year,  down 
from  $60  billion  in  1996,  according  to  the 
Agriculture  Dept.  So  despite  higher  sub- 
sidies, farm  income  will  decline  for  the 
second  year  iwtning,  from  $57.7  billion  to 
$56.7  billion,  says  Agriculture. 

Commodity  deflation  may  ease  as  de- 
veloping economies  recover.  But  farmers 
will  still  face  wrenching  changes.  On  one 


U.S.  FARMERS  LOSE 
GROUND  GLOBALLY... 


...AS  CROP  PRICES 
HAVE  WITHERED 


side,  there  is  consolida-  WOLF: "/ 
tion  among  the  produc-  fight"  to  dL<  tn 
ers   who   sell   them  college  ft 
seeds  and  chemicals,  his  kids 
On  the  other,  proces-  ~ 
sors  who  buy  their  grain  and  liv 
are  merging  to  gain  greater  eff 
The  seed  industry  is  consolidating  j 
a  handful  of  companies,  including 
santo,  DuPont,  and  Novartis,  si 
which  are  linking  up  with  grain  | 
sors.  One  pending  big  deal  among 
sors:  Cargill  Inc's  plan 
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Continental  Grain  Co/ilL 
storage  complex,  whicty, 
create  an  entity  thai, , 
control  35%  of  grain  eL  ,  t ' 
Consolidation  is  "a  b 
cern   of  every  far 
know,"  says  Ron  V%\ 
who    raises  soybei 
Wilcox,  Neb.  "We 
whether  the  market 
longer  work  like  it  si 
Overall,  there  will  I 
farmers  like  Wolf  wH 
■ell  their  harvest  on  tfl 
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but  raise  crops  under  contract 
urchasers.  In  agriculture  circles, 
a  great  debate  about  whether 
fanning  is  good  or  bad.  Nicholas 
ndonakes,  an  associate  professor 
isiness  at  the  University  of  Mis- 
timates  that  such  contract  farm- 
d  jump  from  less  than  10%  of 
tput  now  to  30%  in  five  years — 
jment  he  thinks  will  actually  en- 
ie  clout  of  farmers.  Others  are 
[need  it's  so  benign.  "The  risk  is 
Tiers  will  no  longer  make  the 
ial  decisions,"  says  a  worried 
D.  Heffeman,  professor  of  nu'al 

at  the  University  of  Missouri, 
h  crops  provoke  similar  debate, 
hand,  they  can  help  improve 
id  get  higher  prices.  But  the 
Is  could  lock  farmers  into  rela- 

with  seed  suppliers,  which  lim- 
flexibility.  And  with  fierce  Eu- 

opposition     to  genetically 

d  crops,  farmers  could  actually 

rt  sales. 

developments  could  eventually 
igricultural  efficiency.  But  they 
arantee  that  small  family-owned 
ty  soon  be  little  more  than  a 
notion.  The  mid-'80s  farm  crisis 
the  demise  of  195,000  farms 
!  to  1990,  according  to  the  Na- 
mers  Union.  Farmers  who  sur- 
erged  with  healthier  finances 
vder  management  techniques. 
;rnan  predicts  many  of  the  94% 
s  who  gross  $250,000  or  less 
>ly  not  be  a  part  of  the  global 
5  to  10  years."  Jeff  Plagge, 
est  National  Bank  of  Waverly 
m  that  in  his  area,  the  size  of  a 
Ide  farm  has  doubled,  to  700 
cj  r  the  past  decade.  "No  matter 
sens  to  prices,  downsizing  of 
ill  continue,"  he  says. 
Already,  the  strains  in  farm 
ies — and  the  businesses  that 
d  I  them — are  showing.  In  state- 
si  d  on  Capitol  Hill,  politicians 
■.•wrestling  with  how  to  manage 
L  nd  Swenson,  president  of  the 
m  "'armers  Union,  calls  "a  farm 
sp  iding  across  rural  America." 
nej  ates  are  trying  to  help  small 
rs  ly  in  the  market.  Minnesota  is 
izL  farmers  into  marketing  clubs, 
1 1  a,  officials  are  offering  advice 
»ar  o  bring  farmers  together  into 
-atives.  'We're  trying  to  give 
pi  icers  the  capital  and  market- 
w|  ailable  only  to  large  corpora- 
ss  Iowa's  economic  development 
»1U  ivid  J.  Lyons, 
air!  ile,  the  consolidation  trend  is 
Hg  .'rious  scrutiny  from  policy- 
's. 1 3  Justice  Dept.  is  eyeing  Mon- 
's  1  ^-pending  acquisition  of  cot- 
fedl  roducer  Delta  &  Pine  Land 
*s  H:  1  as  the  Cargill-Continental 


deal.  Cargill  says  consolidation  is  neces- 
sary for  eveiyone.  "If  we're  going  to  sur- 
vive as  a  grain  trader,  we  have  to  be- 
come more  efficient,"  says  Frank  Sims, 
president  of  Cargill's  North  American 
grain  unit.  Monsanto  says  the  bulking 
up  in  the  seed  industry  is  about  devel- 
oping and  distributing  new  biotech  seeds 
around  the  world  to  farmers  who  might 


then  generate  higher  yields  and  prices. 

Commodity  prices  will  rebound  over 
time,  and  the  healthiest  farms  will  weath- 
er the  current  mess.  But  for  many  small 
farmers,  pricing  pressures  and  structural 
changes  under  way  mean  that  farming 
may  never  again  be  a  great  way  of  life. 

By  Richard  A.  Melcher  in  Chicago 
and  John  Carey  in  Washington 


COMMENTARY 


By  John  Carey 

LET  THE  MARKETS  DO  THEIR  JOB 


SUBSIDIES 
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Three  years  ago,  Congress  began 
a  bold  experiment  in  agricultural 
policy.  Ending  60  years  of  micro- 
management,  a  landmark  1996  bill 
gave  farmers  the  freedom  to  plant 
what  they  wanted,  when  they  want- 
ed. But  it  also  swept  away  much  of 
the  financial  safety  net  of  price  sup- 
ports for  U.  S.  crops.  With  prices  ris- 
ing and  global  demand  soaring,  law- 
makers and  farmers  were  happy  to 
exchange  the  bureau- 
cratic rulebook  for 
the  Invisible  Hand. 
But  the  move  raised 
a  troubling  question: 
The  next  time  agri- 
culture hit  a  down- 
draft,  would  Wash- 
ington really  let  the 
market  work? 

Dumb  question.  In 
1999,  Uncle  Sam  will 
dole  out  some  $14.4 
billion  to  farmers — 
nearly  double  the  $7.3  billion  it  pro- 
vided" in  1995.  That  includes  a  $6  bil- 
lion emergency  relief  package  that 
Congress  passed  just  in  time  for 
1998's  midterm  elections.  And  farm 
and  banking  groups  are  now  making 
the  rounds  on  Capitol  Hill  and  at  the 
White  House  asking  for  up  to  $8  bil- 
lion in  extra  emergency  aid.  Some 
senators,  such  as  Pat  Roberts  (R- 
Kan.),  want  to  boost  remaining  subsi- 
dies. When  the  1996  bill  passed, 
"everyone  said  'Hallelujah!  Amen! 
We  can  plant  what  we  want,' "  says 
Cornell  University  agricultural  econ- 
omist Andrew  M.  Novakovic.  "But 
the  first  time  prices  go  in  the  toilet, 
it's  back  to  Washington  for  help." 

This  is  no  way  to  run  farm  policy. 
The  basic  problem,  says  agricultural 
economist  Jerry  R.  Skees  at  the  Uni- 
versity of  Kentucky,  "is  that  Con- 
gress wants  to  take  the  risk  out  of 
agriculture.  You  can't  do  it."  Indeed, 
it's  a  simple  law  of  economics  that 
the  prospect  of  bailouts  in  times  of 
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trouble  leads  fanners  to  take  more 
risks,  such  as  planting  additional, 
marginal  acres.  That  makes  the  sys- 
tem less  efficient  and  more  vulnera- 
ble to  shocks.  The  problem  with 
bailouts  has  surfaced  before:  Remem- 
ber the  savings-and-loan  debacle. 
PULLING  WEEDS.  Moreover,  subsidies 
prevent  market  forces  from  weeding 
out  less  adept  farmers.  Indeed,  the 
riskier  world  brought  by  the  '96  bill 
has  created  two 
groups,  says  Alan 
States,  a  farmer 
and  bank  president 
in  Hays,  Kan.: 
"Those  who  have 
adapted  and  those 
who  haven't." 
States  has  boosted 
his  income  by  ad- 
justing the  crops  he 
plants  and  hedging 
on  the  financial 
markets.  So  "let's 
not  throw  out  the  most  dramatic  re- 
form of  farm  policy  in  60  years  at 
the  first  signs  of  stress,"  he  adds. 

That's  not  to  say  Washington 
should  turn  its  back  on  farmers.  "Ex- 
cept for  water,  there  is  no  more  im- 
portant commodity  than  food,"  says 
agricultural  economist  Barry  Flinch- 
baugh  of  Kansas  State  University. 
"And  as  long  as  we  use  food  as  a 
diplomatic  tool,  the  government  has 
the  responsibility  to  protect  farmers" 
from  trade  actions  that  affect  de- 
mand for  crops.  Part  of  the  solution 
should  be  an  improved  and  expanded 
system  of  crop  insurance,  so  farmers 
can  buy  the  protection  they  need. 

But  Uncle  Sam  must  stick  with  the 
spirit  of  the  1996  farm  bill.  In  the 
long  run,  America  would  have  a 
stronger,  more  competitive  farm  econ- 
omy if  Congress  would  give  the  free 
market  a  better  chance  of  working. 

Carey  covers  agricultural  policy 
from  Washington. 
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MAKING  THE  MOST 
OF  A  WINNING  HAND 

Can  Clinton  sell  the  G-7  leaders  on  economic  reform? 


The  annual  summit  of  the  Group  of 
Seven  (G-8,  including  Russia)  is  a 
great  opportunity  for  world  leaders 
to  strut.  And  Bill  Clinton  will  surely 
seize  the  moment  when  he  alights  in 
Cologne  on  June  17.  Fresh  from  a  mili- 
tary victory  over  Serbian  strongman 
Slobodan  Milosevic,  Clinton  and  leaders 
of  other  NATO  nations  will  try  to  dis- 
play a  fresh  sense  of  unity  and  com- 
mon purpose. 

Beyond  camera  range,  though,  there 
is  apt  to  be  real  friction.  The  G-7  lead- 
ers are  likely  to  grill  Russian  President 
Boris  Yeltsin  about  Moscow's  military 
intentions  in  postwar 
Kosovo. 


But  the  real  strains  may  come  when 
the  leaders  get  down  to  economic  ques- 
tions— about  Russia,  Western  Europe, 
and  Japan.  First  and  foremost,  there  is 
the  issue  of  European  economic  perfor- 
mance. Treasury  Secretary  Robert  E. 
Rubin  has  already  complained  publicly 
that  there  has  been  no  "solid  growth 
[in]  any  major  part  of  the  global  econo- 
my other  than  our  own."  Rubin  and 
other  Clinton  Administration  officials 
feel  European  nations  have  continued 
to  resist  the  degree  of  economic  re- 
structuring that  might  produce  U.  S.- 
style  economic  expansion — one  reason 
why  the  six-month-old  euro  has  tum- 
bled 12%  against  the  greenback. 


RALLYING  THE 
TROOPS 

Behind  the 
summit's 
feel-good 
agenda,  the  U.S 
will  be  pushing 
hard  for  faster 
European 
growth 


For  this,  the 
summit's  host, 
Germany's  new 
Chancellor  Gerhard 
Schroder,  will  be  on  the 
hot  seat.  Early  missteps  by 
his  left-leaning  government, 
such  as  a  rollback  of  labor  reforms, 
undermined  business  confidence  and 
sparked  a  flight  of  capital.  A  sign  of 
Schroder's  troubles:  Germans  opted 
for  the  rival  Christian  Democrats  in 
recent  European  Parliament  elections. 
Still,  the  summiteers  have  a  formal 
agenda  designed  to  make  everybody 
look  good.  The  G-7  leaders  plan  to  rati- 
fy a  set  of  reforms  designed  in  response 
to  last  year's  Asian  economic  meltdown. 
They  include  a  line  of  credit  that  the  In- 


ternational Monetaiy  Fund  can  ejj 
to  countries  before  their  economic 
lapse.  Also  on  the  agenda:  tighter! 
lation  of  hedge  funds  and  require^ 

that  countries  disclose  more  £ 
tion  about  their  economies.  The  1 
also  plan  to  approve  a  proposal  ll 
give  some  $70  billion  of  debt  owl 
the  world's  poorest  nations. 

Rubin  warns  that  unless  Asiaj 
European  economies  start  doing  rr  i 
the  world's  consuming,  the  s\J 
American  trade  deficit  could  set  o| 
tectionism  at  home.  But  the  U.Sfe 
expect    dramatic    results  b(i 
Schroder  and  other  leaders  of  Euu 
Monetary  Union  nations  can  no 
jumpstart  their  economies  by 
interest  rates  and  increasing 
spending.  Deficits  now  are  regul; 
the  union  and  rates  are  set  by  ij 
ropean  Central  Bank. 
"PAINFUL."  That's  why  U.  S.  officii 
pushing  structural  reforms  to  ma" 
roland  more  efficient.  These  includl 
hauling  tax  codes  and  labor  laws 
duce  costs  for  business.  But  such 
are  "very  painful  political 
European  leaders,  says 
K.  Tarullo,  a  senior  fellow* 
Council  on  Foreign  Relai 

Despite  the  pain,  thete 
signs  of  change.  Schrodfr- 
promised  to  unveil  taxi 
tives  in  the  next  month 
small  and  midsize  com;; 
And  after  more  than  a 
resistance,  the  Japanese 
ernment  has  launched  b; 
forms,  businesses  are  ab 
ing  the  jobs-for-life  cultujv 
Prime  Minister  Keizo 
may  back  retraining  aid  fjjf 
off  workers.  "The  gove: 
is  basically  saying  it's 
rewrite  the  social 
says  Merrill  Lynch  & 
nior  economist  Ronald  Bevacqut 
Will  European  leaders  get 


Wei . 

(lieu! 
ftejl  ■ 


Haiti 


program?  American  officials  wor| 
G-7  leaders  will  use  the  unex] 
good  first-quarter  gross  domesti 
uct  growth  figures  of  1.9%  in  Ja]^ 
0.4%  in  Germany  as  an  excuse 
strain  reform.  Absent  a  crisij^ 
Brookings  Institution  economic 
Susan  Collins,  European  leaders 
not  to  do  much  of  anything."  St 
are  at  least  talking  about  how 
ulate  growth.  And  if  the  Colognt 
does  little  more  than  provide  th£ 
it  will  prove  to  be  a  worthwhile 
By  Richard  S.  Dunham  an< 
Ullmann  in  Washington,  with  Jt 
ing  in  Frankfurt  and  Brian  Bn 
Tokyo 
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QUALITY  PROBLEMS  IN 
A  MILITARY  TRANSPORT 


COMMENTARY 


By  Stan  Crock 


LOCKHEED  MARTIN  NEEDS  TO  UNLOAD  EXCESS  BAGGAGE 


,  f  hen  Vance  D.  Coffman  arrived 
1 1  in  France  for  the  June  12  start 

of  the  Paris  Air  Show,  the 
\  leed  Martin  Corp.  ceo  had  one 
Ij  ilooza  of  a  headache.  It  wasn't 
I  jet  lag,  though.  Just  before 
1  ng  the  Atlantic,  Coffman  told 
&  Street  that  Ins  company 's  earn- 
I  rere  in  a  tailspin.  The  $26  billion 
I  >ace  concern  stood  to  lose  15<2  a 
a  in  the  quarter  ending  June  30, 
1  d  of  earning  the  72(2  profit  that 
a  ts  were  expecting.  For  the  year, 
i|  3  might  be  only  half  of  the  $3.10 
ill  e  that  analysts  surveyed  by 
rj  3all  had  been  predicting, 
f  at's  going  on?  Some  factors 
at  )eyond  Locklieed  Martin's  con- 
a  ich  as  delays  by  subcontractors. 
§j  e  poor  performance  suggests 
ir!  ling  more  fundamental:  The 
K;  imation  of  17  once  independent 
■  nies  is  not  working  smoothly, 
4!  e  difficulty  of  managing  this 
r$l  ate  stew  may  cost  more  than 
e|  aeflts  that  the  Bethesda  (Md.) 
as)  ought  with  all  those  mergers, 
il ,  business  week  has  learned, 
38:  ;ed  Martin  may  now  be  consid- 
ini  jetting  rid  of  some  of  those  ac- 
m  assets.  While  Locklieed  Martin 
oij  'omment,  possible  cast-offs  are 
il»  d  to  include  energy  and  envi- 
mrj  ital  units. 

CAI1  E  FUNDS.  The  Lockheed  Mar- 
ti I  erience,  along  with  those  of 
'het  J.  S.  defense  giants  such  as 

offer  a  cautionary  tale  as  Eu- 
•pe  its  ready  to  rationalize  its  de- 
■nsi  ldustry.  In  the  post-cold-war 
orl  there  aren't  enough  defense 
olla!  for  every  armsmaker  to  sur- 
ivij  lo.  And  the  U.  S.  Defense 
'?p1  ncouraged  companies  such  as 
j°ch  ed  Martin  to  buy  up  smaller 
iayjl  •  But  now,  confronted  with 


some  of  the  company's  problems, 
even  the  Pentagon  is  questioning 
whether  Lockheed  Martin  grew  too 
large  too  fast.  For  one  company  to 
manage  such  a  large  group  of  just 
bought,  high-tech  companies  well, 
"you  have  to  be  damn  good  or  damn 
lucky,"  notes  F.  M.  Scherer,  a  Har- 
vard economist. 

Lockheed  Martin  led  the  U.  S.  con- 
solidation and,  in  the  process,  became 
the  world's  largest  military  contractor. 
Revenues  jumped  with  each  new  deal, 
and  consolidation  savings  helped  earn- 
ings grow.  But  revenues  from  contin- 
uing operations  were 
stagnant,  and  it  be- 
came clear,  after  Un- 
cle Sam  nixed  an 
$11.6  billion  bid  for 
Northrop  Grumman 
Corp.  last  year,  that 
without  acquisitions 
to  pump  up  the  com- 
pany, Lockheed  Mar- 
tin would  not  keep 
growing. 

For  its  part, 
Lockheed  Martin 
says  it  was  an  achievement  to  hold 
revenues  steady  as  inflation-adjusted 
defense  purchases  slumped  by  50% 
from  1992  to  1998.  But  the  company 
still  sees  flat  revenues  ahead  from 
ongoing  operations  even  though  the 
Pentagon  is  boosting  weapons  spend- 
ing substantially. 

There's  a  simpler  explanation  for 
Lockheed  Martin's  performance: 
Management  failed  to  master  the 
complexities  of  its  expanding  empire. 
Lockheed  Martin  execs  were  dis- 
tracted by  the  need  to  clean  up 
small,  money-losing  businesses.  And 
while  top  execs  were  focused  on 
deals  and  restructuring,  line  execs 
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let  quality-control  problems  crop  up 
in  such  important  projects  as  the 
C130J  transport  and  a  high-profile 
missile-defense  program.  Lockheed 
Martin  was  also  decreasing  its  re- 
liance on  defense  spending,  inching 
into  commercial  businesses  with 
short  contracts  and  buyers  who 
wouldn't  tolerate  cost  overruns.  That 
meant  juggling  two  different  busi- 
ness models. 

SHRINKAGE  ahead.  Lockheed  Martin 
is  painfully  aware  of  its  shortcomings. 
On  June  9,  Coffman  told  analysts 
that  the  company  was  looking  at  "all 
of  the  strategic  alter- 
natives that  we  have" 
and  would  pi^oduce  a 
plan  by  Sept.  30.  The 
betting  is  that  the 
company  will  shrink. 
What  choice  does  it 
have?  It  has  already 
sold  off  units  with  $4 
billion  in  sales,  and  it 
should  cancel  its  pend- 
ing $2.7  billion  pur- 
chase of  Comsat  Corp. 
The  deal's  regulatory 
and  legislative  hurdles  constitute  a 
further  management  distraction,  and 
increased  competition  in  satellite 
communications  services  make  the  ac- 
quisition less  attractive. 

In  the  end,  smaller  may  be  better. 
Lockheed  Martin  "has  excellent  fran- 
chises in  aerospace  and  electronics, 
and  that's  where  it  needs  to  focus," 
says  Loren  B.  Thompson,  chief  oper- 
ating officer  of  think  tank  Lexington 
Institute.  Lockheed  Martin  must  get 
back  to  basics.  After  all,  rocket  sci- 
ence is  tough  enough. 

Crock  covers  the  defense  industry 
from  Washington. 
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MEDICINE 


THE  AMALGAMATED 
DOCTORS  OF  AMERICA? 

The  AMA  is  badly  split  over  the  issue  of  a  physicians'  union 

defining  moment  for  the  organization," 
says  ama  Chairman  Randolph  D.  Smoak 
Jr.,  who  will  present  the  report  to  dele- 
gates, who  come  from  each  state's  med- 
ical society. 

The  outcome  could  have  a  big  impact 
on  the  practice  of  medicine  in  the  U.  S. 
The  ranks  of  unionized  doctors  have 
nearly  doubled  in  recent  years,  to 
40,000.  To  open  the  door  to  solo  practi- 
tioners, the  ama  and  other  groups  are 


The  American  Medical  Assn.  (ama) 
is  about  to  be  sliced  wide  open  by 
one  of  the  most  contentious  issues 
in  its  152-year  history:  whether  to  form 
a  labor  union  for  doctors. 

The  question  is  the  No.  1  item  at  the 
annual  meeting  of  the  ama's  formal  pol- 
icymaking body,  the  494-member  House 
of  Delegates,  which  starts  in  Chicago 
on  June  20.  The  debate  will  top  off  a 
year  of  emotional  arguments  over  union- 


DR.  C ALLAN 
IS  READY  TO 
ORGANIZE 


with  insurers.  The  resolution 
that  an  ama  union  should  renounc 
right  to  strike  and  have  no  linlj 
other  labor  unions.  However,  in  /| 
the  trustees  said  they  wouldn't 
a  labor  group  until  the  delegatesj 
read  the  trustees'  75-page  report! 
subject  is  so  contentious  that 
trustees  buried  their  recommend 
against  an  ama  union  deep  in  thr 
port — and  didn't  mention  it  in  theie 
ecutive  summary. 
COURT  COSTS.  The  report  arguest 
an  ama  union  wouldn't  help  many* 
tors  unless  antitrust  law  is  cha:!f 
Last  year,  the  Justice  Dept.  issu^  , 
antitrust  complaint  against  18  docta 
Delaware  who  joined  a  union  am" 
legedly  bargained  with  an  msureipfl 
fees  (they  deny  the  charge). 
May,  the  National  Labor  Rel 

WHAT  WOULD  BE  GAINEI 
—AND  LOST 

How  the  AMA  Sees  It 


■  Doctors  frustrated  by  managed  ca 
want  to  level  the  playing  field 

■  An  AMA-sponsored  union  would  t 
more  credible  than  traditional  laboi 
groups  in  addressing  patient-care  is 


izing.  Many  doctors  now  embrace  unions 
as  a  way  to  battle  fee  cuts  and  controls 
over  treatment  decisions  brought  on  by 
managed  care:  According  to  an  April 
ama  poll,  68%  of  members  want  the 
group  to  form  a  union. 

But  the  docs  who  still  shudder  at  the 
thought  of  a  union  will  get  a  shot  in 
the  arm  from  a  report  prepared  by  the 
ama's  Board  of  Trustees  for  the  June 
20  meeting.  It  recommends  against  an 
ama  union,  pointing  out  that  antitrust 
law  blocks  the  self-employed  from  join- 
ing unions — a  categoiy  that  covers  more 
than  three-quarters  of  the  country's 
620,000  practicing  doctors.  The  report 
warns  that  a  decision  either  way  could 
alienate  large  factions  of  the  ama,  whose 
membership  has  plunged  to  34%  of  doc- 
tors from  45%  a  decade  ago.  "This  is  a 


CONS 


pushing  federal  legislation  to  exempt 
doctors  from  antitrust  law.  An  ama 
union  would  lend  legitimacy  to  the  idea 
and  spur  unionization.  If  enough  doc- 
tors sign  up,  they  could  wrest  back  de- 
cision-making power  from  insurers.  This 
could  benefit  patients  fed  up  with  man- 
aged care,  advocates  say. 

Health  insurers  disagree.  They  warn 
that  a  union  would  send  the  nation's 
health-care  tab  soaring.  "Premiums 
could  rise  by  up  to  11%,  or  $80  billion," 
in  the  first  year,  warns  a  new  study  of 
the  issue  by  the  Health  Insurance  Assn., 
a  trade  group. 

Union  fever  hit  the  ama  at  last 
year's  House  of  Delegates  gathering. 
Delegates  passed  a  resolution  direct- 
ing the  20  trustees  to  form  a  union  to 
help  doctors  "level  the  playing  field" 


II 

■  Self-employed  doctors  need  barga 
ing  leverage  the  most,  but  can't  leg;; 
form  unions 

■  The  union  could  become  ensnare  i 
issues  that  pit  the  interests  of  its  nu 
bers  against  those  of  patients 

DATA:  AMERICAN  MEDICAL  ASSN. 

Board  ruled  that  650  solo  practit 
in  New  Jersey  are  independen 
tractors  and  can't  join  a  union. 

The  union  issue  is  a  real  bind  | 
ama.  If  it  forms  a  labor  group,  in 
face  expensive  lawsuits  and  provcfi' 
ire  of  many  traditionalist  doctors.! 
the  trustees  halt  the  union  movr 
thousands  of  doctors  could  quit  t^ 
in  a  huff.  State  medical  societies 
then  take  up  union  organizing.  : 
Illinois  State  Medical  Society  v<b. 
do  in  April.  "Our  position  is  til 
need  to  do  whatever  we  can  to  a1' 
a  collective  bargaining  unit,"  sa\ 
ety  President  Clair  M.  Callan. 

ama  members  may  well  overr' 
trustees  to  pursue  a  union.  But  tj 
may  not  survive  the  struggle  im 
By  Aaron  Bernstein  in  Wasi' 
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u  can't  tun  an 

e-business 

using  client/server  technology. 


"SAP  IS  THE  LEADING  GLOBAL  PROVIDER 
OF  CLIENT/SERVER  BUSINESS  APPLICATION 

SOLUTIONS/'  — Source:  SA  P  Web  Site 


"PeopleSoft's  strategy  includes  a  dedicated 
focus  on  client/server  applications..." 


-Source:  PeopleSoft  Web  Site 


"BAAN  IS  A  LEADING  PROVIDER  OF  ENTERPRISE 
BUSINESS  MANAGEMENT  SOFTWARE  FOR  AN 
OPEN  SYSTEMS,  CLIENT/SERVER  COMPUTING 

ENVIRONMENT."— Source:  Baan  SEC  Filing  5/4/98 


"The  Siebel  Enterprise  Applications  are 
comprised  of  a  broad  range  of  advanced 
client/server  application  products..." 

— Source:  Siebel  SEC  Filing  U/I.V98 


-very  Oracle  application — from  Customer  Relationship 
lanagement  to  Manufacturing  and  Supply  Chain — runs  on 
our  corporate  Internet  and  the  Web.  Now  you  know  why 
lost  e-business  runs  on  Oracle. 

ORACLE 

\ww.oracle.coml applications  or  call  1-800-633-0739,  ext.  23900  100  %    Pure  Internet 


[99  Oracle  Girporation  All  rights  reserved  Oracle  is  a  registered  trademark  of  Oracle  G»rporation. 
Jthcr  names  are  trademarks  ot  their  respective  owners 
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COMPUTERS 


PACKARD  BELL  NEC 
HITS  THE  RESTART 

The  Japanese  parent  threatens 


BUTTON 

to  close  its  U.S.  subsidiary 


Since  he  took  the  helm  of  PC  maker 
Packard  Bell  NEC  Inc.  a  year  ago, 
dealing  with  disaster  has  become 
no  big  deal  for  Alain  Couder.  He's  had 
to  lay  off  40%  of  the  company  and  cut 
its  home  PC  product  line  from  36  models 
to  six.  So  when  NEC  President  Koji 
Nishigaki  said  on  June  2  that  majority 
shareholder  NEC  Corp.  might  be  forced 
to  sell  or  close  the  Sacramento-based 
subsidiary,  Couder  remained  calm.  "If 
I  were  [Nishigaki],  I'd  have  said 
the  same  thing,"  a  staffer  recalls 
Couder  telling  managers  later 
that  day.  "The  reality  is  that  we 
have  a  long  way  to  go." 

That's  for  sure.  Packard  Bell 
NE('  has  literally  bled  market 
share  (chart)  and  red  ink — $1.5 
billion  over  the  past  three  years. 
Packard   Bell,  with  which  the 
Japanese  electronics  giant  merged 
its  U.S.  PC  operations  in  a  $300  mil- 
lion deal  in  1996,  has  been  in  free 
fall.  It  pioneered  the  low-cost  home- 
PC  market  but  has  fallen  far  behind 
IBM,     Compaq     Computer,  and 
Hewlett-Packard  in  the  fast-growing 
consumer  market. 

A  SIMPLE  PLAN.  Couder,  however,  has 
a  recovery  plan — a  high-risk  brand 
transplant.  The  goal:  Downplay  the  tar- 
nished Packard  Bell  label  while  building 
the  more  highly  regarded  nec  brand 
into  a  seller  of  pricier  pes  and  in- 
formation appliances.  Step  one,  un- 
veiled on  June  17,  is  the  Zl,  a  slick 
model  featuring  a  flat-panel  display  and 
a  $2,495  price  tag.  The  $1,000,  15-inch 
display  is  removable  and  can  be  snapped 
into  a  future  nec  model.  "This  is  the 
first  of  a  series  of  innovative  products, 
and  all  will  be  sold  under  the  NEC 
brand,"  says  Couder.  He  insists  that  the 
Packard  Bell  name  will  survive  to  fight 
it  out  in  cut-throat  low-end  markets, 
but  analysts  say  the  brand's  days  are 
numbered.  "They  should  kill  it,  and  I 
think  they  will,"  says  ZD  InfoBeads  an- 
alyst Matt  Sargent. 

By  itself,  the  Zl  won't  be  enough  to 
lift  pb-nec's  fortunes.  Given  its  high 
price  and  tight  supplies  of  large-for- 
mat flat  screens,  Couder  only  plans  to 
produce  100,000  or  so  Zls  in  the  first 
year.  But  he  has  other  models  on  the 


way.  In  September,  the  company  will 
roll  out  a  line  of  P( 's — without  flat  pan- 
els, but  with  a  design  that  echoes  the 
look  of  the  Zl.  And  by  yearend,  it  will 
unveil  its  first  information  appliances,  a 
pc-like  box  for  E-mail  and  surfing  the 
Web.  Early  next  year,  it  will  follow  up 
with  a  stereo-like  gizmo  that  hooks  up 
to  television  sets.  Both  of  these  prod- 
ucts will  have  connections  to  PB-NEC's 


HIGH-END  OPTION 

An  NEC  Zl  goes 
for  about  $2,4-95 


NEC  PRODUCTS  LOSE 
SHARE  IN  THE  U.S. 


DATA-  ZD  INFOBEADS 


new  Internet  service  and  pojat 
URocket,  which  debuted  on  Juri 
It's  a  hugely  risky  plan,  and  PB-l 
survival  lies  in  the  balance.  It  is  f; 
gerous  because  the  move  to  pricier  I 
els  flies  in  the  face  of  a  tidal  wave  ci 
mand  for  sub-$  1,000  pes.  And  thercu 
already  more  than  enough  comp^ 
competing  for  the  small  cohort  of  bis 
willing  to  pay  $2,000-pus  for  a  PC.  dt 
way  Inc.  and  Compaq  Computer  djj 
both  unveiled  flat-panel-based  modi 
this  range  in  June. 

What's  more,  Couder  is  now  vf! 
ing  with  no  safety  net.  While 
which  owns  88.32%  of  the  company,  c 
ered  $670  million  in  losses  over  the; 
year,  Couder  is  now  under  orde 
reduce  losses  to  less  than  $100  milli 
1999.  If  he  fails,  NEC:  could  well  put 
plug  on  pb-nec's  cons 
effort,  and  take  ove 
remaining  corporate  i 
eratlon  which  NEC  is  c§ 
"  mined  to  keep  going, 
a  disastrous  attempt  to  emulate 
Computer's  direct  sales  model  in 
that  unit  is  gaining  share  with 
and  mid-size  companies,  says  Jeffr 
Cookes. 

The  consumer  business,  on  the 
hand,  has  run  out  of  second  chi 
The  Japanese  parent  lost  $1.3  billi 
a  2.9%  drop  in  sales  in  fiscal  19$, 
"President  Nishigaki  has  made  it 
that  nec  will  not  refinance  Pap 
Bell"  again,  says  Yoshiharu  Izun 
rector  of  equity  research  at  Wa< 
Dillon  Read  in  Tokyo. 

Can  Couder  pull  it  off?  He  has 
lot  already.  He  cut  opei 
expenses  42% 
he  ar 
and  s; 
NEC  1 
ed  pc 
bringing  ii 
of  revenues,  up 
50%  a  year  ago.  And 
should  create  some  excitemei 
analysts. 

Still,  PB-NEC  will  require  far 
luck  than  it  is  likely  to  get.  Inde 
ter  meeting  its  internal  plans 
first  quarter,  the  company  miss 
profit  target  by  more  than  20%  i 
Couder  insists  that's  no  big  de, 
says  nec  gave  him  "full  assuran 
its  support.  Indeed,  the  parent  co 
gave  him  a  letter  of  recognition 
efforts  in  January.  But  if  his  hi 
plan  doesn't  pan  out,  Couder  wi 
finally  met  the  disaster  from  whk] 
he  couldn't  recover. 

By  Peter  Burrows  in  San 
Calif.,  with  Irene  Kunii  inl 
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"Who's  now  uniquely 
positioned  to  deliver  superior  results 
in  global  finance?" 
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COMMENTARY 

By  David  Leonhardt 

BIG  AIRLINES  SHOULD  FOLLOW  MIDWEST'S  RECIPE 


M 


Iaybe  it's  the  cook- 
ies. By  rights, 
Midwest  Express 
Airlines  should  be 
stmggling  these  days. 
Passenger  traffic  for  the 
industry  is  growing  at  a 
paltry  2%  annual  clip, 
and  Corporate  America 
is  rebelling  against 
ever-rising  fares.  In- 
stead, Midwest,  the  na- 
tion's 17th-largest  air- 
line and  one  that 
depends  heavily  on 
business  travelers,  has 
been  flying  high,  with 
first-quarter  operating 
profits  up  20%,  even 
though  the  industry's 
performance  is  off  31%. 

That's  where  Mid- 
west's fresh-baked,  still- 
gooey  chocolate-chip 
cookies  come  in.  Served 
on  afternoon  flights, 
they're  part  of  a  Mid- 
west Express  strategy 
to  win  business  cus- 
tomers by  offering  the  kind  of  flier- 
friendly  service  that  other  airlines 
advertise  but  don't  always  deliver. 

Each  morning,  there's  free  coffee 
and  newspapers  at  Midwest's  gates. 
At  dinner,  there's  steak  and  shrimp 
served  by  friendly  flight  attendants. 
And  the  earner's* DC-9s  and  MD-80s 
feature  wide  leather  seats — with  no 
more  than  two  of  them  across.  The 
result  of  this  good  service:  The  Mil- 
waukee airline's  load  factor — the  per- 
centage of  seats  filled — has  been  ris- 
ing, while  the  industry  has  suffered 
its  largest  monthly  drop  in  six  years, 
according  to  Paine  Webber  Inc.  Mid- 
west's stock  is  also  outperforming  its 
rivals'  by  some  20%. 
FULL  LOADS.  The  airline  doesn't  even 
charge  more  for  the  extras  it  pro- 
vides. Midwest  Express  matches  the 
majors'  coach  fares  and  maintains 
margins  by  filling  a  larger  percent- 
age of  seats  with  corporate  com- 
muters instead  of  bargain-hunting, 
book-in-advance  leisure  travelers. 
Because  Midwest's  coach  service  is 
on  par  with  most  carriers'  business 
class,  companies  don't  bristle  at  the 


CEO  HOEKSEMA:  Service  could  be  the  tiny  carrier's  middle  name 


fares.  Corporate  customers,  like 
Miller  Brewing  Co.,  are  penalizing 
Midwest  far  less  than  competitors 
as  they  scale  back  on  flights  with  its 
competitors. 

The  tale  of  Midwest  Express  is 
more  than  a  nice  little  stoiy  about  a 
small  company  doing  well.  It's  a  les- 
son for  the  rest  of  the  $120  billion 
U.  S.  airline  industry — one  that  you 
would  think  the  major  earners  would 
not  still  need  to  leam.  Alas,  most 
airlines  seem  to  be  oblivious  to  the 
need  to  offer  better  service.  Last 
year,  traveler  complaints  rose  26%  as 
more  bags  were  mishandled  and 
more  flights  arrived  late.  "Consumers 
are  near  the  breaking  point,"  says 
Brent  Bowen,  co-author  of  an  annual 
airline-service  ranking  and  director 
of  the  University  of  Nebraska's  Oma- 
ha Aviation  Institute. 

How  has  this  come  to  pass?  Des- 
perate for  profits  after  losing  billions 
at  the  start  of  the  decade,  airlines 
now  worry  about  service  only  for  the 
dozen  or  so  people  in  first  class.  The 
industry  has  jammed  its  planes,  mov- 
ing as  many  passengers  as  possible 


through  lucrative, 
though  often  inconve- 
nient, hubs.  Meanwhi' 
business  fares  have 
risen  steeply — and  co 
panies  have  responded 
by  cutting  back  travi 
or  trying  to  take  ad 
tage  of  discount  farei 
That  frugality  is  a  bi 
reason  why  United 
lines  Inc.  and  US 
ways  Group  Inc.  re 
ly  said  their 
second-quarter  earnirs 
would  disappoint. 
LOVE  FEST.  In  contrai, 
Midwest  Express,  bo. 
15  years  ago  as  the  cf- 
porate  aviation  unit  < 
Kimberly-Clark  Corn 
has  stayed  focused  o 
keeping  business  pas 
sengers  happy.  Its  & 
routes — all  of  which 
gin  or  end  in  Kans; 
City,  Milwaukee,  or 
aha — provide  direct 
"  vice  for  execs  once 
signed  to  the  inconvenience  of  fl; 
through  hubs.  "We've  really  madi 
concerted  effort  to  focus  on  a  pi 
ular  niche,"  says  Timothy  E.  Hoe! 
ma,  Midwest's  ceo  since  its  foum 
In  return,  customers  love  the 
rier.  "I  can't  think  of  a  bad  sitiiai 
I've  ever  had  on  Midwest,"  says 
Draves,  Miller  Brewing's  corpora 
service  manager.  Imagine  saying 
about  any  of  the  majors. 

Of  course,  the  biggest  carriers 
can't  do  everything  Midwest  doe: 
They  can't,  for  example,  afford  t( 
abandon  their  massive  hubs  and 
start  making  direct  flights  betwi 
small  cities.  But  they  shouldn't  i 
nore  how  customers  have  respi 
to  Midwest's  superior  service 
west  and  other  upstarts  might 
be  able  to  challenge  the  giants 
rectly.  But  the  lesson  of  Midwesf 
success  is  clear:  Whenever  custo; 
do  have  a  choice,  they  are  going 
opt  for  the  carrier  that  treats  tl 
right.  Care  for  a  cookie? 

Leonhardt  covers  airlines  froty 
Chicago. 
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Now  Bankers  Trust  is  part  of  Deutsche  Bank. 


Deutsche  Bank  and  Bankers  Trust. 
That's  a  combination  of  strength 
innovation  bound  to  produce  results. 


Deutsche  Bank  is  now  uniquely  posi- 
tioned to  help  its  customers  achieve 
superior  results.  With  the  integration 
of  Bankers  Trust  we  rank  among  the 
leaders  in  all  major  financial  business 
areas,  whether  it's  Asset  Management, 
Global    Capital    Markets,  Corporate 
Finance  or  Transaction  Services.  We 
combine  industry  focus  and  creative 
market  insights,  financial  innovation 
and  global  influence  with  the  strength 
of  outstanding  capital  resources. 

Leading  to  results." 


Deutsche  Bank 


m 


results  in  Asset  Management,  Capital  M 


Investment  Banking  sewic 


Corporate  Finance,  Global  Institutional  Services  and  Private  Banking. 

by  Deutsche  Bank  Securities  Inc.  a  member  of  NASD  and  SIPC 
'Trademark  application  pending 


ENTREPRENEURS 


BUSINESS 

IS  NOT  HIS  CALLING 

The  Bank  of  Scotland  mess  is  just  one  of  Pat  Robertson's  gaffes 


B' 
: 


i  usiness  is  sort  of  like  a  hobby  for 
I  me,"  says  religious  broadcaster 
'and  philanthropist  Marion  "Pat" 
Robertson.  "I  kind  of  enjoy  it,  but  it's 
more  of  a  sideline  than  a  main  cause." 

That's  good,  because  business  for  the 
69-year-old  Robertson— best  known  as 
the  founder  of  the  Christian  Broadcast- 
ing Network  and  the  conservative  lob- 
bying group  Christian  Coalition — hasn't 
been  going  well  lately.  His  remarks 
about  the  political  clout  of  Scottish  ho- 
mosexuals scuttled  a  $3  billion  telebank- 
ing  deal  with  the  Bank  of  Scotland  and 
forced  his  resignation  as  a  director  of 
Laura  Ashley  Holdings. 

But  Robertson  is  not  discouraged: 
He's  plunging  ahead  with  new  ventures, 
some  rather  daring.  He's  jumping  into 
gold  mining  in  Liberia,  even  as  the  In- 
ternational Monetary  Fund  is  driving 
down  the  metal's  price  with  plans  to 
sell  reserves.  And  he's  starting  a  Chi- 
nese Internet  company,  just  as  Web 
stocks  are  losing  some  of  their  luster. 

These  ventures,  however,  may  prove 
less  risky  than  the  ones  where  Robert- 


son's calling  conflicts  with  his  capitalism. 
On  June  5,  the  Scottish  bank  pulled  out 
of  the  telebanking  venture  because 
Robertson  had  accused  the  Scots  of 
straying  from  then-  religious  roots  and  of 
being  too  tolerant  of  homosexuals.  "In 
Scotland,  you  can't  believe  how  strong 
the  homosexuals  are,"  he  told  the  televi- 
sion audience  of  his  700  Club  news  show. 
Robertson  had  been  intending  to  pro- 


FIGHTING  WORDS  Uln  Scotland, 
you  can't  believe  how  strong 
the  homosexuals  are  J  J 


mote  the  bank's  new  telebanking  sei-vice 
in  return  for  a  25%  stake,  but  his  re- 
marks infuriated  major  depositors. 

On  June  9,  he  quit  the  board  of  British 
retailer  Laura  Ashley  after  the  contro- 
versy spread  south  and  Robertson  came 
under  attack  from  the  British  press.  "I'm 
somewhat  stunned  at  all  the  publicity 
on  these  little  things,"  Robertson  tells 


business  week.  "The  Scottish  thini 
blown  enormously  out  of  proportiol 
There  have  been  other  setbacks! 
Christian  Coalition  revealed  on  Jul 
that  it  finally  dropped  its  applicatf 
the  Internal  Revenue  Service  for 
empt  status.  It  would  have  been 
anyway:  The  IRS  considers  the 
too  active  in  politicking  on  behalf  I 
Republican  Party  to  qualify.  AnJ 
year,  Robertson  acknowledges,  he 
write  a  $1  million  check  to  cov( 
group's  operating  deficits.  Aides 
is  assuming  closer  supervision 
organization,  which  suffers  from  < 
ing  membership  and  contribution 
SHORTING  YAHOO!  Robertson  raj 
able  to  recoup  with  his  new,  ncl 
gious  enterprises.  He  is  chairman 
Zhaodaola  (translation:  I  found  it 
na  Internet  Co.,  a  startup  portal : 
na.  By  the  end  of  1999,  he  ho; 
have  15  million  page  hits  a  mon 
profits  yet,  though.  "I  haven't  < 
been  at  the  forefront  of  the  Inter 
fact,  I  shorted  Yahoo!  three  time: 
to  my  dismay,"  Robertson  chuck 
But  if  there's  a  turnaround  in  g 
can  say  he  got  in  on  the  groun 
He  is  chairman  of  Freedom  Gol 
which   bought   mining  rights 
Liberia  on  May  18.  Robertson,  v 
16  geologists  probing  the  countr 
to  invest  up  to  $15  million  on 
ration.  He  has  promised  the  L 
government  a  10%  share  and 
another  15%  to  Liberian  citizens 
If  that  fails,  there's  always  bla 
Robertson's  oil  company,  Cenco  I 
Co.,  has  plans  to  refurbish  the  ( 
old  Powerline  Oil  Co.  refinery 
Fe  Springs,  near  Los  Angele 
startup,  the  plant  should  be 
about  $60  million  a  year,  he  esti 

Robertson's  business  tastes 
eclectic,  but  he  has  proven  that 
make  money.  In  1997,  he  sold 
tional  Family  Entertainment  Inc 
shoot  of  the  nonprofit  Christiar 
casting  Netv 
$1.82  billion 
pert  Murdo' 
Kids  World\ 
News  repo 
he  pockett 
million,  whi 
million  wen 
gent  University  in  Virginia 
founded  in  1978  by  Robertsoi 
he  won't  reveal  his  net  wort 
mates  start  at  $200  million — ai( 
out  that  he  is  still  capable  of  w 
million  checks  to  charities 
squirming. 

By  Paul  Magnusson,  with 
Woellert,  in  Washington 


fiat 


that  another  customer  hitting  the  buy  button, 
or  was  someone  just  disconnected? 


^  transaction  volume  and  increased  demand  on  your  eCommerce  site.  It's  great  for 
mess,  but  cause  for  anxiety  if  you  can't  handle  the  load.  Enter  CyberSource:  We  can 
)  you  reliably  scale  your  eCommerce  business  by  providing  all  of  the  "back  office" 
saction  services  you  need  to  handle  everything  behind  the  buy  button, 
s  soon  as  your  customer  clicks  on  the  buy  button,  CyberSource's  suite  of  eCommerce 
ices  provides  you  with  a  complete,  real-time  solution  including  payment,  tax,  fraud, 
llment  management  and  notification,  and  more.  Our  global,  mission-critical  infra- 
;ture  and  merchant  support  services  help  you  maintain  high  customer  satisfaction  at 
order  volume — leaving  you  in  total  control  of  your  business. 

lat's  what  makes  CyberSource  The  Power  Behind  the  Buy  Button,"  and  it's  why  successful 
net  merchants  like  ADOBE,  EGGHEAD.COM  and  SH0PPING.COM  rely  on  us  to  handle 
■  eCommerce  transactions.  So  visit  our  Web  site  at  www.cybersource.com/click,  or  call 
t  1-888-330-2300  today.  We'll  give  you  a  free  Buy  Button  Power  Kit  and  all  the 
mation  you  need  to  make  certain  your  customers  stay  connected. 


The  Power  Behind 
the  Buy  Button 

The  instant  your  customer 
clicks  on  the  buy  button,  you 
harness  the  power  oj  CyberSource's 

scalable,  secure  back  office 
eCommerce  transaction  services, 
ensuring  you  and  your  customers 
the  most  reliable  eCommerce 


■yberSource  Corporation  All  rights  reserved  CyberSource  is  a  U  S  registered  trademark  of  CyberSource  Corporation  "  The  Power 
te  Buy  Burton"  is  a  service  mart,  of  CyberSoutce  Corporation  All  third  party  trademarks  are  the  property  of  their  respective  holders 
information  about  Adobe,  Egghead  com  and  Shopping  com.  visit  www  adobe  com.  www  egghead  com  and  www  shopping  com. 


the  power  behind  the  buy  button 


In  Business  This  Week 
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PROFIT  SQUEEZE 
AT  FIDELITY 

it's  not  easy  to  get  a  fix 
on  the  finances  of  privately 
held  Fidelity  Investments. 
But  in  a  confidential  docu- 
ment circulated  to  a  few 
institutional  investors  as  part 
of  a  debt  offering,  Fidelity 
made  unusually  detailed  dis- 
closures: According  to  Fideli- 
ty's June  14  filing  for  $750 
million  in  new  debt,  the  com- 
pany generated  $1  billion  in 
cash  in  1998,  but  it  needs 
additional  money  for  rising 
technology  expenditures. 
The  most  interesting  news: 
Fidelity  is  facing  a  profit 
squeeze.  Gross  margin  before 
taxes  dipped  to  10.1%  in 
1998,  down  from  15.6%  in 
1997,  as  Fidelity's  payroll 
soared  28%,  to  $3.3  billion. 


CLOSING  BELL 


OUTSTANDING 
OMEN 

On  June  15,  Oracle  surprised 
nearly  all  of  Wall  Street  with 
results  for  fiscal  1999's  fourth 
quarter  that  blew  past  esti- 
mates. Thanks  to  strong  sales 
of  its  database  software,  Ora- 
cle racked  up  net  income  of 
$527.4  million,  or  360  a 
share.  Analysts  had  predicted 
320,  according  to  First  Call. 
The  news  pushed  the  stock  up 
from  25X  to  32%  "It  was  a 
strong  performance  across 
products  and  geographically," 
says  James  Pickrel,  an  analyst 
at  Hambrecht  &  Quist  in  San 
Francisco. 
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That  equaled  nearly  50%  of 
the  company's  revenues,  up 
from  44%  in  1997.  Still, 
Fidelity's  bonds  have  the 
highest  credit  ratings  of  any 
financial  company. 


NEW  WORRIES 
FOR  A  NUMBERS  MAN 

AS  CHIEF   FINANCIAL  OFFI- 

cer  of  Time  Warner,  Richard 
Bressler  obsesses  daily  about 
the  bottom  line.  So  when  he 
starts  his  next  job,  as  head  of 
Time  Warner  Digital  Media, 
in  July,  he  could  experience 
culture  shock.  After  all,  the 
unit,  which  is  building  new 
Internet  "hubs"  and  has  a  big 
stake  in  high-speed  Web  ser- 
vice Road  Runner,  operates 
in  a  world  where  unprof- 
itability  is  the  norm.  A  for- 
mer accountant,  Bressler 
joined  Time  Warner  11  years 
ago  and  became  CFO  in  1995. 
He  will  oversee  what  Time 
Warner  Chairman  Gerald 
Levin  calls  the  "single  most 
important  growth  area." 
That's  assuming,  of  course, 
that  past  on-line  fumbles  like 
the  Pathfinder  hub  are  not 
repeated. 


THE  FEDS  COLLAR 
STREET  THUGS 

ON  JUNE  16,  UNCLE  SAM  UN- 
leashed  a  major  assault  on 
organized  crime's  infiltra- 
tion of  the  stock  market.  A 
federal  grand  jury  in  Brook- 
lyn, N.  Y.,  indicted  89  stock- 
brokers and  alleged  mob 
associates  in  a  multipronged 
stock-fraud  scheme.  The 
alleged  take:  $100  million. 
The  feds  charged  that  stock 
scanisters  were  behind  the 
long-defunct  Hanover  Ster- 
ling penny-stock  house  and 
seven  other  brokerages. 
Among  those  who  were 
charged  were  several  of  the 
alleged  mob-linked  broker- 
ages, stocks,  and  promoters 
identified  by  business  week 
in  a  December,  1996,  Cover 
Story. 


WHEN  THE  BIDDING  STOPPED 


EBAY  CHIEF  EXECUTIVE 

Meg  Whitman  had  seen 
better  weeks.  The  trouble 
started  on  June  10, 
when  server  prob- 
lems halted  auc- 
tions at  the 
online  site. 
Whitman  spent 
her  weekend 
grappling  with 
one  of  the  worst 
E-commerce  shut- 
downs yet,  including 
personally  calling  cus- 
tomers to  apologize.  "She 
has  been  right  there  in  the 
foxhole,"  says  board  mem- 
ber Robert  Kagle.  "You 
can't  ask  people  to  do 
things  you  aren't  willing 
to  do  yourself,"  Whitman 
says. 

The  trouble  led  to  a 
plunge  in  the  stock.  After 


eBay  said  it  would  refu 
fees  to  customers  who  | 
been  locked  out,  the  pr 
tumbled  18%  on  Jun| 
14 — a  one-day  lq 
of  $4  billion  iif 
market  valul 
before  recol 
ing  some  o 
June  16. 
To  put  a 
"    on  the  wee 
rival  Amazon 
announced  on  J 
16  that  it  was  teamin 
with  Sotheby's  Holdi 
The  two  will  launch  a 
joint  site  to  compete 
eBay  and  its  newly 
acquired  Butterfield 
Butterfield.  The  timi 
Whitman  says,  "was 
serendipitous." 

By  Rob  H of  and 
Himelstein 


THAT  JALOPY: 
CHARITY  OR  SCAM? 

ARE  CHARITIES  THAT  URGE 

drivers  to  donate  cars  for 
resale  mnning  a  tax  scam?  In 
some  cases,  yes,  warns  Mar- 
cus Owens  of  the  IRS.  Chari- 
ty ads  promising  that  donors 
can  deduct  the  blue-book 
value  of  cars — even  if  the 
autos  ai-e  unusable — ai~e  mis- 
leading, he  says.  The  irs  is 
especially  riled  by  contracts 
between  some  chai'ities  and 
used-car  dealers:  For  a  fee,  a 
dealer  accepts  cai-s  in  a  char- 
ity's name  and  hands  out  the 
charity's  receipts  to  taxpay- 
ers. The  irs  plans  a  review  of 
car-donation  plans  in  2000. 


RITE  AID  S 

HEADACHES  CONTINUE 

MORE  TURMOIL  AT  RITE  AID. 

On  June  14,  the  company 
announced  that  cfo  Frank 
Bergonzi,  53,  would  retire 


this  fall.  Two  weeks  e; 
said  it  would  restat< 
ings  for  the  past  thre* 
"They  have  nowhert 
but  up  on  credibility 
Dan  Donovan  of  Ar 
Express  Financial  A( 
a  Rite  Aid  investor. 
June  8,  three  distric 
neys  in  California 
complaint  alleging  tl 
pany  has  sold  expire 
ucts.  Rite  Aid  saj 
working  hard  to  con 
problem  and  Ber 
retirement  was  unre 
the  restatement. 


ETCETERA... 


■  Starwood  Financia 
ing  Ti'iNet  Corpora^ 

■  Boeing's  new  f/a  1 
bomber  could  fail  k 
says  the  GAO. 

■  Fifth  Third  Bail 
buying  cnb  Bancsh 
$2.3  billion  in  stock.! 

■  Circuit  City  is  eifl 
DivX  videodisk  venfl 
splitting  its  stock.  I 


CHARLIE  LAMM  HELPS 

THE  PEOPLE  AT 

FRANCIS  FORD  COPPOLA  INC. 

READ  SCRIPT  REVISIONS  FROM 


FOUR  CONTINENTS  AWAY. 

LIGHTS,  CAMERA,  REPLICATION. 


Charlie  installed  Lotus  Notes®  and  helped  build  custom  S9I 
applications  specific  to  filmmaking.  This  has  sped  up  and  streamlined 

their  process  dramatically.  Thanks  to  replication  features,  it  has 
allowed  people  in  different  offices  in  different  time  zones  to  always 
KB  have  the  most  up-to-the-minute  information-whether  it's  about 
asting,  schedules  or  scripts.  Because  ultimately,  when  they 

say  "action,"  they  mean  it.  To  learn  about  R5,  the  newest  re 
of  Lotus  Notes,  visit  www.lotus.com/superhumansoftware 

SUPER. HUMAN. SOFTWARE 


Lotus. 


An  IBM  Company 


Introducing  ReplayTV."" 

With  the  ReplayTV  digital  set  top  box 
and  the  free  Replay  Network 
Service,  you  can  watch  what  you 
want  when  you  want 


TV  ON  YOUR  TERMS.  When  you've  got  ReplayTV,  nothing  gets  in  the  way  of  your  favorite  shows. 
Not  hunger.  Or  traffic  jams.  Or  working  late.  With  ReplayTV,  the  shows  you  like  all  follow  one 
schedule:  yours.  Now  you've  got  the  freedom  to  watch  what  you  want,  when  you  want. 

YOUR  SHOWS  ON  YOUR  TIME.  ReplayTV  combines  digital  recording  technology  with  an  intelli- 
gent programming  service  to  capture  the  programs  you  want  to  watch,  every  time  they're  on. 
Now  you'll  never  miss  your  favorite  shows.  It's  easy.  It's  automatic.  It's  guaranteed. 

IT'S  YOUR  TV.  You  decide  what's  on.  Ever  wish  there  was  a  TV  channel  devoted  to  your  inter- 
ests? ReplayTV  can  make  this  wish  come  true.  Create  custom  channels  based  on  your  favorite 
shows,  like  ER.  Or  based  on  actors  or  directors  or  on  themes  like  cooking  or  college  basketball. 
The  Replay  Network  Service  finds  and  records  the  shows  you're  interested  in,  even  if  you  don't 
know  they're  being  broadcast. 


PUT  REALITY  ON  HOLD.  When  you've  got  ReplayTV,  interruptions  no  longer  mean  missing  out. 
That's  because  you  can  now  pause  live  TV.  Or  replay  it.  Rewind  it. 
Or  QuickSkip  past  commercials.  That's  the  power  of  ReplayTV. 
It's  television  made  personal. 


Primetime.  Anytime." 


Order  ReplayTV  today  for  just  $699 


Call  toll-free  Or  visit 

1-877-ReplayTV  replaytv.com 

Risk-free,  30-day,  money-back  guarantee.      Only  available  directly  from  Replay 


PERSONALIZED  CONTROL 
CHANNELS  LIVE  TV 


NO  NO  I 

VIDEO  TAPES  MONTHLY 


':!'-,':^-^'-:;,:;^;v;yt^'^ 

's  destination  'DI999  Replay  Networks,  Inc  All  rights  reserved 


shington  Outlook 


>  BY  LEE  WALCZAK 


ST  BELT  RUMBLE:  WHAT'S  BEHIND 
E  PUSH  FOR  STEEL  QUOTAS 

e  runup  to  an  election  year,  and  the  U.  S.  steel  in- 

y  is  screaming  for  relief  from  a  flood  of  cheap  imports. 

esult:  Faster  than  you  can  say  "hot  ingots,"  Congress 

ng  to  enact  a  relief  package  for  steelmakers.  Just 

iblem:  The  approach  favored  by  the  steelworkers' 

stiff  quotas  on  foreign  steel — faces  certain  veto  from 

-trade  Clinton  Administration.  But  in  the  stampede  to 

f%  Hill  Democrats  choose  to  ignore  that  threat  for  the 

.  And  they're  gaining  some  important 

from  steel-state  Republicans  who  don't 
go  home  this  fall  without  voting  on 

id  of  help  for  the  U.  S.  industry. 

Dta  bill  pushed  by  the  United  Steel- 
(usw)  passed  the  House  in  March, 
headed  for  the  Senate  and  a  possible 

;  vote.  Why  is  the  idea  picking  up  such 

if  steam?  Quotas  are  winning  strong 
from  Democrats.  And  even  though 

•el-state  Republicans  are  free-traders, 

w  U.  S.  steelmakers  claim  to  have  lost 

bs  to  imports  since  1997. 

enate  quota  bill  is  sponsored  by  Sena- 
D.  Rockefeller  IV  (D-W.  Va.).*He  as- 
B  t  the  twin  economic  crises  in  Asia  and 
ii  ave  triggered  a  wave  of  below-market  ~ 
iri  Indeed,  foreign  steel  shipments  to  the  U.  S.  have 
hi  )ubled  over  the  past  year.  The  blitz  pushed  several 
I  teelmakers  into  bankruptcy  and  has  hit  the  balance 
tf  '  major  producers  hard.  Rockefeller's  bill  would  roll 
:  ij  orts  to  their  pre-crisis  levels — about  22%  of  the  do- 
tk]  eel  market. 

he  Trite  House  says  the  bill  does  not  conform  to  the 
s  |  ;he  World  Trade  Organization.  If  the  President  "is 
m  i  with  an  illegal  quota  bill  that  risks  retaliation 


STEEL  MILL:  Hot  issue 


ns  ther  American  workers  and  fanners,  he'll  have  no 


choice  but  to  veto  it,"  vows  White  House  aide  Gene  Sperling, 
director  of  the  National  Economic  Council. 

With  the  quota  bill  gaining  momentum,  free-traders  are 
scrambling  to  devise  a  fallback  strategy.  On  June  16,  Senate 
Finance  Committee  Chairman  William  V.  Roth  (R-Del.)  per- 
suaded his  panel  to  back  an  alternate  measure  that  would 
make  it  easier  for  U.  S.  steelmakers  to  bring  antidumping 
charges  before  the  International  Trade  Commission.  Clin- 
tonites  hope  Roth's  approach  will  siphon  support 
from  the  quota  bill.  Failing  that,  the  White 
House  will  try  to  convince  undecided  senators 
that  with  many  of  Asia's  economies  on  the 
mend,  the  import  flood  is  abating.  The  Admin- 
istration also  is  putting  the  arm  on  business 
to  lobby  more  vigorously  against  quotas,  noting 
that  both  the  Business  Roundtable  and  the 
U.  S.  Chamber  of  Commerce  have  been  missing 
in  action  on  the  issue. 

"REPERCUSSIONS."  If  persuasion  fails,  however, 
and  the  quota  measure  passes,  the  White 
House — especially  Vice-President  Al  Gore — will 
be  in  a  difficult  spot.  Gore  needs  to  cany  the 
big  industrial  swing  states  to  prevail  in  2000. 
But  usw  officials  say  their  members  won't  be 
"  very  motivated  to  pull  the  lever  for  Al  if  he 
deserts  them  on  relief.  "There  will  be  repercussions  at  the 
ballot  box  for  Gore  if  the  White  House  vetoes,"  warns  usw 
political  director  William  Klinefelter. 

Actually,  Gore,  who  announced  his  candidacy  on  June  16  in 
Carthage,  Tenn.,  may  find  an  unexpected  ally  in  the  fight 
against  quotas:  Texas  GOP  Senator  Phil  Gramm.  The  conser- 
vative champion  is  threatening  a  filibuster  against  any  quota 
legislation.  If  he  makes  good  on  the  threat,  the  Veep  will  be 
spared  the  burden  of  explaining  a  politically  damaging  veto. 

By  Aaron  Bernstein,  with  Amy  Borrus 
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ITALWRAPUP 
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Tl  JET  TAXES:  AN  END  RUN? 

Wij  eeds  an  Internet  Tax  Commis- 
"fl  °t  governors,  state  legislators, 
I*!  officials,  business  week  has 
M  that  a  coalition  of  seven  state 
government  groups — includ- 
tl  National  Governors'  Assn.  and 
Ij  .  Conference  of  Mayors — will 
ij  d  an  end  run  around  the  con- 
$j  lally  mandated  panel  on  Net 
■  at  is  set  to  convene  on  June 
|f  Williamsburg,  Va.  They'll  try 
up  with  a  uniform  sales-tax 
m  their  own. 
gambit  succeeds,  it  could 
■  way  for  states  and  municipal- 


ities to  collect  billions  of  dollars  in  new 
levies — both  on  E-commerce  and  mail- 
order sales.  In  1998,  conventional  sales 
taxes  generated  $150  billion,  or  36%  of 
all  state  and  local  tax  revenues. 

The  federal  commission  is  unlikely 
to  endorse  any  new  taxes,  for  either 
Net  or  mail-order  sales.  At  least  11  of 
the  panel's  19  members  are  critics  of 
such  levies  or  represent  industries 
that  would  be  subject  to  the  taxes. 
And  its  probable  chairman,  Virginia 
Governor  James  S.  Gilmore  III,  oppos- 
es all  Net  taxes.  So  state  and  local 
governments  are  looking  for  a  way 
around  the  commission  that  would  sat- 
isfy Congress  and  the  Supreme  Court. 


The  high  court  has  ruled  that  requir- 
ing businesses  to  track  thousands  of 
different  levies  imposed  by  cities, 
states,  counties,  and  special  taxing  dis- 
tricts is  an  undue  commercial  burden. 

By  Septembei1,  the  seven  organiza- 
tions hope  to  draft  model  legislation  to 
simplify  the  system  of  sales  and  use 
taxes,  and  ease  audit  and  filing  burdens. 
Under  the  plan,  each  state  would  set  its 
own  sales-tax  rate.  But  a  product  or 
service  would  be  taxed  at  the  same  rate 
whether  purchased  on  the  Web,  through 
the  mail,  or  at  a  Main  Street  business. 
Still  unsettled:  Whether  local  govern- 
ments could  impose  their  own  levies. 

By  Howard  Gleckman 
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WATCH  OUT:  HERE 
GOMES  WAL-MART 

A  big  deal  in  Britain  makes  European  retailers  tremble 


M  t's  Wal-Mart's  biggest  international 

■  move  yet.  When  the  giant  Arkansas 
I  retailer  announced  a  $10.7  billion 

■  deal  for  Britain's  third-largest  su- 
permarket chain,  Asda  Group  PLC,  on 
June  14,  its  rivals  couldn't  help  but  take 
notice.  Indeed,  shares  of  British  super- 
market chain  Tesco  PLC  plunged  6.7%, 
while  J.  Sainsbury  plc's  fell  4.7%.  "This 
is  a  nightmare  for  a  lot  of 

retailers  in  Europe,"  says 
Michael  P.  Godliman,  di- 
rector of  Verdict  Re- 
search, a  London-based 
retail  consultancy. 

Already,  analysts  and 
store  owners  alike  are 
predicting  a  wave  of  con- 
solidation. The  expansion 
of  Wal-Mart  Stores  Inc.— 
with  its  cheap  prices,  buy- 
ing clout,  and  efficient  in- 
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ventory  and  distribution  systems — only 
adds  to  the  competitive  pressures  facing 
retailers  thanks  to  Europe's  new  single 
currency.  If  Wal-Mart's  acquisition  goes 
through,  it  will  double  the  company's 
international  sales  to  $25  billion — some 
17%  of  annual  revenues — in  one  swoop. 
And  the  Asda  purchase  will  give  Wal- 
Mart  a  second  leg  on  which  to  build  a 


WAL-MART'S  MARCH  INTO  EUROPE 

1997  Purchases  21-store  German  hypermarket  chain  Wertkauf 
for  $880  million.  International  sales  reach  $5  billion/ 

1998  Buys  second  German  chain,  74-store  Spar  Handels. 
International  sales  grow  to  $7.5  billion.* 

1999  Bids  $10.7  billion  on  June  14  for  Asda  Group,  Britain's 
third-largest  food  retailer,  with  229  stores.  Asda  will  add  $13.1 
billion  to  Wal-Mart's  international  sales  of  $12.2  billion/ 


•FISCAL  YEAR  ENDING  JAN.  31 
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Continentwide 
ness,  adding  t 
two  German 
it  acquired  n 
last  two  years. 

Indeed,  the 
pany    has  si 
sights  on  becor 
leading  cross-t 
retailer  in  Ei 
Wal-Mart  wa:  ffOpt 
third  of  its  g: 
over  the  nex 
years  to  come 
international  ac- 
tions.  So  fi 
company  has  e1 
Europe  by  tarfc 
two  of  its  top  tti 
consumer  ma  %n 
Wal-Mart  has  avoided  the  third  bi  'ore  It 
ket,  France,  where  hypermarket 
as  Carrefour  pose  tough  compe  fern; 
The  Asda  deal,  says  Wal-Mart  «p#t; 
Vice-President  for  Finance  Jay  F  d-ach 
mons,  "gives  us  critical  mass  in  I  Coke 
without  having  to  go  head  to  hea  k 
Carrefour."  As  it  grows  furthei 
Mart  plans  to  turn  to  suppliers 
the  Continent  for  its  goods,  givi  elfium 
better  selection  at  lower  cost,  eul'ii 
BIG  PLANS.  To  expand  Continei  la 
though,  Wal-Mart  will  have  to  ad  11 
formula  to  local  market  realities  fr- 
mart  snapped  up  Asda  because- 
lows  policies  on  pricing,  employe  0 
tions,  and  customer  service  simila 
own.  Still,  the  largest  Asda 
which  are  big  by  British  standard 
just  over  a  third  the  size  of  Wal  ids 
U.S.  outlets.  Big  store  locatiolar 
hard  to  come  by  in  much  of  1 
Says  Fitzsimmons:  "What  we  leai 
Asda  about  smaller  spaces  cou 
■  us   with   our  ex] 
plans." 

Wal-Mart  has 
gone    up  the 
curve  in  Germanjie 
Wal-Mart  moved  ir 
many  in  1997,  it 
in  place  widened  pj 
and  brought  over  t  It 
cated  computer  sye  -,: 
turn  around  its  tw< 
of  German  store; 
now  number  close  : 
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>tal  sales  of  $3.5  billion  last  year. 
Iding  its  German  business,  Wal- 
las  slashed  prices  on  1,500  lines 
average  of  nearly  20%.  That  has 
heighten  competition  and  speed 
iation  in  German  retailing.  Niko- 
truschat,  analyst  at  Deutsche 
Research,  says  stores  representing 
hypermarket  sales  in  Germany 
jen  sold  in  the  past  two  years, 
le  same  time,  Wal-Mart  is  chang- 
le  of  its  ways.  For  instance,  the 
y  may  have  to  rethink  its  con- 


cept of  having  greeters  at  stores  to  wel- 
come customers.  "Germans  are  skeptical. 
Customers  said  that  they  didn't  want 
to  be  paying  the  salary  of  that  guy  at 
the  door,"  says  Baltruschat.  Wal-Mart 
also  found  that  some  of  the  services  it 
offers  in  the  U.  S.  are  highly  restricted 
in  Germany,  such  as  loyalty  cards.  And 
while  Wal-Mart  can't  operate  24-hours  a 
day  in  Germany  as  in  the  U.S.,  it  has 
moved  up  its  opening  time  to  7  a.m. 

It's  likely  to  take  years  for  Wal-Mart 
to  turn  itself  into  a  true  Europewide 


company.  More  acquisitions  are  probably 
in  the  cards.  Indeed,  the  era  of  consoli- 
dation in  European  retailing  is  just  be- 
ginning. Michael  Jary,  director  of  oc&C 
Strategy  Consultants  in  London,  pre- 
dicts that  in  10  years,  roughly  10  big 
cross-border  retailers  will  dominate  Eu- 
rope. Today,  four  or  five  leading  store 
chains  rale  the  business  in  each  country. 
As  the  euro  opens  up  new  possibilities, 
Wal-Mart  will  play  its  part  in  the  re- 
making of  European  retailing. 

By  Heidi  Dawley  in  London 
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NGS  AREN'T  GOING  BETTER 
H  COKE 

iropean  scare  is  among  the  company's  worst  PR  crises 


ique  Mees  used  to  think  nothing 
safer-  than  Coca-Cola.  But  as  the 
ian  housewife  pushed  her  baby 
•'s  stroller  into  her  local  Brus- 
pmarket  on  June  16,  the  shop- 
/as  pulling  cans  and  bottles  of 
irink  from  shelves.  Across  the 
supermarkets  were  doing  the 
ore  than  200 
and  French 
iffering  from 
apsets,  nausea, 
d-aches  after 
Doke  produced 
ng  plants  in 
ej  and  Dunkirk, 
ai  d,"  Mees  says, 
e  elgium  scare 
s  3  of  the  worst 
c  [j  lations  prob- 
'oke's  history, 
irst  time,  the 
mtory  of  Coke 
n  one  country 
ed  from  sale, 
avium's  action, 
irg  and  the 
ds  followed 
ar  recalls  of 
Dducts.  The 
plant  appar- 
ised  substan- 
jn-dioxide  to 
Coke.  And 
;pended  sales 
)m  a  plant  in 
ter  it  learned 
cans  were 
ed  with  a  wood  preservative 
oping.  To  contend  with  the 
Atlanta-based  company  quick- 
id  a  team  of  scientists  to  Eu- 
deeply  regret  any  problems 
I  by  our  European  consumers 
t  few  days,"  said  ceo  M. 


Douglas    Ivester   in    a  statement. 

But  these  moves  may  not  be  enough 
to  calm  European  fears — and  restore 
Coke's  image.  The  scare  is  just  the  latest 
of  a  series  of  controversies  over  tainted 
food  in  Europe.  It  follows  revelations 
that  huge  quantities  of  Belgian  pork  and 
chicken  contained  cancer-causing  dioxin. 
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After  more  than  200  fell  ill,  Belgium  banned 
Coke  sales.  France,  the  Netherlands,  and 
Luxembourg  followed  with  similar  actions 

COKE  COMES  OFF  THE  SHELVES  IN  A  PARIS  SUPERMARKET 


The  public  was  so  outraged  that  it  top- 
pled the  Belgian  government  in  June  12 
general  elections. 

Now,  despite  Coca-Cola's  initial  steps, 
European  analysts  already  are  raising 
questions  about  the  company's  handling 
of  the  crisis.  And  they  are  concerned 


about  quality  control  at  its  European 
plants.  "No  one  would  have  thought  that 
this  would  happen  to  [Coke].  But  they 
should  have  planned  for  it,"  says  Jan 
Lindemann,  director  for  brand  valuation 
at  Interbrand  Group  in  London.  The  wor- 
ry for  Coke,  he  adds,  is  that  its  image 
will  be  long  tarnished  just  as  Perrier's 
was  in  the  1980s  when  benzene  was 
found  in  water  shipments.  It  took  years 
for  Perrier's  sales  to  recover. 
INSURANCE.  For  now,  the  financial  im- 
pact on  Coca-Cola  is  tiny.  The  four  coun- 
tries account  for  less  than  2%  of  the 
company's  annual  global  sales.  Coca-Cola's 
revenues  were  $18.8  billion  in  1998.  "It's 
not  going  to  make  or  break  them,"  says 
Emanuel  Goldman,  a  Merrill  Lynch  & 
Co.  beverage  analyst. 
By  rooting  out  the  cause 
of  the  contamination  and 
correcting  it,  Coke  is 
hoping  to  convince  the 
governments  to  allow 
sales  to  be  fully  restored 
within  days.  "Our  strat- 
egy is  to  quickly  identify 
the  problem,  take  cor- 
rective action,  and  work 
closely  with  the  govern- 
ment to  make  sure  that 
they  have  all  the  neces- 
sary insurance,"  says 
Paul  Pendergrass,  direc- 
tor of  communications  in 
London. 

A  more  high  profile 
approach  may  be  neces- 
sary. "I  think  Ivester 
should  consider  a  trip," 
says  Patrick  Worms,  a 
crisis  manager  at  Ogilvy 
&  Mather  in  Brussels. 
"Coke  must  get  out  in 
front  and  give  an  im- 
pression of  openness — 
and  only  the  top  guy  can 
do  it."  Until  that  hap- 
pens, even  if  the  company  succeeds  in 
solving  quality-control  problems  at  its 
plants,  Coke  may  still  have  a  lot  of  work 
to  do  to  win  back  European  consumers. 

By  William  Echikson  in  Brussels  with 
Stephen  Baker  in  Paris  and  Dean  Foust 
in  Atlanta. 


International  Business 


FANCY  DIGS 
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II 


MALAYSIA 


WHY  MAHATHIR  IS  SO 
PLEASED  WITH  HIMSELF 

An  improving  economy  may  well  save  his  political  fortunes 


Plagued  by  a  persistent  cough 
brought  on  by  what  diplomats  say 
is  a  serious  pulmonary  ailment, 
Mahathir  Mohamad  may  be  ailing  phys- 
ically. But  politically,  the  73-year-old 
Malaysian  Prime  Minister  is  a  new  man. 
Showing  no  signs  of  preparing  to  step 
down,  Mahathir  and  his  850  aides  are 
packing  their  bags  to  move  into  palatial 
quarters  in  the  new  capital  city  of 
Putrajaya.  The  high-tech  capital,  15 
miles  south  of  Kuala  Lumpur  in 
Malaysia's  Multimedia  Super  Corridor, 
is  one  of  a  number  of 
mega-projects  where  con- 
struction has  continued 
despite  Asia's  financial 
crisis.  "In  Malaysia  we 
always  do  things  in  a  big 
way,"  Mahathir  says  with 
a  deep  breath. 

Mahathir  can  afford  to 
be  cocky.  After  two  years 
of  economic  and  political 
turmoil,  Malaysia's  econo- 
my is  showing  signs  of  re- 
covery, and  Mahathir  is 
convinced  he  has  survived 
the  worst  of  the  crisis. 
Coasting   on   the  good 

news,  he  plans  to  march  Foreign  reserves  and 
his  ruling  party,  the  Unit-  exports  are  healthy 


ed  Malays  National  Organization  (umno), 
into  an  election  that  has  to  be  held  by 
July,  2000.  His  game  plan  depends  on 
economic  recovery  continuing  long 
enough  to  make  Malaysians  feel  good 
and  forget  the  recession  and  political 
acrimony  of  the  past.  Perhaps  the  most 
critical  element  is  speed.  To  stand  the 
best  chance  of  winning,  Mahathir  has 
to  call  the  election  before  the  economy 
falls  back  into  a  slump,  which  could  hap- 
pen if  domestic  consumption  remains 
low  and  banks  don't  resume  lending. 

For  now,  the  latest  eco- 
nomic data  are  going  his 
way.  After  contracting 
6.7%  last  year,  the  econo- 
my is  expected  to  grow 
at  least  1,3%  this  year,  ac- 
cording to  Consensus  Eco- 
nomics Inc.  Exports  were 
up  16%  year-on-year  in 
April.  Foreign  reserves 
look  healthy  at  $30  billion. 
"The  economy  is  showing 
definite  signs  of  having 
bottomed  out,"  says  Steve 
Buckley,  deputy  director 
for  trade  and  investment 
at  the  British  High  Com- 
mission in  Kuala  Lumpur. 
There's  good  news  in  the 


Palatial  government! 
quarters  in  the  new 
city  of  Putrajaya 

markets  as  well.  The 
Lumpur  Stock  Excha 
up  30%-  from  the  beg 
of  the  year. 

But  there's  a  dark ! 
to  the  rosy  economic!! 
cast.  Domestic  demam 
mains  woefully  weak,  I 
ports  actually  declined  f& 
during  the  first  four  nl 
of  the  year.  Banks  arel 
tant  to  resume  lendufl 
cause  nonperforming 
which  already  accoun 
quarter  of  their  lend 
growing.  The  bond  m; 
well  aware  of  these  rii 
late  May,  the  government  ha 
planned  $2  billion  offering  of  lj 
bonds  because  investors  insisted 
ting  a  premium  yield  3.3  perc 
points  over  that  on  equivalen 
Treasuries. 

Mahathir  is  betting  that  the  ej 
will  bring  an  end  to  political  unce 
at  least.  The  Prime  Minister  disj 
his  former  protege  and  deputy 
Minister  Anwar  Ibrahim  in  a 
struggle  last  year.  Mahathir  r< 
told  reporters  he  would  call  an  i 
UMNO  vote  after  the  national  elecj 
install  his  current  deputy,  Abdul 
mad  Badawi,  as  deputy  preskl 
umno.  That  would  set  up  Abdi 
succeed  Mahathir. 
deep  GULF.  But  the  Anwar  q 
could  seriously  affect  umno's 
at  the  polls.  Public  support  for 
battled  politician  grew  after  he  vj 
tenced  in  April  to  serve  six  y| 
prison  for  abuse  of  power.  Anw; 
to  court  again  on  June  7  to  face 
ond  trial,  this  time  on  a  related 
charge  that  was  dropped  in  his 
al  for  lack  of  evidence.  His  w; 
izah  Ismail,  has  established  the 
al  Justice  Party,  a  new  mu 
political  party  that  is  allied  w| 
previously  weak  parties.  Says 
"Mahathir  is  a  shrewd  old  mail 
think  he  has  been  cut  off  from 
mon  folk." 

Tnat  gulf  between  Mahathir 
voters  may  deepen  once  he's  e 
in  his  newT  Putrajaya  palace.  B 
economy  continues  to  strengt. 
old  man  may  be  able  to  shrui 
complaints  of  his  opponents 
his  grip  on  power. 

By  MicJiael  Shari  in  Kuala 
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Itarting  at  $99,  its  power  protection 
that  pays  for  itself  in  seconds 


APC  Back-UPS  Pro"  500 
"APC's  blest  plugs  into  a  USB  port, 
making  it  completely  painless  to  protect 
your  PC  from  power  snafus  and  electrical  spikes. " 

-  PC  Computing  4/99 


h  8  million  PC  users  can't  be  wrong  about  APC  power  protection. 


bj  oblems  are  the  largest  cause  of  data  loss  and  occur 
n  more  frequently  than  computer  viruses.  Besides  an 
E  Dower  outage,  keyboard  lock-Lips,  system  crashes, 
91  i  data  and  lost  Internet  connections  are  also  symp- 
II  )ower  irregularities.  These  events  cause  interruptions 
h  fere  with  your  ability  to  get  the  job  done. 


An  APC  Uninterruptible  Power  Supply  (UPS)  gives  you  two 
layers  of  protection  in  one  unit.  Memory  cards  and  hard  disks 
are  shielded  from  damaging  surges  while  back  up  battery  power 
enables  you  to  shut  down  during  an  emergency  without  losing 
any  data.  APC  units  are  backed  by  a  $25,000  equipment  protection 
guarantee.  Visit  your  reseller  or  the  listed  retailers  to  try  one  today! 


IPS  gives  you: 

outlets  to  protect  your  com- 
us  displays,  printers,  scanners 
e 

icy  battery  power  for  continuous 
hrough  brief  power  outages 
:ave  your  data. 

le/network  surge  suppression 
ain  your  online  connection. 


•  Auto-shutdown  software  which  saves 
your  files  and  data,  even  when  you're 
away  from  your  computer. 

APC  Safety  and  Reliability  Benefits: 

•  User-replaceable  batteries  reduce 
service  costs 

•  Easy  Overload  Recovery 

•  Site  Wiring  Fault  Indicator 


Audible  and  Visible  Alarms  alert  you 
to  power  events  as  they  occur 

$25,000  equipment  protection  guaran- 
tee (U.S.  and  Canada  only,  see  policy) 

"Best  in  Class"  longest  runtime 
guarantee  (5-40  minutes) 


UPC  power 
•ducts  at: 


^■GLOBAL 

1 -800-829-0785 


Insight  Black  Box  Corporation      Of  f  iC^WgX 


Legendary  Reliability 


.  .  „   Enter  the  "Are  You  at  Risk"  sweepstakes  to  win  a  PC. 

...  Enter  nni/l/  httn-Z/nrnmn  annn  nr\m  l/ow  Pnrln  I/Q1  Q7 


International  Business 


A  TALE 
OF  TWO 
FAMILIES 

How  China's  transformation 
to  a  market  economy  is 
having  jarringly  different 
effects  on  ordinary  citizens 

By  Dexter  Roberts  

On  a  breezy  evening  in  a  dusty  Beijing- 
parking  lot,  Liu  Fengtong  twirls  his 
partner  with  expert  precision  and  daz- 
zles her  with  deft  footwork.  Christ- 
mas lights  wink  overhead.  Speakers 
blaring  pop  tunes  compete  with  honk- 
ing trucks  and  the  whir  of  bicycles  from  a  nearby 
road  lined  with  auto-repair  and  dumpling  shops. 

It  is  a  routine  that  Liu,  39,  performs  night  af- 
ter night  at  the  makeshift 
dance  floor,  where  he  gives 
lessons  to  patrons  paying  a 
25<?  admission  fee.  Liu  earns  $90  a 
month — half  his  old  pay  as  a  welder 
at  a  coal  plant  a  few  miles  away.  But 
ever  since  he  was  laid  off  last  year,  it 
has  been  the  best  work  he  can  find. 
"This  is  not  a  profession,"  says  Liu. 
"But  I  must  make  some  money  for 
my  family." 

Some  700  miles  away,  in  Shanghai, 
the  family  of  Frank  Liu  is  enjoying 
the  economic  fruits  of  the  new  China. 
Liu— no  relation  to  the  Beijing  dance 


ROUGH  RIDE 

Liu  Jie  and 
daughter,  Liu 
Wei,  like  many 
Chinese,  work 
and  study  long 
hours  in  the  hope 
of  improving 
their  current 
uncertain 
situation 
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HAPPY 
DAYS 

Frank  Liu  is 
prospering.  He 
has  just  bought 
a  new  apart- 
ment, and  his 
son,  Liu  Ziehen, 
attends  an 
exclusive 
private  school 


instructor — heads  a  government  agency  that  recruits  foreign 
investors  to  the  city's  booming  Waigaoqiao  Free  Trade  Zone. 
Sitting  in  his  wood-paneled  office  and  dressed  in  an  expensive 
dark  suit,  Liu,  42,  explains  how  Intel,  Hewlett-Packard,  and 
IBM  all  are  looking  to  expand  their  operations  in  the  zone. 
Soon,  Liu  will  meet  executives  from  Dell  Computer  Corp.  The 
following  week,  he  will  fly  to  the  U.S.  to  drum  up  more 
business.  Liu's  family  has  prospered  as  well:  They  just  bought 
a  new  apartment,  and  his  11-year-old  son  attends  an  exclusive 
private  school. 

The  two  Liu  families  offer  jarringly  different  glimpses  of 
the  impact  that  China's  transformation  is  having  on  ordi- 
nary citizens.  It  is  a  process  that's  likely  only  to  accelerate,  re- 
gardless of  the  recent  outburst  of  anti-Americanism  and  the 
stalled  negotiations  over  China's  entry  into  the  World  Trade 
Organization.  As  the  shock  of  those  setbacks  wears  off,  Pre- 
mier Zhu  Rongji  and  President  Jiang  Zemin  are  again  picking 
up  the  campaign  to  turn  China's  state-run  economy  into  one 
driven  by  market  forces.  "The  reforms  are  painful  but  they 
are  inevitable,"  concedes  Liu  Fengtong  of  Beijing. 

Thus  much  of  what  has  defined  life  for  China's  1.2  billion 
people  is  in  flux.  Zhu's  efforts  to  turn  around  tens  of  thou- 
sands of  money-losing  state  enterprises  will  mean  the  shut- 
tering of  countless  factories.  More  than  10  million  workers  like 
Liu  Fengtong  will  be  laid  off  over  the  next  few  years.  Some 
will  find  jobs  in  the  proliferation  of  private  enterprises,  from 
new  computer  factories  to  roadside  restaurants. 

If  they  are  fortunate,  thanks  to  new  social-services  pro- 
grams, they  will  make  up  for  the  perks  that  they  forfeit, 
from  company  housing  to  free  cradle-to-grave  health  care. 
New  banking  policies  are  making  mortgages  available  so  fam- 
ilies can  buy  their  own  homes.  Private-sector  workers,  Chinese 
leaders  hope,  will  form  the  vast  base  of  middle-class  con- 
sumers that  will  power  the  economy  for  decades  to  come. 

The  other  transformation  facing  China  will  be  its  greater 
opening  to  the  outside  world.  Washington  and  Beijing  are 
searching  for  ways  to  revive  talks  to  conclude  a  wro  deal  this 
fall.  If  they  succeed,  sectors  from  high-tech  manufacturing  to 
banking  and  telecom  services  will  open  to  foreign  investors  as 
never  before.  Companies  will  flock  to  places  with  the  most 
flexible  policies,  such  as  Shanghai.  Over  time,  millions  of 
beneficiaries  of  this  revolution  will  acquire  the  outlook  and 
modern  lifestyle  of  professionals  in  Hong  Kong  and  Taiwan. 

That  is  the  vision.  But  for  millions  of  Chinese,  the  transi- 
tion will  be  wrenching.  The  purging  of  most  of  socialism's  last 
vestiges  will  throw  many  into  a  desperate  search  for  work 
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DOWNSIZED 

For  nearly  two 
decades,  Liu 
Fengtong  was  a 
welder  at  the 
No.  3  coal  plant. 
Since  being  laid 
off  last  year,  he 
earns  half  as 
much  money 
giving  dancing 
lessons 


INSIDE  INTEL 

As  manager  of 
the  chip  giant's 
program  to  help 
schools  develop 
computer 
facilities,  Lily  Li 
gets  to  travel 
a  lot.  Education 
officials  from 
across  China 
call  her  for  help 


and  shelter.  The  income  gap  between  those  with  the  skills  re- 
quired to  thrive  in  an  open  economy  and  those  without  will 
widen.  But  whether  the  changes  bring  prosperity  or  hardship, 
the  tale  of  the  two  Liu  families  shows  that  most  Chinese  are 
determined  to  seize  the  opportunity. 

For  1!)  years,  ever  since  he  graduated  from  high  school, 
Liu  Fengtong  had  toiled  at  the  soot-stained  complex  of  crum- 
bling buildings  known  as  Beijing  No.  3  Coal  Plant.  But  the 
plant  had  to  lay  off  half  of  its  1,300  workers  last  summer. 
Desperate  to  find  something  to  replace  his  salary,  Liu  turned 
to  his  biggest  passion,  dancing.  But  he  could  only  find  part- 
time  work.  His  wife,  Liu  Jie,  36,  still  has  her  job  at  the  coal 
plant,  where  she  has  spent  17  years  as  a  cafeteria  worker  and 
as  a  teacher  for  workers'  children.  But  her  position  is  tenuous. 
Under  new  guidelines,  state  enterprises  are  to  shut  nonpro- 
ductive units.  That  includes  the  cafeteria  and  school. 
LONG  MARCH.  Now,  Liu  Jie  is  pail  of  a  nationwide  experi- 
ment: reemployment  classes  for  displaced  workers.  Liu  and 
her  co-workers  attend  sessions  across  town.  On  a  rainy  April 
morning,  she  sets  off  on  a  bicycle  at  6:30.  Her  l^-hour  com- 
mute to  class  involves  pedaling  to  a  bus  station  and  then 
changing  buses  twice.  Inside  a  dingy  room  are  30  classmates, 
all  uncerf  ain  about  what  jobs,  if  any,  await  them.  The  morn- 
ing lecture  is  about  socialist  thought.  Few  pay  attention. 

The  afternoon  classes  are  on  more  practical  subjects,  such 
as  restaurant  and  tourism  management.  "These  classes  can  be 
very  important  for  finding  a  future  job,"  says  Liu  Jie.  Her 
class  is  thinking  big:  Their  company  plans  to  turn  its  site  into 


an  entertainment  I 
ter,  complete  I 
restaurant,  swiml 
pool,  and  bowling  1 
This  may  be  a  I 
hope.  As  Chil 
consumer  spenl 
slumps,  new  sea 
ventures  by  o| 
state  enterpriser 
struggling. 

Liu  Wei,  the  com 
12-year-old  daugi 
knows  her  parent! 
in  a  bind.  The  girll 
with  her  grandml 
in  another  Beijingl 
urb,  where  she  dp 
tend  a  public  si 
with  nominal  tul 
She  sees  her  pal 
on  the  weekends! 
she  spends  most 
time  studying, 
dren  with  laid-of 
ents  must  study 
er,"  the  girl  says| 
big  dream:  "Sor 
I  would  like  to  hi 
father  a  car." 

Her  father's  di 
are  more  modes! 
just  wants  his  dl 
ter  to  succeel 
school  so  that  sh| 
get  a  solid  job. 
a  police  officer  sj 
like  a  nice  careei 

a  cop,  his  daughter  would  have  the  skills  to  protect  h| 
in  cities  where  street  crime  is  a  rising  problem.  ' 
China's  society  is  more  and  more  chaotic,"  he  saye 
Liu  Wei  wants  to  be  a  kindergarten  teacher,  as  her  n 
once  was,  even  though  the  pay  is  miserable.  "When  i  r 
have  too  much  money,  they  change,"  she  says,  citing  h( 
classmates  who  bully  other  students  and  laugh  at 
simpler  clothing. 

Frank  Liu  also  knows  what  it  is  like  to  be  thrust  ii 
uncertain  world.  But  for  him,  that  was  in  the  old  days 
of  his  parents  worked  as  administrators  in  Shanghai' 
Jiaotong  University.  Life  was  simple  but  comfortable- 
the  disastrous  Cultural  Revolution  began  in  1966.  Liu 
have  entered  college  in  1975.  But  in  that  radical  era,  hi 
ordered  to  work  in  a  Shanghai  machinery  factory.  WhfJ 
versities  returned  to  normal  in  1979,  Liu,  then  22,  pass 
entrance  exam  and  earned  a  management  degree.  Afl 
years  of  teaching,  Liu  landed  a  job  in  1990  at  the  co: 
running  the  Waigaoqiao  industry  zone. 

Lily  Li,  Frank's  37-year-old  wife,  would  also  make 
ad  for  Zhu's  new  China.  After  earning  an  electrical 
neering  degree  from  Shanghai's  Jiaotong,  she  got  a 
the  school's  library  just  as  it  began  to  computerize  fa< 
Under  Hewlett-Packard's  sponsorship,  Lily  spent 
California  and  Singapore  for  training.  She  returned  fli 
English  and  with  a  deeper  interest  in  the  computer  in 
That  enabled  her  to  land  a  job  at  Intel  Corp.'s  busy 
hai  office,  where  she  now  manages  a  progran 
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The  latest  medical  breakthrough  isn't  a  breakthrough 
until  it  reaches  the  patient  who  needs  it.  Which  is  why  the 
company  that  keeps  physicians  in  20  countries  up-to-date 
with  the  latest  advances  in  medicine  relies  on  the  expertise 
of  a  Cisco  Powered  Network''1  service  provider. 

Welcome  to  the  New  World  -  where  Cisco  Powered 
Network  service  providers  are  changing  the  way  people  share 
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Systems.  Let  us  help  you  accomplish  the  same  remarkable 
things  for  your  business.  Look  for  the  Cisco  Powered 
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RETRAINING 

Liu  Jie  is  part  of 
a  huge  program 
run  by  cities 
and  enterprises: 
reemployment 
classes  for  laid- 
off  or  soon-to-be 
laid-off  workers. 
It's  not  clear 
what  jobs  may 
appear 


GROCERY 
SHOPPING 

Shanghai  has 
been  the  focus 
of  reforms  since 
the  time  when 
Zhu  was  mayor. 
As  a  result,  it  is 
fast  becoming  a 
cosmopolitan 
commercial  hub 
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helps  schools  across  China  develop  computer-educational 
facilities. 

Inside  her  cubicle,  she  works  the  phone,  switching  easily 
among  Mandarin,  Shanghainese,  and  English.  Every  now 
and  then,  she  wheels  around  to  blast  off  another  E-mail. 
Education  officials  from  across  China  are  calling  Intel  in 
search  of  money  and  resources  to  develop  computer-literacy 
programs.  "If  we  find  their  program  worthwhile,  we  can 
help  out,"  she  says. 

book  bound.  While  the  parents  are  at  work,  their  son,  Liu 
Ziehen,  fills  his  days  with  the  demanding  class  schedule  of  the 
private  boarding  school  inside  the  Waigaoqiao  zone.  He's 
only  in  fifth  grade.  Yet  the  11-year-old  already  averages 
more  than  two  hours  of  homework  per  day.  On  weekends, 
when  he  visits  his  parents,  the  load  is  extra  heavy. 

On  a  Sunday  afternoon,  Liu  Ziehen  is  hunched  over  math- 
ematics homework  in  his  bedroom  at  home.  A  poster  of  the 
Chicago  Bulls  basketball  team  hangs  on  the  wall  along  with 
another  of  Brazil's  national  soccer  team.  The  shelf  above  his 
desk  is  crammed  with  books.  "He  doesn't  get  to  read  as 
much  as  he  would  like,"  says  his  mother.  But  given  the  soar- 
ing costs  of  education,  the  workload  is  understandable.  In  ad- 
dition to  tuition,  top  high  schools  in  Shanghai  can  charge 
entrance  fees  as  high  as  $12,000. 

Another  major  investment  for  Frank  Liu's  family  was 
its  1,500-square-foot,  three-bedroom  apartment  in  a  new 
high-rise  five  minutes  from  the  industrial  park.  Flats  in 
their  building  range  from  $30,000  to  $100,000.  For  the  pur- 
chase, they  put  20%  down  and  secured  a  10-year  mortgage. 


The  Lius  create! 
bookshelf-lined  s'i 
and  furnished  the| 
ing  room  with  al 
inch  Toshiba  TV  a| 
Philips  video  com 
disk  player.  Now, 
are  saving  mone 
travel.  "Every 
we  want  to  take 
son  to  a  new  pla 
China,"  Lily  say 
a  few  years,  they 
to  visit  Hawaii 
Southeast  Asia. 

Back  in  Beijing 
Fengtong  and  Ms 
ily  can  only  dres 
vacations.  The 
from  their  apart 
inside  the  groun 
the  factory  comp 
of  vast  heaps  of 
Black  dust 
against  the  wir 
panes.  With  the 
of  his  job,  Liu  ha 
lost  his  free 
care.  But,  deteri 
to  save  money, 
fuses  to  spend  tl| 
monthly  fee  for 
coverage. 

The  family  ■ 
owes  $4,800  the! 
rowed  from  friei 
buy  their  sma'l 

cozy  725-square-foot,  two-bedroom  apartment.  Una 
afford  the  entire  sale  price  asked  by  their  employer,  tl 
stead  bought  usage  rights.  If  they  move,  therefore] 
must  sell  it  back  to  the  company  at  the  original  pu 
price. 

Liu  Fengtong's  decision  not  to  buy  outright  illustrate 1 
steep  hurdles  facing  China's  crash  program  to  boost J 
ownership.  State  enterprises  across  the  country  are 
pushed  to  sell  company  flats  to  millions  of  workers.  O" 
is  to  stimulate  a  burst  of  consumer  spending  on  renoV" 
and  furnishings.  That  is  easier  said  than  done.  "Why  l[ 
from  the  bank  when  the  future  is  uncertain?"  Liu  asW 

His  apartment's  sparse  furnishings  show  how  difficil 
to  get  worried  blue-collar  workers  to  spend  more.  Beij 
tried  to  make  it  easier  for  families  to  buy  electronic  apf[ 
and  other  household  goods  by  having  banks  offer  coi 
credit.  But  these  loans  come  with  stringent  conditions, 
extensive  documentation  of  a  reliable  income. 

From  his  dusty  dance  floor,  Liu  Fengtong  is  stil 
mistic.  Stopping  for  breath  between  schmaltzy  pop  sol 
explains  that  he  aims  to  scrimp  money  until  he  has  en<| 
stall  an  auto-parts  business.  "The  investment  is  small, 
can  quickly  make  back  your  money,"  he  says  eonfidenj 

Their  circumstances  may  be  radically  different,  1| 
Lius  in  Beijing  and  the  Lius  in  Shanghai  are  similar 
count:  Both  couples  are  convinced  that  their  child's  life! 
better  than  theirs  is  now.  Maintaining  the  faith  that  un 
and  educated  elites  alike  will  benefit  in  the  new  Chin£| 
ical  if  the  breathtaking  reforms  are  to  succeed. 
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NORTHERN  IRELAND: 
CAN  PEACE  BE  SALVAGED? 


As  services  ended  one  recent  Sunday  at  Drumcree  Church 
near  Portadown  in  Northern  Ireland,  the  men  draped  or- 
ange sashes  over  their  suits.  Accompanied  by  the  drums 
and  fifes  of  the  Shankill  Protestant  Boys,  they  marched  down 
the  hill,  stopped  at  the  armored  vehicles  blocking  their  path 
into  a  Catholic  neighborhood,  and  prayed  for  God's  help  for 
the  Loyal  Orange  Order. 

This  ritual  has  occurred  every  Sunday  since  last  July, 
when  authorities  temporarily  banned  the  Orangemen  from 
making  then-  annual  march  to  commemorate  a  military  victory 
over  Catholic  forces  in  the  17th  century.  The  standoff  has  be- 
come a  symbol  of  Protestant  resis- 
tance to  the  Good  Friday  peace  pact 
of  April,  1998 — not  least  because  the 
church  lies  in  the  parliamentary  con- 
stituency of  the  Protestant  leader  who 
signed  the  deal,  David  Trimble. 

The  mounting  ill  will  toward  the 
agreement  is  delaying  a  key  step  in 
the  creation  of  a  permanent  peace — a 
regional  government.  Worse,  the  ten- 
sion-filled summer  marching  season  is 
at  hand,  when  Protestant  hard-liners 
will  hit  the  streets  en  masse.  So  ~ 
British  Prime  Minister  Tony  Blair  and  his  Irish  counterpart, 
Bertie  Ahem,  are  scrambling  to  get  that  regional  govern- 
ment formed  before  a  June  30  deadline.  The  British  are 
threatening  to  cut  off  the  $45,000  salaries  of  those  elected  to 
the  Assembly  last  year  if  the  deadline  is  not  met. 

With  the  distraction  of  the  Kosovo  war  over,  Blair  was  in 
Belfast  on  June  14  twisting  arms.  Much  of  the  leverage  is  be- 
ing applied  to  Trimble,  the  leader  of  the  Ulster  Unionist 
Party.  As  head  of  the  party  with  the  most  seats  in  the  As- 
sembly, Trimble  is  First  Minister  designate  in  the  yet-to-be- 
formed  government. 

But  Trimble  is  insisting  that  Sinn  Fein,  the  republican 
movement's  political  wing,  cannot  have  ministerial  posts  un- 


Orai 


less  the  Irish  Republican  Army  begins  disarming  oil 
nounces  violence.  "Setting  up  a  government  that  incli 
an  armed  party  is  like  setting  up  a  Mafia  state,"  sat 
Trimble  aide.  Yet  Sinn  Fein  president  Gerry  Adams  clji 
that  the  party  legitimately  earned  two  cabinet  seats  hi 
Assembly  voting  last  summer.  He  insists  he  lacks  the  clojjs 
force  the  ira  to  disarm. 

The  British  are  considering  convening  the  Assembly!) 
move  that  would  force  Trimble  and  the  other  leaders  to  ■ 
naming  a  cabinet  or  else  face  condemnation  as  obstruction 
But  finding  a  way  over  what  could  be  the  last  major  hum 
a  more  stable  peace  won't  be  ■ 
Trimble's  brave  leadership  haJfg 
verely  damaged  his  standing  i|h 
party  and  alienated  many  of  his  fe 
ly  Protestant  constituents.  Alt! 
he  is  an  Orangeman,  the  protei 
at  Drumcree  say  he  doesn't  repiwa 
them  anymore.  Agreeing  to  Br ; 
Fein's  inclusion  in  the  governie 
could  lead  to  his  downfall. 

Many  observers  think  the  JuBfc 
deadline  could  pass  without  a  dea 
"  ter  that,  events  could  get  out  of| 
because  the  Orange  orders  and  various  troublemaker 
spoiling  for  a  major  confrontation.  That  may  occur-  at  I 
cree  on  July  4,  the  date  of  the  traditional  annual  march) 
may  not  be  going  back  to  war,  but  we  could  be  in  for  a  j|} 
of  years  of  real  misery,"  says  Paul  Bew,  Professor  of  IrisiP 
itics  at  Queen's  University  of  Belfast. 

An  llth-hour  deal  isn't  out  of  the  question.  Both  Ti|l  : 
and  Adams  are  tough  negotiators  who  only  make  conceal 
at  the  end.  But  it's  disturbing  that  the  local  politician* 
not  solve  these  problems  themselves.  The  question  iff 
many  more  times  can  outside  intervention  and  ar 
deadlines  work? 

By  Stanley  Reed  in  Poril 
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GERMAN  BANK  PROBE 

►  Sorting  out  managerial  responsibili- 
ty after  a  big  merger  is  tough  enough 
without  government  prosecutors 
breathing  down  your  neck.  That's  the 
problem  facing  Deutsche  Bank  after 
ceo  Rolf-Ernst  Breuer  was  among 
top  executives  targeted  by  Gen  an 
authorities  in  an  investigation  oi 
whether  the  bank  helped  clients  con- 
ceal income  in  Switzerland  and  Lux 
embourg.  The  investigation  comes 
just  as  Deutsche  Bank  is  struggling 
to  integrate  newly  acquired  Bankers 


Trust.  Dresdner  Bank  survived  a  sim- 
ilar probe,  eventually  settling  with 
authorities — but  only  after  several 
top  executives  were  forced  to  resign. 
Deutsche  Bank  says  the  charges  are 
unjustified,  and  insists  the  Bankers 
Trust  merger  won't  be  affected. 

A  NASDAQ  FOR  JAPAN 

►  Nothing  like  Japan's  vast  savings 
pool  to  get  those  gaijin  money  lords 
salivating.  Internet  investor  and  soft- 
ware distributor  Softbank  Corp.  and 
the  National  Association  of  Securities 
Dealers  plan  to  set  up  a  sister  version 


of  the  nasdaq  market  in  Japan 
end  of  next  year.  The  move  will  d 
Japanese  investors  a  chance  to  in 
in  5,000  U.  S.  high-growth  stocks! 
denominated  in  yen  as  well  as  ne] 
listed  domestic  ones.  The  goal  is  . 
give  Japanese  entrepreneurs  a  si 
startup  equity  finance — and  by  el 
sion  generate  job  growth.  Tough j 
ing  requirements  for  Japan's  exi^ 
over-the-counter  market,  and  a 
dearth  of  venture  capital  have 
been  considered  a  drag  on  innovj 
Japanese  aspiring  to  create  the 
Sony  might  finally  get  a  break. 
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BusinessWeek  ONL  INE 


The  Corporation 


STRATEGIES 


WILL  PCs  AND  TV  GET 
PLAYBOY  HOPPING? 

The  CEO  insists  that  recent  signs  of  life  will  get  stronger 


Could  the  bunny  be  back?  Investors 
in  Playboy  Enterprises  Inc.  are 
happier  than  they've  been  in  years. 
The  company's  B  shares  are  trad- 
ing around  28,  up  131%  from  a  52-week 
low  last  fall.  Ad  sales  at  the  magazine,  af- 
ter a  air  year  slump,  are  expected  to 
grow  8'/  this  year.  Even  founder  Hugh 
M.  Hefner,  73,  is  hot  again,  his  man- 
sion once  more  a  Hollywood  party  spot. 
"The  game  plan  is  finally  taking  hold 
and  accelerating,"  says  Mark  Boyar, 
president  of  Boyar  Asset  Management 


Inc.,  holder  of  300,000  Playboy  shares. 

But  even  with  this  long-awaited  good 
news,  doubts  linger.  Playboy,  founded  in 
1953  and  known  around  the  world,  has 
been  fighting  irrelevancy  for  years.  Com- 
pany sales  and  profits  last  year  were 
$318  million  and  $4.3  million,  respective- 
ly— well  below  heyday  1980  levels,  when 
it  earned  $13  million  on  sales  of  $363 
million.  The  flagship  magazine's  circula- 
tion is  at  3.2  million,  half  what  it  was  in 
the  70s.  Worst  of  all,  the  average  age  of 
the  Playboy  customer  had  drifted  dan- 


BUILDING  AN  ADULT  DISNEY' 

Younger  readers  are  returning 
to  the  magazine,  but  CEO  Chrisj 
Hefner  has  bigger  hopes  for 
cable  TV  and  the  Internet 

gerously  upward  for  a  decade,  out 
profitable  18-to-34  demographic.  Yc 
readers  had  drifted  from  Playbo 
its  venerable  centerfold  over  to  h 
ties  such  as  Maxim  and  Details.  Ti 
cent  uptick  in  Playboy's  fortunes,  sli 
say,  could  be  nothing  more  sustap 
than  a  whiff  of  nostalgia.  "They  m 
so  long  to  reinvent  themselves  thalje 
chic  is  back  in,"  says  Allen  Adarrjw 
managing  director  at  brand  conw 
firm  Landor  Associates.  "But  it'w 
to  run  a  strategy  on  a  fad." 
ONLINE  BOOST.'  Christie  Hefne|( 
since  1988,  is  out  to  prove  that  thifci 
she  has  finally  turned  her  aging" 
around.  For  the  better  part  of  a  c 
Hugh's  daughter  has  tried  to  ge 
new  growth  through  various  effr 
brand  extensions.  Now,  she  says 
firmly  focused  on  the  brand,  whi 
calls  an  "adult  Disney."  Her  strat 
provide  soft-core  adult  entertainr 
all  media,  including  online  and 
those  efforts  that  have  gotten  in\ 
attention.  Hefner,  46,  says  that 
Playboy  of  the  near  future,  the 
once  the  heart  and  soul  of  the  co 
will  be  just  one  part — and  not  ne 
ily  the  biggest  part — of  a  media  > 
"The  growth  of  the  company  wil 
from  entertainment  and  online,"  sl| 

What  Hefner  calls  entertains 
actually  cable-TV  programming  an] 
sales.  With  titles  such  as  Club  W\ 
and  Sexcetera,  Playboy  is  now  in 
million  U.  S.  homes  via  cable  an 
lite.  The  March  acquisition  of  tl 
risque  Spice  Channel  brings  in 
million  more  subscribers  and  knc 
the  Playboy  Channel's  nearest  cor! 
Even  better,  a  pending  partners! 
Venezuela's  Cisneros  Group  wi 
Playboy's  soft-core  porn  to  viel 
South  America  and  Europe.  Laj 
Playboy's  entertainment  busine 
ed  operating  income  of  $26  mi 
sales  of  $91  million — nearing  th 
zine's  $108  million  gross.  Charle 
Quaid,  co-manager  of  the  small-re 
Fund,  increased  the  fund's  po: 
Playboy  stock  from  30,000  to 
shares  this  year,  "primarily  for 
programming." 

Internet  efforts,  while  nascent 
yet  profitable,  are  also  drawini 
Playboy.com,  a  Web  site  that  ofl 
free  and  subscriber-only  content, 
ing  a  respectable  90  million  pag( 


You  will  have  one  view  to  all 
the  information  you  need. 

Your  team  will  work  as  one 
to  move  ideas  forward. 


Your  organization  will  convert 
knowledge  into  results. 


Where  do  you  want  to  go  today? 


Introducing 

Microsoft  Office  2000. 

Now  the  intranet  is  more  than  just  a  great  idea. 


With  Microsoft  Office  2000,  the  intranet  finally  becomes  a  practical  business  tool  for  you 
and  your  team.  That's  because  Office  2000  builds  upon  productivity  tools  you're  familiar 
with  by  adding  HTML  as  a  standard  file  format.  This  means  you  can  instantly  share 
information  with  anyone,  anywhere  over  your  intranet,  just  by  clicking  "Save  as  Web  Page." 
Plus,  new  Outlook  Today  gives  you  a  customizable  view  that  integrates  your  key  information 
with  your  team  intranet — so  you  have  a  single,  powerful  "dashboard"  to  give  you  a  quick 
read  on  the  information  that's  most  important  to  you  and  your  team. 
To  see  Office  2000  in  action,  experience  the  multimedia  demo  at 
www.microsoft.com/office/2000  m  — > 


Microsoft 

Ofnce20ociS 

What  Productivity  Means  Today 


crosoft  Office  2000  lets  you: 


Have  a  single,  consolidated  view  of  your  e-mail,  calendar,  contacts,  tasks,  folders,  and  Web  sites 

Easily  save  files  to  a  Web  server  and  maintain  rich  Office  functionality  within  the  browser 

Create,  manage,  and  update  an  informative  team  intranet  site  without  having  to  do  any  programming 


(Corporation  All  rights  reserved  Microsoft,  the  Office  logo.  Outlook,  and  Where  do  you  want  rogo  today3  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or 


other  countries 


he  Corporation 


YOND  THE 
NTERFOLD 

stie  Hefner's  challenge  is 
jhten  branding  and  keep 
boy  relevant  to  a  '90s 
ence. 

WEB  Playboy.com  offers 
os,  chats  with  Playmates, 
E-commerce.  Three-fourths 
swers  don't  read  the 
jzine. 


h.  In  addition,  it  has  signed  up 

0  Cyber  Club  members,  who  pay 
ich  as  $60  a  yeai  for  access  to  pho- 
diives,  chat  sessions,  and  live  Web- 
from  Hefs  mansion.  In  April,  re- 
h  by  Internet  measurement  giant 
iMetiix  found  that  more  individuals 

checking  out  Playboy.com  than 
yars.com  or  NBA.com.  The  site  also 
>  a  strong  E-commerce  department, 

1  books,  CDs,  and  Playboy  logo  mer- 


MERCHANDISE 

Forget  fuzzy 
bunny  dice.  A 
new  line  of 
upscale  licensed 
merchandise 
includes  leisure 
wear,  home 
furnishings,  and 
leather  goods. 


se.  Total  online  revenues  have  dou- 
1  each  of  the  past  three  years,  to 
lillion  in  1998 — a  combination  of 
enue,  user  fees,  and  product  sales. 
'  expects  that  pace  to  continue  for 
jtt  three  years.  The  company  is 
onsidering  an  initial  public  offering 
site.  But  most  exciting  to  Playboy 
ives  is  the  demographic  makeup  of 
visitors:  The  vast  majority  are  in 
veted  18-to-34  age  group.  And 

new  to  Playboy:  75%  do  not  reg- 
read  the  magazine.  The  Internet, 
lefner,  is  doing  what  other  mar- 
plans  have  failed  to  accomplish:  at- 
g  newcomers  to  the  Playboy 

"The  Web  will  be  our  biggest 
;)s,"  she  predicts. 

boy's  relative  stodginess  may  help 
1st  for  a  comeback.  In  a  world 
eveiy  manner  of  sexual  image  is 
available  at  the  click  of  a  mouse, 
/-style  soft-focus  nudity  is,  well, 
x.  "The  more  bestiality  you  can 
ad  from  the  Web,  the  greater 
""s  opportunity  to  sell  a  socially  ac- 


y 
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ceptable  version  of  sex,"  says  futurist 
Ryan  Mathews  of  FirstMatter,  a  West- 
port  (Conn.)  consulting  firm.  Hefner 
agrees:  "As  the  world  becomes  more  lib- 
eral, Playboy  becomes  more  main- 
stream," she  says. 

SAME  OLD,  SAME  OLD.  Not  all  of  Hef- 
ner's comeback  plans  are  drawing  cheers. 
Even  as  Playboy  embraces  new  media,  it 
is  seeking  to  revamp  some  old  and  his- 
torically weak  branding  efforts.  There's  a 
renewed  push  for  licensed  merchandise. 
But  instead  of  the  bunny  decals  and 
fuzzy  dice  that  have  debased  the  brand 
in  the  past,  Heftier  is  gravitating  toward 
more  upscale  products  like  pea  coats, 
ties,  and  jewelry.  This  spring,  the  line 
landed  at  youth-oriented  stores  such  as 
Hot  Topic  and  Patricia  Fields.  That  may 
be  better  than  T-shirts  and  swizzle  sticks, 
but  retail  experts  remain  skeptical.  "I 
don't  think  Playboy  is 
associated  with  any 
skill  or  competence  in 
fashion  design,"  sniffs 
retail  consultant 
George  Rosenbaum. 

Casinos  are  another 
roll  of  the  dice.  Play- 
boy has  already  li- 
censed its  name  to  a 
new  casino  in  Greece 
and  plans  similar  part- 
nerships for  as  many 
as  10  Playboy  casino 
resorts  in  places  like 
Las  Vegas  and  over- 
seas during  the  next 
five  years.  Problem  is, 
critics  say,  Playboy 
tried  and  abandoned 
casinos  in  the  70s  and 
early  '80s.  Hefner 
says  this  time,  the 
casinos  will  be  aimed 
at  the  older  end  of  her  target  demo- 
graphic— and  that  those  consumers  will 
be  more  interested  this  time  around 
thanks  to  a  greater  acceptance  for  gam- 
bling as  entertainment.  Critics  are  not 


sure.  "Can  Playboy  convince  existing 
hotel  owners  that  the  brand  equity  is 
strong  enough  to  carry  a  property?"! 
asks  Joseph  V.  Coccimiglio,  senior  gam- 
ing analyst  at  Prudential  Securities 
Research. 

That  leaves  Playboy  with  a  long  road 
back.  In  the  first  quarter  of  this  year, 
revenues  inched  up  3%,  but  profits, 
weighed  down  by  marketing  costs  and 
a  still-unprofitable  Web  site,  slipped. 
And  while  the  demographics  of  the 
Playboy  magazine  readers  and  other 
customers  are  shifting  back  toward 
thirtysomething,  with  more  than  half 
of  readers  now  in  the  18-to-34  age 
group,  the  battle  for  young  men  is  not 
won.  "Many  younger  people  think  Play- 


PLAYBOY  TV 

TV  The  Playboy  Channel  and 
Spice  Channel  reach  25  million 
homes.  A  joint  overseas  venture 
is  in  the  works  with  Cisneros 
Group. 


GAMBLING  A  casino  on  the  Greek 
island  of  Rhodes  is  open.  Up  to  10 
more  are  planned  in  the  next  five  years. 

boy  is  the  magazine  their  daddy  read 
when  he  was  a  teenager,"  says  Roberta 
Garfinkle,  senior  vice-president  at  ad- 
vertising agency  McCann-Erickson. 

Hefner  is  working 
hard  to  prove  this  is 
not  your — or  her — 
daddy's  Playboy.  She's 
moved  to  upgrade  the 
executive  ranks,  re- 
placing the  chief  fi- 
nancial officer  and 
heads  of  publishing, 
merchandising,  and 
casinos  in  the  past 
two  years.  After  more 
than  a  decade  of  look- 
ing for  ways  to  keep 
Playboy  relevant  to 
consumers,  she  is  con- 
vinced the  company 
has  learned  from  its 
mistakes.  "We  lost 
control  of  the  brand 
and  a  clear-cut  strate- 
gy of  the  businesses 
to  be  in,"  she  says  of 
previous  efforts.  To- 
day, "there  is  a  much  stronger  respect 
for  focusing  on  what  we  do  well."  Still,  it 
remains  to  be  seen  how  far  and  how  fast 
this  new  bunny  will  hop. 

By  Richard  A.  Melcher  in  Chicago 


e-business,  yes, 

e-fraud,  no. 


Years  in  the  making,  pan-European  commerce  is  now  a  business  reality.  At  PricewaterhouseCoopers,  we  are  workirl 
our  clients  to  help  develop  a  framework  for  a  secure  pan-European  e-business  network.  Together  we're  establ 
standards  and  protocols  to  reduce  risk  and  fraud.  And  working  to  create  the  infrastructure  necessary  to  help  ensij 
Internet  is  a  safe  place  to  buy,  sell  and  conduct  business,  globally.  And  that's  just  the  beginning  of  our  e-business  s« 
PricewaterhouseCoopers.  155,000  people  in  150  countries;  not  to  mention  the  World  Wide  Web.  www.pwcglobi 


Pricb/VaTeRhous^oopers  0 

Join  us.  Together  we  can  change  the  world. 


Pr/i  ewaterhouseCoopers.  PricewaterhouseCoopers  refers  to  the  individual  member  firms  of  the  worldwide  PricewaterhouseCoopers  organisation.  All  righti 
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Get  other 
Web  sites 
to  sell 
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How  to  build  a  follow 
jnd your  busine 
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Michelle  Burke 
has  made  herself 
into  an  authority 
on  support  staff 


Contents 
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f.18  Guru 
Marketing 


In  this  media-saturated  age, 
everybody  loves  an  expert.  Why 
not  become  one?  There's  really  not 
that  much  to  it:  Have  something 
to  say,  say  it  in  a  catchy  way,  and 
promote  the  heck  out  of  yourself 


F.30  Bridging  the 
Pension  Gap 

When  it  comes  to  retirement 
plans,  big  companies  have  gotten 
the  best  deals.  But  with  that 
market  saturated,  sponsors  like 
Merrill  Lynch  and  Fidelity  are 
turning  to  small  businesses— and 
offering  terms  that  are  a  lot  more 
doable  than  you  may  have  thought 


Departments 


F.4  InBox 

CEO  pay,  a  possible  IRS  break, 
bracing  for  Y2K,  and  more 

F.8  Trends 

Merger  fever 
hits  the  small- 
business  level: 
What  owners 
need  to  know 

F.10  Who's  Hot 

It's  a  gas, 
baby:  Chemist  and  marketer  team 
up  on  selling  a  spare-fuel-tank- 
in-a-trunk 

F.12  What  Works 

Temporary  insanity9  The  rules  on 
hiring  temps  get  dicey— very  dicey 


F.u  Digital  Manager 

Web  affiliates:  The  E-sales  force 
you  didn't  even  know  you  had 

F.36  Life  &  Co. 

Give  me  your  tireless:  A  Russian 
immigrant  lives  the  new  American 
Dream 


F.38  Under  30 

Young  and  not 
so  foolish:  A 
loan  broker 
does  a  good 
turn  for  small 
companies 


Cover  photograph: 
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The  Entrepreneur 
Web  Site 

frontier.businessweek.com. 

Look  for  more  news  and 
every  weekday  at  Frontier  0 
Coming  up: 


Dear  Diary:  Awry  chronicle  c 
entrepreneur's  struggle  to  bu 
new  business 


Digital  Manager:  How  to  gij 

most  out  of  your  techn. 
without  spending  a  fortune 


Work  &  Family:  Azriela  Jaffe 
you  manage  conflicts  between 
business  and  personal  lives 


Smart  Answers:  Ask  us  arj 

about  running  your  company\ 
get  an  answer  from  top  expH 


Read  any  good  books  It 

Check  out  our  excerpts  olc 
sellers  for  entrepreneurs 

PLUS:  Create  your  own  sale?( 
free  online  loan  searche, 
a  guide  to  free  resourcs 
entrepreneurs.  Also:  Sign  f 
our  free  weekly  E-mail  nevui 
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E-mail  maintenance  got  you  down? 

Try  GTE  Outsourced  E-Mail.  Because  this  exciting,  new  product  can  help  take  the  burden  of  spending  too  much  time  with  e-mail 
off  your  back.  But  that's  just  the  tip  of  the  e-mail.  We  offer  24/7  service.  Built-in  security  and  disaster  recovery.  Business  class  e-mail 
service  when  and  where  you  need  it  from  a  proven  company  like  GTE.  And  the  best  thing,  it  eliminates  the  cost  of  having  to  install 
and  maintain  an  e-mail  system  yourself.  Just  call  1-877-GTE-41 14  today.  With  all  we  offer,  you'll  be  out  from  underneath  in  no  time. 

fnTB 

|  Internet 

©1999  GTE  Intelligent  Network  Services  Incorporated.  All  rights  reserved. 
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FOR  MOST 
SMALL-COMPANY 
CEOs,  PAY  IS  FLAT... 


Shrinking  Pay, 
Hooray! 


MEDIAN  COMPENSATION, 
INCLUDING  BONUSES* 

THOUSANDS 


%  change 
'98  since '96 
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annual 
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PERCENTAGE 
STOCK  OWNf* 


Business  services         $201  0 

Electrical  &  electronics  186  6 

High-tech  industry         210  N/A 

Nondurable  goods         167  U 

Technological  services    255  21 


PAY  IS  STAGNATING.  Stock  ownership  is  declining. 
How  can  this  be  happening  to  small-company  CEOs 
during  a  revving  economy?  Relax,  says  the  Segal 
Group,  an  executive  compensation  firm.  It's  not  as  bad 
as  it  looks,  and  it  may  even  be  good  news. 

Segal  recently  surveyed  1,000  small-company  pay 
plans  and  found  that  money  is  being  diverted  from 
executive  salaries  toward  capital  projects,  especially 
technology.  Meanwhile,  today's  tight  labor  market  is 
forcing  company  honchos  to  fork  over  a  greater  share 
of  ownership  to  recruit  top  employees.  But  those 
moves  help  the  company  grow.  The  result:  Owners 
and  officers  have  a  slightly  smaller  piece  of  a  much 
larger  pie,  so  they  come  out  ahead. 

The  real  bad  news:  ceo  compensation  at  small  private 
companies  trails  comparable  publicly  held  firms  by  an  av- 
erage of  18%.  Initial  public  offering,  anyone? 
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Wake  Me  When 
lis  2001 


FOR  SMALL  COMPANIES, 
it  seems  a  case  of  hear 
no  Y2K,  see  no  Y2K.  Just 
over  half  haven't  even 
checked    to    see  if 
their  systems  are  vul- 
nerable to  Year- 2 000 
snafus,  reports  Interna- 
tional Data  Corp.  Com- 
panies widi  fewer  dian  five 
employees  are  the  most  slug- 
gish— just  28%  have  reviewed 
their  Y2K  compliance.  Bigger 
businesses  are  doing  better:  Near- 
ly four  in  five  companies  with  50 
to  99  employees  are  either  checking  or 
repairing  their  computers  and  equipment. 
Why  bother?  Well,  aside  from  the  chaos  that  the  bug  might  cause  you,  the 
Federal  Reserve  Board  reports  that  most  lenders  consider  Y2K  preparations 
when  deciding  whether  to  hand  out  loans.  Over  one-quarter  have  already  re- 
jected applicants  with  poor  Y2K  planning,  double  last  year's  rate.  Need  help? 
Find  out  about  a  free  local  seminar  on  Y2K  by  visiting  www.sba.gov/y2k/y2kcal- 
endar.html. 
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scond  Helping? 

MALL  COMPANIES,  it's 
-watering  proposition:  restor- 
2  business-meal  tax  deduc- 
vdiich  was  dropped  to  50% 
decade  ago,  from  80%. 
hree  members  of  the  House 
iresentatives  are  pushing  a 
R  1195)  that  would  return 
duction  on  business-related 
and  entertainment  to  its  former 

2008.  The  icing  on  the  cake 
ill  businesses  is  that  only  companies 
:ss  than  $5  million  in  gross  receipts 
qualify  for  the  perk.  House  Republicans  are 
tic  about  the  bill's  chances.  They  contend  Democrats  will  be  eager  to  appease 
ompanies  if-as  seems  likely-there 's  a  hike  in  the  minimum  wage. 


SO  THEY  SAY 

ideas  aren't  any  different 
20  years  ago,  but  there's 
e  acceptance  now." 


,  72,  or,  how  achieving  status  as  a  mar- 
u  has  made  clients  more  likely  to  listen 
gives  advice  (page  F.18). 


What-me  worry? 


Getting  sick  is  the  No.l  fear 
of  entrepreneurs,  just  ahead 
of  not  being  able  to  pay  their 
company's  bills. 
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Honesty  Is... 

Annette  Simmons'  A  Safe  Place  for 
Dangerous  Truths  (amacom,  $27.95, 
800  250-5308)  argues  that 
productivity  suffers  when  em- 
ployees say  what  they  think 
i  others  want  to  hear.  How  to 
keep  it  candid? 
AWARENESS:  Shock  employ- 
ees by  asking  how  often  they 
think  colleagues  tell  the  truth. 
The  usual  response  is  65%  of  the  time. 
PRE-EMPT:  If  the  "truth"  will  cause  tensions,  encour- 
age an  early  warning  and  a  constructive  tone.  A  smiple 
"you  may  not  like  this"  will  help  soften  the  blow. 
SET  AN  EXAMPLE:  Made  a  huge  mistake  as  boss?  Come 
clean  and  employees  will  do  the  same. 


A  Summer 
Placement 


Speaking  of  Monica 
Lewinsky....  What  do  en- 
trepreneurs look  for  in 
their  summer  interns? 
Nearly  50%  of  200  small  companies  surveyed  by 
Padgett  Business  Services  named  reliability  and  hon- 
esty as  the  most  important  ingredients  for  an  intern's 
success.  Despite  the  vaunted  tech  agility  of  youth, 
only  12%  cited  specific  skills  as  most  important. 


FRONTIER 


News  and  advice  from  our 
small  business  Web  site. 

Learning  On  the  Job 

There's  big  money  on  campus 
nowadays,  with  at  least  five  mba 
programs  launching  mini-venture 
capital  funds,  where  students  se- 
lect and  back  local  entrepreneurs. 
At  the  University  of  Michigan's 
Wolverine  Venture  Fund,  an  eight- 
student  board  doles  out  $2  million 
in  alumni-contributed  venture  dol- 
lars. Candidates  should  expect  a 
grilling.  "Students  went  through 
our  product  and  asked  1,001 
questions,"  says  Fred  Bayoff, 
whose  data  management  firm  got 
Wolverine's  first  $100,000. 

Goodbye,  City  Life 

Urban  life  isn't  what  it  used  to 
be;  for  one  thing,  it  costs  more. 
So  many  companies  are  headed 
for  the  sticks.  The  Agriculture 
Dept.  says  metropolitan  areas  lost 
more  than  2  million  manufactur- 
ing jobs  from  1969  to  1996,  while 
rural  areas  gained  800,000.  Many 
rural  communities  offer  tax 
breaks,  low-interest  loans,  and 
even  new  facilities  for  small  com- 
panies willing  to  migrate.  Those 
who  have  done  it  say  you  won't 
lose  your  city  clients,  but  there 
can  be  some  unpleasant  surpris- 
es. One  entrepreneur  found  that 
labor  in  Vermont  was  even  more 
expensive  than  in  New  York  City. 

Letting  'Em  Down  Easy 

Sacking  someone  is  a  miserable 
duty,  but  many  managers  make  it 
worse  by  avoiding  the  person  until 
the  last  moment  or  sending  im- 
personal pink  slips.  Now  research 
from  Duke  University  and  Ohio 
State  University  shows  that  treating 
your  employees  with  respect  is 
in  your  interest,  too.  That's  be- 
cause 19%  of  ex-employees  re- 
ported they'd  taken  action  against 
companies  they  felt  had  dismissed 
them  in  an  undignified  way.  In  con- 
trast, fewer  than  1%  filed  suits 
against  companies  that  they  felt 
were  decent  about  the  process. 

|  For  the  full  stories,  click 
Online  Extras  at 
- — J  frontier.businessweek.com 
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small  business  association  dues:  $450  (450  miles) 


payroll  &  accounting  software:  $760  (760  miles) 


office  supplies:  $150  (150  miles) 


remembering  who  you  work  for: 


When  you  get  a  MasterCard  BusinessCard"  with  MasterCard  Business  Bonuses," 
you'll  earn  one  mile  for  every  dollar  you  spend.  Good  on  any  airline.  No  blackouts. 
For  details  and  participating  banks,  call  1-800-788-1365. 
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Grab  A  Partner 


CURRENT 


The  merger  dance  is  on  as  buyers  and  sellers  abound 


TO  ACQUIRE  or  be  acquired?  That  is  the 
question  on  many  entrepreneurs'  minds. 
In  fact,  a  staggering  77%  of  privately  held 
companies  in  the  $5  million  to  $50  mil- 
lion revenue  range  expect  to  buy  another 
company  or  be  acquired  themselves  in 
the  next  few  years,  according  to  a  joint 
study  by  dak  Group,  an  investment  bank- 
ing company  in  Rochelle  Park,  N.J.,  spe- 
cializing in  that  market,  and  Rutgers  Uni- 

s  Mergers  on  the  Ri« 

%^sss*~~  ----- 


versity  Schoo 
Brunswick,  N.J 


of  Business  in  New 
Indeed,  the  number  of 
deals  made  by  U.S.  companies  with  less 
than  $10  million  in  sales  shot  up  705% 
from  1994  to  1998,  according  to  Merg- 
erstat,  a  consulting  firm  in  Los  Angeles. 
The  Mid-Atlantic  states  led  the  pack  in 
1994,  but  by  1998  the  southeastern  states 
showed  greatest  M  &  A  activity,  with  $1.6 
billion  in  deals,  led  by  computer  soft- 
ware, sales,  and  services. 

Of  course,  these  aren't  the  headline- 
grabbing  hostile  takeovers  of  the  1980s. 


So  what  has  been  quietly  fueling  merger 
fever  at  small  companies?  Economic  good 
times  and  free-flowing  capital  coupled 
with  consolidation  in  almost  every  in- 
dustry. Perhaps  most  important,  there's  a 
greater  tendency  for  small  companies  to 
think  strategically  about  their  market 
position.  "This  m&a  activity  is  being 
driven  by  success  rather  than  fear  of 
failure, "says  Alan  J.  Scharfstein,  presi- 
dent of  dak  Group. 

Along  with  the  frenzy 
comes  higher  valuations  for 
small  businesses.  More  than 
two- thirds  of  the  159  private  com 
panies  surveyed  by  dak  re- 
ported increased  value  in 
1998,  and  79%  say  they  expect 
their  businesses  to  be  worth  more 
m  1999.  Notes  Scharfstein:  "Ac- 
quirers are  bidding  up  the  values 
of  attractive  niche  companies,  and 
owners  are  selling  out  at  premium 
prices." 

Being  involved  in  an  m&a  trans- 
action is  both  an  unfamiliar  and 
emotional  process  for  most  entre- 
preneurs. The  average  seller  sells 
only  one  company  in  his  or  her 
lifetime,  while  the  average  buyer  makes 
four  or  five  acquisitions.  The  problem 
they  each  face  is  compounded  by  not 
knowing  what  the  business  is  worth.  If 
you  haven't  already  thought  about  get- 
ting a  professional  valuation — and  half  of 
all  small-business  owners  haven't — it's 
best  to  get  one  before  someone  knocks  on 
)  <  nir  di  H  >r 


Find  out  how  to  respond  to  a 
merger  deal.  Click  Online  Extras 
at  frontier.businessweek.com 


MERGERSTAT 


The  Brush- Off  from  Banks 

Why  are  lenders  tightening  their  standards  for  loans  to 
small  companies?  Because  ihey  can.  New  second- 
quarter  data  from  the  Federal  Reserve  Board  show 
bankers  made  it  harder  for  small  companies  to  get  a 
loan  for  the  third  straight  quarter.  That  hasn't  hap- 
pened since  1992.  One  likely  reason:  Banks  reported 
stronger  demand  for  loans  from  small  companies  for 
the  third  quarter  in  a  row.  So  what  are  your  rivals  doing 
with  all  that  cash?  The  banks  say  it's  being  spent  on  ac- 
quisitions and  on  new  plants  and  equipment. 


Rate  Watch: 
a  Tiahter  Leasn 

"  SMALL  COMPANIES 
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The  Talent  Drought 

Can't  find  good  help?  Join 
club.  It's  so  hard  to  hire  that! 
creation  among  small  busin« 
es  has  flattened  out,  says  the 
tional  Federation  of  Indec 
dent    Business.  Sn 
companies   stuck  \t 
"hard  to  tilt"  job  opj 
ings  grew  to  33%  inl 
group's  most  re< 
quarterly  sur 
which  found 
entrepreneurs 
rank  the  quality 
labor  as  their  Is! 
problem— second 
to  taxes. 


Overinflated 

^  &  Should   you   be  wor 
about  the  return  of  inflat 

You  would  think  so,  judging 
the  concern  shown  by  pur 
about  rising  interest  rates 
scattered  price  hikes.  But  evil 
those  folks  are  right,  modoi 
inflation  is  no  disaster  for  sB! 
companies. 

The  most  likely  scenario  ' 
modest  jump  in  interest  rates 
could  push  the  prime  rate  hi 
Granted,  that  could  sting 
many  small-business  loans! 
credit  cards  are  tied  to  the  pi 
lending  rate.  But  that's  not  ~M 
gone  conclusion,  says  John  C» 
munds,  chairman  of  the  f inscr 
department  at  Babson  Cohg1 
the  entrepreneurial  mecc 
Wellesley,  Mass. 

In  the  past,  bankers  have  Br 
peted  fiercely  for  small  client a> 
may  decide  to  eat  part  or  alof 
rate  rise.  They  don't  want  tti; 
the  lucrative  upfront  fees  you'ft 
More  important  to  a  small  £P 
pany  is  whether  cash  flow  tc 
strong.  As  long  as  the  eccor 
continues  to  boom  and  custiK 
continue  to  buy,  the  expert  s 
the  typical  small  company  sot 
be  able  to  weather  a  garder/a 
ety  rise  in  interest  rates  hid 
In  this  economy,  says  Ednrv 
"Anybody  who's  not  making  ;)("( 
it  now,  give  up. 
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£Ol(k)  record  keeping  s 


Equipment  financing 


Payroll  processing 


Succession  planning 


business  valuation 


lockbox  service 


Cash  management 


Lines  of  credit 


SEP  and  Simple  accounts 


remiums"  Visa' Business  Card 


eferred  compensation  plans 


wrt-  and  long-term  investments 


Checking  with  interest 


Merchant  card  processing 


Online  access  to  accounts 


Profit  sharing 


Money  purchase  plans 


Sale  of  hh 


ESOP  Advisory  Services 


erson  insurance 


Ever  wake  up  and  think  to  yourself, 
"Oh  boy,  today's  paperwork  day!" 

you'd  like  to  spend  more  time  focusing  on  the  business  you  love,  consider  working  with  someone  who  loves 
ilping  people  focus  on  their  business .  Whether  it's  cash  management,  business  financing,  employee 
rvices  or  anything  in  between,  we  Ask  Merrill  at  www.mlol.ml.com  or  call  I-800-MERRILL,  ext  4238. 


UMAN  ACHIEVEMENT 


Merrill  Lynch 
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Tiger  in  Your  Trunk 


A  retired  chemist  develops  a  fuel  that  can  be 
safely  hauled  in  your  car  until  it's  needed 


WHEN  WILLIAM  HUBBARD  retired  as 
general  manager  of  a  Maryland  chemi- 
cal company,  he  knew  that  tennis  alone 
couldn't  keep  him  busy.  So  the  chemist 
with  a  Harvard  mba  hunted  for  entre- 
preneurial challenges,  even  advertising 
in  the  Baltimore  Sun.  That  ad  brought 
Hubbard  a  business  partner,  retired 
marketer  Reginald  Spencer.  And  Spencer 
gave  Hubbard  the  challenge  of  a  life- 
time, at  age  72:  to  come  up  with  inert 
gasoline  that  could  be  stashed  in  a  trunk 
like  a  spare  tire. 


HUBBARD:  It  took  only  six  months  and  $10,000  of  his 
savings  to  develop  what  is  now  being  marketed  as  SpareTank 


This  summer,  the  fuel  of  their  la- 
bors— a  nonflammable,  biodegradable 
liquid  called  SpareTank — will  be  rolled 
out  at  KMart  and  other  chains  for  less 
than  $20  a  gallon.  It  meets  Transporta- 
tion Dept.  safety  regs  and  d;_ livers  the 
same  mileage  as  standard  ^as.  The 
American  Automobile  Assn.  has  given 
its  blessing,  and  the  shopping  channel 
qvc  starts  selling  SpareTank  on  June  1 8 
"It's  one  of  the  great  problem-solving 
products  of  all  time,"  says  Dennis  D'An- 
gelo,  qvc's  director  of  merchandising. 


Spencer's  inspiration  arose  from  his 
rescue  of  a  stranded  motorcyclist.  He 
wondered  why  nobody  had  answered  a 
need  as  old  as  the  internal  combustion 
engine.  Hubbard  noted  that  the  volatil- 
ity that  gives  gasoline  power  also  makes 
it  dangerous  and  illegal  to  haul. 

Hubbard,  who  had  worked  for  Shell 
Oil  Co.  and  Amoco  Chemical  Co.,  was 
tantalized  by  the  idea.  He  bought  sol- 
vents, paint  thinner,  and  varnish  and 
set  up  a  lab  in  Spencer's  garage.  After 
six  months  and  $10,000  of  his  savings, 
he  found  a  way  to 
remove  the  volatile 
ingredients.  How 
does  the  fuel  ignite 
without  them?  When 
you  run  out  of  gas,  a 
gallon  or  so  stays  in 
the  fuel  system. 
Mixed  with  the 
residue,  SpareTank 
will  fire  up. 

The  chemistry 
was  easy;  getting  to 
market  was  tough. 
Turned  down  by  the 
big  chemical  and  oil 
companies  as  well  as 
"hundreds"  of  ven- 
ture-capital firms, 
Hubbard  went  to  his 
accountant.  The  cpa 
suggested  a  fellow 
client,  Baltimore  op- 
tometrist Mark  Gor- 
don, who  was  look- 
ing for  investments. 
Gordon  tossed  in 
$50,000  over  four 
years,  while  Hubbard  and  Spencer 
trademarked  the  name  and  nailed 
down  patents. 

Last  September,  Gordon  raised  nearly 
$4.5  million,  and  for  $150,000  bought 
exclusive  marketing  rights  from  Hub- 
bard and  Spencer,  who  will  get  royal- 
ties. His  new  company,  Emergency  So- 
lutions, has  just  four  employees; 
everything  from  marketing  to  produc- 
tion was  outsourced,  says  ceo  Richard 
Jones.  He  estimates  sales  this  year  of 
about  $  1  5  million  and  hopes  next  year 


INSTANT 


L  A  f  L  It  1 


Workplace  Disability 


with 


The  Issue:  The  Americans 
Disabilities  Act  re- 
quires employers  to 
make  "reason- 
able accommo- 
dation" for  dis- 
abled workers. 
But  can  you  af- 
ford it?  Fortu- 
nately, most 
changes  are 
not  costly.  In 
one  federal 
study,  only 
30%  of  compa- 
nies examined  spent  more  than  $! 
Federal  tax  credits  and  assistance  fil 
public  and  private  agencies  can  help, 
Case  in  Point:   Nobody  In  Particil 
Presents,  a  concert  promoter  in  Den 
bought  two  wheelchair  ramps 
voice-recognition  software  for  emplc 
Russ  Austin.  The  state's  Vocational 
habitation  Division  paid  $1,150  of 
$1,394  tab. 


RESOURCES 

Book:   Reasonable  Accommodat 
Profitable  Compliance  with  the  An 
cans  with  Disabilities  Act  by  Jay 
Spechler.  Useful  advice  and  resour; 
particularly  about  technology  ($4' 
from  Saint  Lucie  Press;  800  272-77: 
Web  Site:  Equal  Employment  Opportiit 
Commission  (www.eeoc.gov/facts/acm 
modation.html)  offers  guidelines !«' 
links  to  other  resources. 
Organization:  Job  Accommodation  el 
work  (800  526-7234).  Provides  free  pr 
suiting  to  employers  nationwide. 

an  auto  maker  will  adopt  SpareTanijs 
standard  feature. 

Meantime,  skeptics  will  be  watcln 
"It's  wait  and  see  with  all  these  [P 
products,"  says  Robert  Frederick,  jbc 
uct  manager  at  Shell  Chemical  C|  i 
Houston.  Hubbard  hopes  to  showl^ 
his  tail  lights,  speeding  all  the  wj| 
the  bank.  -KERRY  HAM0 
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Read  profiles  of  other  creativi 
entrepreneurs.  Click  Online  Et< 
at  frontier.businessweek.con 
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When  it  comes  to  technology,  bring  only  what  you  need. 

The  innovative  Fujitsu  LifeBook  L  Series.  It  has  almost  as  many  configurations  as  you  do. 
One  minute  it's  a  complete  office  away  from  the  office,  the  next  it's  a  4.5  pound  flying 
machine.  So  slim  and  sleek.  It  even  fits  into  your  budget,  with  models  starting  at  $2299'. 
Finally,  technology  designed  to  let  you  focus  on  more  important  things,  like  your  business. 


FUJITSU 

FUJITSU  PC  CORPORATION 


1-877- FPCOIRECT    WWW.^«ji+5»-pc  -O^/lJir 

Fujitsu  and  the  Fujitsu  logo  are  registered  trademarks  and  LifeBook  is  a  trademark  of  Fujitsu  Limited.  Intel,  the  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  of  Intel 
Corporation.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporauon.  All  other  trademarks  mentioned  herein  are  the  property  of  their  respective  owners 
©1999  Fujrtsu  PC  Corporation.  AJI  nights  reserved.   1  Starting  estimated  street  price  on  the  LifeBook  L  Senes.  1  Optional. 
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Temp  Insanity? 


SMART 


Recent  rulings  on  temp  workers  could  expose  your 
business  to  major  headaches.  Here's  how  to  steer  clear 


ANSWERS 


NEED  MORE  HANDS  on  deck?  Using 
freelancers,  leased  employees,  and  oth- 
er temp  workers  can  often  be  the  most 
flexible  and  cheapest  way  to  see  that 
the  job  gets  done.  But  it's  not  as  sim- 
ple as  it  looks.  Depending  on  how 
closely  you  supervise  these  workers 
and  how  the  job  is  structured,  they 
could  be  viewed  as  permanent  em- 
ployees by  the  Internal  Revenue 
Service,  the  Labor  Dept.,  or  your 
state  workers'  compensation 
and  unemployment  agencies. 
What  then?  They  would  be  en- 
titled to  all  the  perks  and  bene- 
fits your  full-timers  get,  and  you 
would  be  responsible 
for  back  payroll  \  1 
taxes  and  penalties. 
But  that's  not  the 
worst  of  it: 
The  workers  jflH 
themselves 


Temps  may 
be  entitled 
to  full-time 
perks  and  benefits. 
They  could  even  sue 


could  sue  your  company  for  benefits. 

Consider  the  case  of  former  project 
staffers,  so-called  permateinps,  at  Mi- 
crosoft Corp.  The  company  claimed 
that  they  were  leased  employees,  not 
entitled  to  the  same  benefits  as  full 
timers.  A  federal  appeals  court  dis- 
agreed, holding  last  month  that  the 
permateinps  were  effectively  function- 
ing as  i vgular  staff  and  eligible  for 
company  stock  options.  Microsoft  is 
expected  to  appeal. 


How  can  you  play  it  safe?  A  recent 
study  in  the  Journal  of  Small  Business  Man- 
agement by  researchers  Raymond  A. 
Zimmermann  and  Mary  A.  Gowan  re- 
viewed the  outcomes  of  79  court  cas- 
es brought  by  the  ms  for  misclassifica- 
tion  of  employees  and  concluded  that 
small  businesses  should  be  wary  of 
telling  contingent  workers 
where,  when,  and  how 
to  do  their  jobs. 

In  addition,  when 
you're  leasing  em- 
'  ployees  from  an 
agency,  let  the  agency 
do  its  job,  advises  Ed 
Lenz,  general  counsel 
and  senior  vice-president 
of  the  National  Association  for  Staffing 
&  Temping  Services.  Don't  ask  to  see 
resumes,  get  involved  with  compensa- 
tion, give  temps  business  cards  or 
company  cars,  or  enroll  them  in  train- 
ing programs. 

Unfortunately  for  smaller  compa- 
nies, the  urge  to  merge  nonpermanent 
employees  into  the  team  is  almost  ir- 
resistible. To  protect  yourself  from 
temptation,  make  sure  the  assignments 
are  finite,  with  break  periods  in  be- 
tween. And  if  you're  leasing  employ- 
ees, settle  on  a  leasing  company  that 
offers  its  own  benefits  plan  and 
deducts  payroll  taxes,  says  Bruce  B. 
Harrison,  a  lawyer  at  Shawe  &  Rosen- 
thal, a  Baltimore  employment-law 
company. 

Check  over  your  pension  plan,  too. 
A  plan  with  overly  inclusive  language 
got  Microsoft  into  trouble,  notes 
Russell  A.  Hollrah,  a  partner  with  the 
Washington  office  of  Littler  Mendel- 
son  PC. 

Another  option:  investigate  out- 
sourcing. Delegate  an  entire  area  of 
responsibility  to  an  outside  agency  or 
another  company.  That'll  help  keep  a 
temporary  solution  from  becoming  a 
long-term  problem. 

-STEPHANIE  B.  GOLDBERG 


For  more  on  temporary  workers, 
click  on  Online  Extras  at 
frontier.businessweek.com. 


I'm  bootstrapping  a  new  venture,  a 
the  first  piece  of  advice  I  get  for  eve 
situation  seems  to  be:  "Get  a  go 
lawyer."  But  how  can  a  startup  affon 
lawyer,  and  how  much  can 
entrepreneur  do  for  him/herself 

L.S.,  New  York 
Attorneys  hate  this  question. 
But  with  an  experienced  ac- 
countant and  the  free 
and  low-cost  help  now  v  f 
available,  you  can  do  . 
most  startup  tasks 
yourself.  Advice 
on  topics  like  ( 
getting  a  busi- 
ness name  and 
incorporating  are 
on  the  Web  sites  of 
the  U.S.  Small 
Business  Administra- 
tion (www.sba.gov)  and 
National  Federation  of  Independent  Bui- 
ness  (www.nfibonline.com).  Download;)* 
legal  documents  are  at  www.teneron.cn 
which  markets  125  interactive  templatea 
$10  each.  Also,  check  Bay  Area  publise 
Nolo  Press  (www.nolopress.com)  for  fons 
guides,  and  how-to  books. 

Avoid  doing  patent  applications,  lita 
tion,  and  partnerships  by  yourself,  u 
consider  an  attorney  when  raising  cafa 
"If  the  other  side  knows  you've  got  a  siv 
lawyer,  you'll  save  time,  money,  and,  ilh 
lawyer's  got  good  contacts,  he  or  shea 
help  you  attract  funding,"  says  Westvo 
(Calif.)  investment  banker  Peter  Cowe 

Then  there  are  the  new  prepaid  an 
ney  programs.  Membership  plans  Iff 
firms  like  Company  Counsel  Legal 
vices  Inc.  (www.companycounsel.com)  r. 
Pre-Paid   Legal  Services   Inc.  (vvjj 
pplthomas.com)  market  package:1 
monthly  legal  services  (phone  const; 
tions,  contract  reviews,  letters)  for 
$75,  with  25%  off  on  nonbasic  serve 
But  such  plans  yield  mixed  results,  a 
William  A.  Bolger,  executive  directi 
the  National  Resource  Center  for  3 
sumers  of  Legal  Services  in  Gloucctc 
Va.  You  can't  choose  attorneys,  ancitl 
services  may  not  meet  your  needs. 

-KAREN  E.  K; 

Have  a  question?  Send  an  E-mail  to 
frontierfdbusinessweek.  com. 
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WITH  ALL  OUR 
CARGO  SPACE,  WE  HAD  ENOUGH 
ROOM  TO  ADD  ONE 
MORE  UNIQUE  FEATURE. 


Ranked  "Most  Appealing  Full-Size  Van"  by  J.D.  Power  and  Associates. 


A  V  A  N  A 


Get  well-deserved  recognition  and  sooner  or  later  everyone  takes 
notice.  Especially  for  features  like  useful  cargo  space,  passing  power 


n  the  highway,  passenger  head-  and  legroom,  and  effective  rear  air  condi- 
oning.  All  excellent  reasons  for  earning  the  "Most  Appealing  Full-Size  Van'.' 


\\;7 


Do  one  thing.  Do  it  well™ 


Zorp.  All  rights  reserved.  GMC,  Savana,  and  GMC  logo  are  registered  trademarks  of  General  Motors  Corporation.  J.D.  Power  and  Associates  1998  Automotive,  Performanc 
ition,  find  Layout  (APEAL)  Study.s"  Study  based  on  a  total  of  97,907  consumer  responses.  Savana  Conversion  Van  not  included  in  the  Study,  www.jdpower.com. 


Frontier     DIGITAL  MANAGER 


A  Point-and-Click  Sales  Forca 


Want  to  extend  your  online  reach? 
Enlist  other  sites  to  help  you  sell 

WALTER  W.  FREDRICK  Associates 
Inc.,  a  Peabody  (Mass.)  architec- 
tural-equipment and  computer 
supplier,  used  to  depend  on  its 
little  three-person  sales  team 
to  hustle  for  new  accounts 
along  Boston's  high-tech  cor- 
ridor, Route  128.  Earlier  this 
year,  the  company  added  die 
Web  to  its  marketing  strate- 
gy, investing  $70,000  to  sell 
its  high-tech  inkjet 
printers  and  other 
supplies     online.  ^ 
But    sales  were 
disappointing. 

Then,  Treasurer 
Andy  Fredrick  bor- 
rowed a  page  from 
the  experience  of  E- 
commerce  giants  like 
Amazon.com  and  mus- 
tered a  virtual  sales  army, 
some  120  strong.  How?  By 
setting  up  a  Web-affiliate  program. 

In  practice,  it  means  persuading 
other  Web  sites  to  display  a 
link   to    Fredrick's  home 
page.  Every  time  a  customer 
links  to  inkjetexpress.com 
from  one  of  its  affiliated  Web 
sites  and  makes  a  purchase,  that 
site  owner  gets  a  5%  commission,  just 
like  an  in -the -flesh  salesperson  would. 
The  result?  In  less  than  a  month,  Web 
affiliates  helped  bump  Fredrick's  site 
traffic  from  five  visitors  per  day  to  an 
average  of  182.  Today,  affiliates  drive 
more  than  half  of  the  site's  traffic, 


Getting  Web  affiliates 
lo  link  their  sites  to 
yours  can  turn  a  few 
visitors  into  a  throng 


which  brings  in  $2,800  monthly.  That 
amount  is  growing  25%  every  four 
weeks,  but  it  is  still  far  from  the  $3 
milhon  Fredrick  grossed  offline  last  year. 
"I'm  happy  to  pay  diem,"  says  Fredrick. 


"They're  my  sales  force." 

Most  small  busi- 
nesses don't  realize 
that  they  can  set  up 
their  own  Web  affili- 
ate programs  a  la  Ama- 
zon to  boost  their  Internet  sales.  The 
good  news  is  that  it's  getting  easier  to 
do.  More  than  30  companies  now  offer 
an  array  of  affiliate-management  sys- 
tems and  do-it-yourself  software.  (You 
can  learn  more  about  such  offerings  at 
sites  such  as  www.adbihty.com.) 

As  many  as  2,000  affiliate  programs 
float  around  cyberspace,  says  Declan 
Dunn,  author  of  The  Complete  Insider's 
Guide  to  Associate  &  Affiliate  Proyrunis.  That 
number  should  explode  to  5,000  in 
the  next  1 2  months.  Still,  according 
to  Internet  analysts  Jupiter  Communi- 
cations, these  programs  generate  an 


average  of  only  17%  of  site 
enues — a  reminder  that  affili* 
aren't  the  only  way  to  draw  visitor  I, 
fact,  affiliate  programs  aren't  for  ev] 
body.  Depending  on  your  goals, 
may  find  promotional  dollars  are  b%  j^,, 
spent  on  traditional  advertising,  E-  a 
newsletters,  or  strategic  alliances,  ^'""^M 

Technology-wise,  nearly  all  affik- 
programs  operate  on  the  same  pifi 
ise:  Affiliates  place  your  graphics! 
code  somewhere  on  their  Web  It 
When  visitors  click  that  link  and  b\f 
product  (or,  in  some  cases,  comple 
questionnaire) ,  the  affiliate  gets  a  £ 
centage  of  the  sale,  or,  in  the  ca:|<" 
die  questionnaire,  a  flat  fee.  Some  j> 
ware  programs  track  repeat  custo|< 
and  pay  your  affiliates  accordingf 
Do-it-yourselfers  can  either  but 
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Incorporation  can  point  your  company  in  the  right  direction  for  staying  power,  legally  outlasting  sole 
proprietors  and  partnerships.  It  may  also  provide  substantial  tax  advantages,  maximum  protection  of 
your  personal  assets  and  the  option  to  attract  investors.  Best  of  all,  incorporating  can  be  simple  and 
affordable.  Let  The  Company  Corporation  show  you  the  way. 


internet  Solutions-domain  names, 
web  sites  and  more! 


Complete  incorporation 
Packages 


( 
\ 


Business  Partner 
Network-helps 
you  save 
and  money 


ill  us  at  1-800-465-1579  and  our  Incorporation  Specialists  will  help  you  with  your  incorporation 
'er  the  phone,  in  just  minutes.  Or,  you  may  visit  us  on-line  at  www.corporate.com/path  to  initiate  an 
Dorporation  at  any  time,  24  hours  a  day,  seven  days  a  week.  While  you  are  at  our  site,  learn  about  the 
her  advantages  of  incorporation  such  as  the  many  tax-deductible  benefits  that  may  be  available  to  you. 
you  need  more  information,  click  on  Starting  Your  Business  to  find  answers  to  your  "frequently  asked 
estions"  about  incorporating.  Think  long-term  survival.  Incorporate  with  us  today. 


The  Company  Corporation 


Creating  Successful  Businesses  Since  1899 


ompany  Corporation  is  an  incorporation  service  company  and  does  not  offer  legal  or  financial  advice. 


©  The  Company  Corporation  1999 
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software  or  hire  a  local  or  Web-based 
programmer  for  as  little  as  $500  to 
$2,500  to  design  a  basic  in-house  af- 
filiate system  tailored  to  your  existing 
software  and  data-reporting  prefer- 
ences. The  downside:  You're  still  re- 
sponsible for  recruiting  your  own  af- 
filiates and  keeping  track  of  payments. 

Don't  have  that  kind  of  time?  Try  a 
service  bureau,  which  will  manage 
your  affiliate  network — for  a  slice  of 
the  action.  The  bureaus'  technology 
allows  your  affiliates  to  check  their 
sales  data  independently.  Those  tools 
also  allow  merchants  to  log  on  to  the 

service  bureaus  will 
lo  all  the  legwork 
for  your  affiliate 
letwork  for  a  price 

Web  site  to  sign  up  or  drop  affiliates, 
tinker  with  commission  rates,  and  cus- 
tomize product  offers.  Bureau  also 
maintains  databases  of  thousands  of 
affiliates  from  which  to  assemble  your 
own  network.  You  won't  have  to  in- 
stall or  maintain  any  software,  since 
it's  all  stored  on  the  bureau's  servers. 
But  some  companies  may  not  want  to 
entrust  sensitive  data  to  a  third  party. 

Management  services  differ  widely 
in  their  fee  structures  (table).  The 
more  expensive  bureaus,  such  as  Be 
Free  and  LinkShare,  offer  sophisticated 
tracking  and  merchandising  that  allow 
you  to  follow  your  sales  activity  by 
geographic  regions  or  create  campaigns 
around  individual  products. 

But  technology  is  the  least  of  your 
worries.  The  hardest  part  is  recruiting 
affiliates,  keeping  them  happy,  and 


turning  them  into  productive  sellers. 
To  find  your  own  affiliates,  you  can 
advertise  your  program  on  free  sites 
such  as  refer-it.com.  Such  ads  helped 
more  than  7  50  sites  find  Richard 
Ackerberg's  antiquegumball.com, 
which  sells  refurbished  vending  ma- 
chines out  of  Marina  Del  Rey,  Calif. 
Ackerberg,  as  do  most  affiliate  pro- 
gram operators,  screens  out  sites  with 
objectionable  content. 

What  attracts  affiliates  best?  Not 
surprisingly,  high  commissions.  In 
general,  expect  to  fork  over  10%  to 
25%  bounties  for  low-cost  items,  with 
percentages  decreasing  as  products 
grow  pricier.  Those  eager  to  build  a 
brand  name  can  take  a  still  more  ag- 
gressive approach,  as  did  Nashville's 
BellWether  Group,  a  $3  million  meet- 
ing and  travel-planning  firm.  On  top 
of  a  $5  bounty  it  pays  for  each  qual- 
ified business  lead  over  the  Web, 
BellWether  gives  affiliates  a  15%  cut 
of  its  booking  fees  when  a  new  client 
signs  on.  Some  700  affiliates  have 
hauled  in  $70,000  in  new  bookings 
since  Jan.  1,  reports  Chief  Executive 
Michael  D.  Reader.  Reader  used  to 
pay  affiliates  himself,  but  he  now  uses 
the  services  of  Commission  Junction. 
He  has  learned  that  just  20%  of  his 
affiliates  refer  80%  of  his  traffic. 

For  successful  affiliate  relationships, 
choose  sites  with  a  clear  connection 
to  your  product  or  service.  Reader,  for 
instance,  recruited  some  hotel  reser- 
vation sites,  while  Marian  Dieter,  co- 
owner  of  Cleveland-based  Princeton- 
Watches. com,  hooked  up  with 
scuba-diving  sites  to  sell  her  diving 
watches.  Found  a  site  that  you  think 
would  make  a  good  affiliate?  Contact 
the  Web  site  owner  personally. 

Prompt  payments  and  a  healthy  re- 
lationship with  your  affiliates  are  a 


RANDOM 


JW   H  Oaf 


For  the  Data  Demon 

Sure,  you've  got  a  big  sales  and  cli 
database,  but  it's  worse  than  useles 
the  data  are  wrong.  You  can  check  t 
accuracy  with  HotData  Inc.,  an  Intern 
based  service  that  fixes  a  contact's  ; 
dress  and  zip  code  and  expands  t 
listing  with  a  host  of  other  demograf 
ic  data.  Prices  begin  at  $19.95  a  mor 
for  1,000  contact  records  (512  646-60I 
www.hotdata.com). 

Catch  That  Call 

Hate  to  miss  incoming  calls  when  suj 
ing  the  Web?  If  you  refuse  to  instalf 
second  line,  check  out  Computer 
ripheral  Systems  Inc.'s  $69  Call  Waitj 
Switch  (770  908-1107,  www.cpscom.ccj 
cwp.htm).  It  alerts  you  if  a  call-war 
signal  comes  while  you're  online.  Pusj 
button  to  accept  the  call  and  end 
online  session.  For  $99,  Actiontec  Ell 
tronics  Inc.'s  Call  Waiting  Modem 
lows  you  a  mere  seven  seconds  to 
ther  take  a  message  and  resul 
surfing,  or  accept  the  call  and  end  yjj 
online  session.  Maybe  it's  O.K.  if 
talk  real  fast.     —WAYNE  KAWAMQjl 

must.  Keep  them  up-to-date  with  j 
quent  E-mail  newsletters,  advi 
Dunn.  Make  personal  telephone  dl 
and  offer  higher  commissions  to  yU 
best  producers. 

The  Web  may  change  everytl 
but  the  basic  rules  of  business  still  ap 
—  DENNIS  BERf 


Find  out  how  to  make  affiliate 
keting  work  for  you.  Click  Online 
Extras  at  frontier.businessweek. 


Muster  a  Virtual  Sales  Force 

Here's  a  sampling  of  companies  that  can  help  you  manage  a  network  of  Web  affiliates 


CONTACT  INFO      NO.  OF 
CLIENTS 


NO.  OF 
AFFILIATES 


STARTUP 
CHARGE 


ONGOING 
FEES 


COMMENTS 


CLICKTRADE 
www.clicktrade.com 

1,000 

75,000 

None 

30%  of  commission 

Basic  system.  Best  for  very  small  businesses 
testing  the  waters. 

COMMISSION 
JUNCTION 
www.cj.com 

60 

50,000 

$795 

20%  of  commission 

Pays  affiliates  in  one  consolidated  check,  if  th 
work  with  more  than  one  client.  Holds  merch 
payments  in  escrow. 

LINKSHARE 

www.linkshare.com 

200 

100,000 

$5,000 

2%  to  3%  of  sales, 
$1,000  annual  renewal 

Lets  you  pay  affiliates  in  store  credits  or  cash,  j 
Annual  fee  is  steep  for  some  small  companiel 
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Rccpflc  to  the 


ACCPAC3  for  Windows  helped  the  Canadian  Red  Cross  to  achieve  real-time 

consolidated  financial  reporting  and  react  swiftly  to  worldwide  crises. 


What  will  ACCPAC  do  for  you? 

When  disaster  strikes,  the  Canadian  Red  Cross  is  there  to 
help— from  the  Eastern  Canada  ice  storms  and  Hurricane 
Mitch,  to  the  Columbian  earthquake. 
But-  despite  more  than  a  century  of  service,  the  Red  Cross 
faced  a  potential  disaster  of  its  own:  It  needed  an  enterprise- 
wide  financial  management  system  to  help  it  efficiently 
manage  relief  funds  from  thousands  of  different  sources 
and  adequately  address  worldwide  disaster  and 
humanitarian  efforts.  • 
Enter:  ACCPAC  INTERNATIONAL.  With  over  350,000 
registered  clients,  ACCPAC  is  a  world  leader  in  customizable 
financial  and  business  management  solutions  that  address 
:ustomer-specific  needs. 

With. the  systems  integration  expertise  of  The  Numbers 
5roup  Inc,  an  ACCPAC  Business  Partner,  the  Red  Cross 
mplemented  ACCPAC  for  Windows— a  powerful, 
omprehensive  business  management  solution  that  enables 
lients  to  strategically  manage  their  businesses  by  improving 
lecision  making  and  streamlining  business  processes. 


Together  with  Windows  NT  and  Microsoft  SQL  Server, 
ACCPAC  for  Windows  provides  the  scalability,  functionality, 
and  reliability  to  surpass  the  capabilities  of  the  Red  Cross' 
previous  mainframe  systems— at  a  fraction  of  the  cost. 
Today,  using  the  Web  as  the  dominant  vehicle  to  disseminate 
information  throughout  the  enterprise,  the  ACCPAC  for 
Windows  system  is  deployed  on  a  high-performance  virtual 
private  network  with  Microsoft  Terminal  Server  and 
MetaFrame.  This  solution  offers  Red  Cross  end-users  at 
more  than  30  sites  across  Canada  remote  connectivity  and 
access  to  consolidated,  real-time  business  critical 
information.  Enabling  the  Red  Cross  to  plan  more 
efficiently — and  respond  faster  to  crises. 

Which  leads  to  one  very  urgent  question: 

What  will  ACCPAC  for  Windows  do  for  you? 

To  find  out,  visit  us  at  www.accpac.com,  or  call 

1.800.808.7000. 


□□n't  Just  Manage  The  Bottom  Line... 

Improve  It! 


ACCPAC 

INTERNATIONAL 


II  products  referenced  herein  are  trademarks  ofaheir  respective  companies.  Visitthe  Canadian'Red  Cross  Society  at  www.redcross.ca. 

sit  The  Numbers  Group  Inc.  at  www.mimixrs-group.com.  Windows  fi  a  trademark  of  Microsoft  Corporation.  ©  1999  ACCPAC  INTERNATIONAL,  INC.  All  Rights  Reserved. 
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Guru 

Marketing 


Turning  yo 

modest  se 
into 

authority 
not  as  hard 

you  think 
and  it's  gre 

for  busine 


by  Edith  Updike  FOR  A  FORMER  SECRETARY  like  Michelle  H.  Burl  f 
and  karin  halperin  tYiis  was  a  moment  to  savor.  For  10  years,  she  h 
filed,  typed,  scheduled,  and  organized,  and  then  built  a  business  telli 
other  people  how  to  do  it  better.  Now,  she  was  onstage  at  the  Atlai 
Hilton  &  Towers  banquet  hall,  addressing  1,200  people  at  the  Americ 
Management  Assn.'s  1996  executive  secretaries  conference.  It  was  he 


stuff  for  Burke,  normally  a  self- 
effacing  sort,  and  she  was  even 
more  amazed  later  when  hun- 
dreds of  people  lined  up  for  an 
autographed  copy  of  her  new 
book,  The  Valuable  Office  Profes- 
sional. Even  today,  she  says,  "The 
recognition  comes  as  a  surprise 
to  me,  every  time." 

Sure,  be  humble.  The  fact  is 
that  at  age  36,  Michelle  Burke 
has  made  herself  into  a  full- 
fledged  guru,  and  it's  helping 
her  business  grow  at  a  steady 
clip.  But  the  path  Burke  fol- 
lowed is  hardly  unique.  An  en- 
trepreneur in  virtually  any  busi- 
ness can  rise  to  guru  status — and  reap  the  rewards 
a  media-driven  society  heaps  on  even  minor  celebri- 
ties. That  can  mean  attracting  clients,  investors,  and 
talent,  or  even  softening  up  bankers.  And  you 
needn't  be  nationally  famous.  There  are  local  gurus, 
industry  gurus,  culture  gurus.  "All  it  takes  is  stam- 
ina, ego,  and  opportunism,"  says  Stuart  Crainer, 
author  of  The  Ultimate  Book  of  Business  Gurus. 

That  was  Burke's  formula.  After  quitting  her  job 


BURKE:  From  secretary  to  author 
and  oft-quoted  speechmaker 


in  1990,  she  used  a  "glorij 
storage  closet"  in  her  San  F: 
cisco  apartment  to  set  up 
utive  Counterparts,  a  con 
ing  company  that  specialize 
training  administrative  sup 
staff.  Her  company's  reputal 
was  building  slowly  when 
1994,  she  read  an  article  in 
San  Francisco  Chronicle  drat  st 
her  as  unfair  to  secretaries, 
sent  the  reporter  a  marke 
packet,  along  with  an  off( 
serve  as  a  resource  for  fu 
stories.  That  got  her  in 
Chronicle  article  on  jobs 
hell  headlined  "Toxic  Bos 
so  she  successfully  repeated  the  approach  with 
er  journalists. 

But  the  book  was  the  big  break.  Born  of 
training  materials,  it  generated  reviews  and  i 
views,  and  the  press  clips  started  piling  up.  E 
emerged  as  a  voice  for  beleaguered  secre 
everywhere.  Apparently  the  job  pays  pretty 
Her  revenues  doubled  in  1997,  and  before 
Burke  moved  into  a  downtown  office,  lured 
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Let's  talk  beautiful  color. 
Got  a  few  seconds? 


Introducing  the  BJC-6000  Color  Bubble  Jet  printer. 

A  few  seconds  is  all  you  need.  After  all,  print  speeds  up  to  8  ppm  in  black  and  5  ppm  in  color  make 
one  of  the  fastest  printers  in  its  class.  And  with  1440  x  720  dpi  as  well  as  our  exclusive  Drop  Modulatii 
Technology^'  the  color  is  certainly  something  to  talk  about.  Plus,  our  exclusive  Canon  Think  Ta 
System"'  features  money-saving  individual  ink  tanks.  The  BJC-6000.  For  about  $249,'  it's  simply 
smart  choice.  Visit  our  Web  site  at  www.ccsi.canon.com/6000  or  call  1-800-OK-CANON  for  det 


Print  this  document  in  just: 

10  Seconds 


Print  this  document  in  just: 

16  Seconds 


Print  this  document  in  just: 

29  Seconds 


Key  Features 

Fast  print  speeds  up  to  8  ppm  black  &  5  ppm  color 
•  Rich,  laser-quality  black  printing 
•  1440  x  720  dpi  color  &  black  printing 


tifVi*  luitlk  **ave  money  with  Canon's 
system  *      Individual  Ink  Tanks. 

an  innovation  designed  to  save  money  and  eliminate  ink 
te.  The  Canon  Think  Tank  System  has  separate  tanks  for 
h  ink  color,  allowing  you  to  replace  only  the  colors  that 
out.  And  optical  ink  sensors  automatically  monitor  ink 
•Is,  giving  you  an  on-screen  warning  when  a  color  is  low. 


Canon 


treet  price  Dealer  prices  may  vary  ©1  i1)  Canon  Computer  Systems,  Inc  Canon  and  BJC  are  registered  trademarks  and  Bubble  let.  Drop  Modulation  Technology  and  Canon  Think  Tank  System  are  trademarks  ot  Canon  Inc  In  Canada,  call  1-800-263-1121 
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and  started  flying  first  class.  Her  speaking  fee  is 
up  to  $10,000,  and  her  high  profile  has  attracted 
the  likes  of  Hewlett-Packard  Co.  and  Sara  Lee  Corp. 

So  what  exactly  is  a  guru?  Essentially,  just  some- 
one widely  known  for  genuine  expertise.  Since 
most  entrepreneurs  are  experts  at  something,  the 
trick  is  winning  recognition.  "You  can't  declare 
yourself  a  guru.  Others  have  to  do  it,"  says  Al  Ries, 
an  oft-quoted  marketing  guru  (page  28). 

The  first  step  is  to  establish  at  least  one  validating 
credential.  It  can  be  as  simple  as  taking  a  leadership 
role  in  a  professional  group,  winning  an  award,  or 
being  associated  with  a  famous  client,  but  whatev- 
er you  do  should  indicate  your  expertise.  The  big 
gun  in  the  war  for  recognition  is  still  a  book,  ex- 
perts say,  because  it  helps  to  establish  credibility  as 
well  as  get  media  mentions  and  speaking  gigs. 
(Can't  write?  A  ghost  writer  will  provide  a  book  of 
270  pages  for  $20,000  to  $50,000,  and  speech- 
writers  get  about  $1,500  to  $5,000  to  make  you 
sound  eloquent  in  person.)  And  if  publishers  turn 
you  down,  you  can  self-publish.  Chin-Ning  Chu,  a 
consultant  on  Asian 
business  philosophy,  says 
a  10,000-copy  print  run 
of  The  Chinese  Mind  Game 
in  1987  cost  her  about 
$15,000.  Her  partner. 
Curt  Paulson,  convinced 
her  it  would  impress 
clients.  "It  doesn't  matter 
if  we  sell  a  single  copy, 
we'll  give  them  away,"  he  remembers  saying.  The 
China-born  Chu,  5  2,  isn't  a  likely  author,  either.  "I 
butcher  the  English  language  for  a  living,"  she 
quips.  But  with  help  from  an  editor,  the  book 
turned  out  well  enough  to  attract  other  book  deals, 
speaking  gigs,  and  eventually,  time  on  Larry  Kina 
Live.  Chu  is  up  to  her  fourth  book  and  gets  $15,000 
for  speaking. 

Another  attention-getter  is  quantitative  research.  It 
sounds  authoritative,  and  magazines  snap  up  polls 
that  generate  good  graphics.  Laura  Groppe,  3  5,  who 
founded  Girl  Games  Inc.  in  1994,  gets  plenty  of 
press  for  the  studies  her  Austin  (Tex.) -based  com- 
pany does  on  the  consumer  tastes  of  teenage  girls. 

The  next  stage:  getting  in  front  of  the  public. 
Think  about  which  trade  publications  you  could 


People  are  impressed 
if  you  can  say  you 
wrote  the  book  on 
your  chosen  subject 


CHU:  She  self-published  a  book  about  business 
philosophy  on  her  way  to  guruhood,  for  $1 5,000 

write  for  or  which  business  groups  might  neaj 
your  expertise.  Send  letters  to  the  editor.  Off) 
yourself,  as  Burke  did,  to  reporters  as  a  resource 
Of  course,  you've  got  to  be  quotable.  Paul  We;; 
brook,  59,  a  frequently  quoted  financial  adviser  a 
Ridgewood,  N.J.,  learned  that  lesson  from  The  Wl 
Street  Journal  18  years  ago.  After  spending  thre 
hours  with  a  reporter,  he  got  nary  a  mentic 
Westbrook  decided  to  study  the  art  of  the  sot 
bite  (page  26).  "At  first  I  felt  embarrassed  maki 
quips,"  he  says.  "But  writers  used  them."  No, 
he  takes  15  minutes  to  think  up  catchy  phrases — fe 
ter  an  interview — and  then  calls  back. 


What  works?  Lively  commentary,  strong  opinio: 
and  colorful  language.  Think  metaphor,  advi 
public-relations  expert  Robert  Druckenmiller,  CEO 
Porter  Novelli  International.  Instead  of  talking  abu 
a  Zip  drive's  gigabytes,  say  it  "stores  the  Library 
Congress  three  times  over  and  fits  in  your  pock 
Sometimes,  PR  professionals  can  help.  They  kn< 
how  to  target  media,  refine  approaches,  and  sch 
ide  interviews;  figure  on  spending  $100  an  ho 
Pygmalion  makeovers  notwithstanding,  pigs  d< 
fly.  If  you  don't  have  expertise  or  charisma 
won't  be  in  demand.  But  for  many  business  o- 
who  have  accumulated  20  or  30  years  of  wisd< 
passing  it  along  is  a  natural  step.  "Guru,"  after 
means  teacher.  CONTINUE 


A  Prominent  Spot 

If  a  dry  cleaner  can  become  a  guru,  why 
can't  you?  Maybe  you're  not  as  creative  as 
Wayne  Edelman.  Step  by 
step,  the  37-year-old 
New  Yorker  morphed 
from  corner-store  propri- 
etor to  "Dry  cleaner  to 
the  Stars"— and  right 
onto  the  set  of  The  Mar- 
tha Stewart  Show.  How 
did  he  do  it?  Read  on. 


11986 


1 1990-92 


REVENUES 


Edelman  takes  charge  of  his  Designer  Giorgio  Armani 


family's  50-year-old  dry- 
cleaning  business  and 
makes  a  marketing  push, 
wooing  high-end  fashion  de- 
signers, boutiques,  depart- 
ment stores,  and  manufac- 
turers. He  pays  a 
public-relations  agent 
$1,500  a  month,  but  re- 
ceives little  press— and 
ends  the  relationship  within 
a  year. 


becomes  a  client  and  rec- 
ommends Edelman  to  bou- 
tiques. Boutiques  re- 
fer fashionistas  and 
the  international 
supernch.  Laun- 
dry arrives  from 
Italy  and  Israel. 
Isaac  Mizrahi 
and  other  chic 
design  houses 
sign  on. 


1993  i 


Employes: 

13 


$630,000 


CONT 
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"HOW  COME 
ONE  OF  OUR  DESKS 
IS  THE  SAME  PRICE 
IN  EVERY  SHOWROOM, 
BUT  A  69<£  CUP 
OF  COFFEE  IS  $2.00 


IN  NEW  YORK?" 


Ben  Hopkins,  Truck  Driver 
Office  Furniture  USA 


and  we  will  give  you  a  I 
lot  of  business  in  return.'' 
It's  a  good  deal  for  every- 
body. Even  better,  once 
the  price  of  a  particulai 
item  is  set,  we  guarantee 
it  won't  change  for  an 
entire  year.  This  way,  you 
don't  have  to  worry  about 
waiting  for  sales  or  special 
promotions.  There's  no 
buyer's  remorse  thinking 
that  you  could've  gotten 
a  better  deal  because, 
frankly,  there  just  isn't  one. 
And  you'll  see  the  same 
thing  when  you  visit  any 
of  our  nationwide  show- 


rooms. It's  consistent,  and 

ain  unpredictability     getting  and  precisely  what   a  lot  of  the  nation's  top      all  consistently  good.  And 
it  costs.  At  Office  Furniture    manufacturers.  We  make    when  was  the  last  time 
USA,  we've  made  buying    the  same  deal  with  all  of     you  said  that  about  coffee? 


s  life  interesting, 
s  you're  spending 


y.  Then  you  want  to    office  furniture  just  that     them:  "Give  us  your  best    OFFICE  FURNITURE! 

[•"USA 


exactly  what  you're     simple.  See,  we  work  with    stuff  at  your  best  prices, 

A  whole  new  set  of  values. 


www.officefurniture-usa.com 
877-FIND-OFUSA 


Great  Harvest  Bread  started  as  a  single  store  with  a  simple  idea: 
make  great  bread  and  have  fun  doing  it.  Today  there  are  136 
Great  Harvest  stores  from  Alaska  to  Florida. 

And  as  Great  Harvest  has  grown,  its  technology  needs  have 
grown  as  well. 

So  Great  Harvest  recently  moved  its  headquarters  over  to 
Microsoft  Windows  NT  Workstation  4.0.  It's  the  most  reliable 
version  of  Windows  ever  and  it's  about  30%  faster  than 
Windows  98.  Plus,  since  it's  Windows,  users  don't  have  to 
learn  anything  new. 

Windows  NT  Workstation  meets  Great  Harvest's  needs  today, 
and  it  gives  them  room  to  keep  growing.  Which  could  come  in 
handy,  considering  how  much  people  love  their  bread. 


Windows  NT 
Workstation 


Microsoft 

Where  do  you  want  to  go  today? 
microsoft.com/smallbiz/windows/ 
1  (800)  WINDOWS  for  a  free  guide 


'Performance  testing  using  Ziff  Davis'  (ZD's)  Winstone  98  1  0.  without  independent  verification  by  ZD  ZD  makes  no  representations  or  warranties.  Wmstone  is  a  registered  trademark  or  trademark  of  ZD  Inc  in  the  U  S  and  other  countries.  « 

Foi  more  information,  vibit  www  microsoft  com/windows/ntworkstation. 

01999  Microsoft  Corporation  All  rights  reserved  Microsoft.  Windows,  the  Windows  logo.  Windows  NT  and  Where  do  you  want  to  go  today?  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/oft 
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The  Envy  of  All  She  Surveys 

AT  THE  VERY  start  of  her  career  in  the  land-sur- 
veying business,  Deborah  Naybor  stumbled  onto 
the  path  of  guru  marketing.  She  did  well.  So  well, 
in  fact,  that  she's  considering  a  new  business:  mar- 
keting Deborah  Naybor,  prize-winning  female  busi- 
ness owner  in  a  nontraditional  field,  as  a  guru  of 
entrepreneurship.  It's  a  lesson  in  how  far  you  can 
go  on  principled  self-promotion. 

One  of  few  women  in  surveying,  Naybor  got 
launched  on  sheer  chutzpah.  At  the  1983  American 
Congress  on  Surveying  &  Mapping,  she  cornered  a 
bigwig  in  the  National  Council  of  Engineering  Ex- 
aminers and  gave  him  an  earful  about  the  licensing 
exam — even  though  she  was  only  26  and  hadn't  of- 
ficially passed  it.  Impressed, 
he  put  her  on  the  presti- 
gious committee  that  drafts 
the  exam.  That  jump-started 
her  credibility  and  helped 
Naybor  get  published  in 
trade  magazines. 

When  she  started  her 
own  business  near  Buffalo, 
N.Y.,  in  1988,  Naybor 
maintained  a  high  profile  in 
the  ncee  and  other  organiza- 
tions. In  1995,  one  profes- 
sional group  took  her  to  the 
White  House  to  discuss  fed- 


DIFFERENT  HATS:  Naybor  is  as 
good  at  PR  as  she  is  at  mapping 


eral  procurement  policies. 
That  same  year,  the  local 
chapter  of  the  National  As- 
sociation of  Women  Busi- 
ness Owners  nominated  her  for  a  local  business 
magazine's  "40  Under  40"  award,  expanding  her 
reputation  beyond  the  narrow  niche  of  surveyors. 
Suddenly,  she  was  mainstream.  Tlirilled  by  the  win, 
she  pursued  other  awards,  doing  all  her  own  PR. 
She  wrote  articles  for  local  papers  when  she  won 
prizes.  She  thought  up  eye-catching  stunts,  like 
wearing  an  orange  hard  hat  in  a  charity  race  spon- 
sored by  New  York  Governor  George  E.  Pataki. 
That  yielded  TV  coverage  and  a  citation  from  Pataki. 

No  question,  the  press  mentions  have  brought  in 
business.  Tops  supermarket,  for  example,  hired  her 
after  an  executive  read  about  her  regional  "Entre- 


1994 

Edelman  starts  Manhat- 
tan's first  24-hour  clean- 
ing service.  He's  written 
up  in  Crain's  New  York 
Business  and  interviewed 
by  The  New  York  Times. 


Let  Me  Say  This  About  That 


1995 


Employees:  19 


11996 


For  financial  planner  Paul  Westbrook,  getting  quol 
ed  is  all  in  a  day's  work.  Over  the  past  20  years,  hi 
comments  have  appeared  in  more  than  250  newspap 
pers  and  magazines,  from  The  New  York  Times  ani 
usa  Today  to  Time,  Fortune,  and,  yes,  business  wee| 
Here  are  Westbrook's  guidelines  for  getting  good  presi 


Be  Patient.  If  the  reporters  are  ignorant,  educate, 
you're  helpful  and  pleasant,  they'll  come  back.  Pal 
Lim,  who  first  interviewed  Westbrook  for  Money,  noj 
quotes  him  in  the  Los  Angeles  Times. 
Speak  English.  Vernacular  plus  humor  goes  far.  Whs 
Westbrook  told  The  Wall  Street  Journal  that  it  to* 
"Sherlock  Holmes  to  figure  out  where  they  put  tn< 
fees"  in  mutual  funds,  he  landed  on  page  one. 
Add  Value.  Westbrook  has  suggested  visuals  such 
charts  and  graphs,  often  doing  the  research  himself, 
table  he  worked  out  for  77me  last  fall  brought  a  c 
from  nbc  Nightly  News.  He  didn't  get  on,  but  he  g 
into  a  new  Rolodex. 

There's  A  'Dead'  In  Deadline.  "Everything  has  to 
immediate— even  if  the  article  won't  appear  for  thr 
months.  Just  accept  that,"  says  Westbrook. 
Act  Locally.  Westbrook  periodically  answers  lettej 
for  the  Sunday  business  section  of  The  Record,  a  Nc  . 
Jersey  daily.  He  always  gets  calls  from  potential  ctier. 
on  Monday. 

Be  Honest  If  you  don't  know  or  don't  have  time,  adr: 
it  and  refer  the  writer  elsewhere.  Reporters  have  lo) 
memories  about  sources  who  steer  them  off-course.  f: 


you're  wrong,"  Westbrook  says,  "you're  dead 


1997 


REVENUES 

The  New  York  Times  Mag-  Spends  $500,000  to  rehab  a  plant 

azine  dubs  him  "The  Stain  in  Manhasset,  L.  I.  Long  Island's 

Master."  Newsday  calls  him  "The  Cadillac 

of  Cleaners"  in  a  clothing-care 
$1.5  million      article,  and  he's  featured  in  a 

Time  Out  New  York  guide  to  the 
\  g\\  'p'WT  <  city's  top  fix-it  people.  After  an 

I'.m.  '    7  *S  animal-rights  activist  throws 

paint  on  Joan  Rivers'  sable,  a 
syndicated  cable  show  producer 
puts  Edelman  on  TV  for  the  first  ti 

^^^7Y<>Sr  itik  ■  now  tne  9armer|t  can 

•V         _  %_  tv^  be  saved.  c 

1994 


me  to  expl. 
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Thanks  to  Pandesic 


e-busines 
solution,  wer 

able  to  process  a 

the  order: 


pouring  m. 


— Michael  Dubelk 
Founder  and  CEO  of  DVD  EXPRES 


I  Dubelko  believed  in  the  future  of  DVDs.  And  he  believed 

potential  of  the  Web.  With  the  two  together,  he  created  DVD 

S,  a  hugely  successful  Web  business  that  has  grown  ten-fold 

last  year,  selling  more  than  two  million  DVDs. 

e  secret  to  his  success?  Pandesic's  e-business  solution. 

c  offers  everything  DVD  EXPRESS  needs  to  support  continuous 

:  proven  e-business  processes,  best-of-class  hardware  and 

e,  and  around-the-clock  service  and  support.  Because 

c's  solution  scales  so  easily,  it  allows  DVD  EXPRESS  to  serve 

/  customers  as  they  can  possibly  attract. 

anks  to  Pandesic,  DVD  EXPRESS  has  automated  their  site's 

rder  cycle  from  order  taking,  to  shipping,  to  billing  and 


warehousing.  This  frees  up  Michael  and  his  staff  to  do  what  they 
do  best — provide  customers  with  a  huge  selection  of  DVDs  at  great 
prices  with  unbeatable  customer  service. 

Let  Pandesic  help  you  take  control  of  your  Web  business. 
Visit  our  Web  site  or  call  1-888-349-3249,  ext.  500  to  receive  a 
Pandesic  E-commerce  Success  Kit. 


pandesic, 

from  Intel  and  SAP 

Pandesic.  How  a  business  does  e-business. 
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preneur  of  the  Year  Award"  from  the  U.  S.  Small 
Business  Administration.  Aiming  to  be  not  biggest 
but  best,  she  has  kept  her  firm  at  about  20  em- 
ployees and  $  1  million  in  annual  revenues  since 
1996.  But  she  cut  government  contracts  from  80% 
to  30%,  sending  margins  soaring.  "We  can  pick  and 
choose  clients  now,"  she  says.  Her  fame,  she  thinks, 
softened  her  bankers:  As  it  grew,  so  did  her  line  of 
credit.  "The  bank  really  changed  its  attitude,"  she 
says.  "I  used  to  have  to  remind  them  who  I  was." 

Her  biggest  score  came  in  1996  as  one  of  Avon 
Products  Inc.'s  five  "Women  of  Enterprise,"  which 
assured  her  status  as  entrepreneurial  expert.  Avon 
puts  marketing  muscle  behind  the  contest,  sending 
winners  on  national  tours.  Naybor  liked  the  speaking 
circuit  and  is  planning  a  book.  At  42,  she's  eager  to 
stretch  professionally.  "I've  been  surveying  for  22 
years,"  she  says.  "Whatever  you  do,  after  20  years 
you're  ready  for  a  change." 


A  Man  of  Positioning) 

AL  RIES,  whose  specialty  is 
branding,  learned  a  critical 
branding  lesson  himself  in 
1989,  when  he  stopped  call- 
ing himself  an  ad  agent  and 
started  calling  himself  a 
marketing  strategist.  "Peo- 
ple seemed  to  take  me  more 
seriously,"  he  says. 

Ries,  now  7  2,  easily 
ranks  among  the  most  rec- 
ognizable business  gurus,  a 
fact  reflected  in  the 
$25,000  fee —  plus  first- 
class  travel  expenses — he 
charges  for  a  one-day  con- 
sulting blitz.  That  makes  up 
the  bulk  of  revenue  at  his 
Atlanta  firm,  Ries  &  Ries 
Focusing  Consultants,  which  he  co-owns  with  his 
daughter  Laura.  Book  sales  add  to  the  pot:  His 
first  volume  is  still  a  hot  seller  after  20  years,  and 
he's  working  on  an  eighth  for  HarperCollins  Pub- 
lishers Inc. 

He  also  rakes  in  close  to  $  1  million  annually 


AL  RIES:  His  ideas  didn't  change, 
but  client  attitudes  did 


from  speeches — $22,500  a  pop.  In  that  light,  th 
$3,000  he  spends  on  public  relations  every  mont 
doesn't  amount  to  much,  and  that's  by  design.  ' 
would  generally  be  against  spending  a  lot  on  PR 
he  advises.  The  books,  speeches,  and  quotes  ai 
the  core  of  his  marketing  effort. 

Getting  started  was  relatively  easy.  In  the  1970 
he  and  then-partner  Al  Trout  (a  guru  in  his  ow 
right)  wrote  a  number  of  articles  for  Advertising  A 
on  "positioning,"  then  a  hot  topic  in  the  ad  indu 
try.  They  gave  a  lot  of  free  speeches  to  industi 
groups  and  sought  out  the  media.  The  articles  ever 
tually  became  a  book,  Positioning:  The  Battle  for  Yo 
Mind,  published  by  McGraw-Hill  (the  parent  con 
pany  of  business  week)  in  late  1980. 

After  that,  Ries  could  charge  a  hefty  fee  for  h|( 
speeches.  Over  the  years  he  has  worked  with  a  v\ 
riety  of  different  speakers'  bureaus,  which  tocjii 
20%  to  30%  off  the  top  of  his  growing  honorari 
To  improve  his  stage  presence,  he  watched  othj 
speakers,  adopting  a  little  of  the  "emotionalisn 
of  Tom  Peters,  for  example.  ("I'd  tone  him  down 
he  says.)  Eventually,  he  evolved  a  style  of  his  ow 
"At  first  I  read  every  word  from  the  page,  then 
got  to  using  notes,  and  finally  I  tossed  the  notes 
just  started  talking,"  he  remembers.  Nowaday 
Laura,  who  studied  speaking  in  college  at  his  ur 
ing,  critiques  his  performance. 

Has  guru  status  changed  Ries's  life?  Well,  y* 
Sometimes  strangers  come  up  to  him  becau- 
they've  seen  his  picture,  and  he'll  sign  a  stray  ar 
tograph.  More  often,  a  light  bulb  will  go  on  wht 
someone  hears  his  name.  Perhaps  that's  becau 
he's  now  routinely  and  ubiquitously  referred  to  5 
an  "authority"  or  "guru"  on  hundreds  of  Web  si' 
by  organizations  that  have  featured  his  work 
hosted  his  speeches. 

But  what  Ries  likes  the  most  about  being  a  gu 
is  that  his  stature  makes  clients  more  inclined  to  ]| 
ten.  "My  ideas  aren't  any  different  than  [they  wei 
20  years  ago,  but  there's  more  acceptance  now," 
says.  Instead  of  putting  up  an  argument,  "Th* 
say,  'We've  read  your  books,  and  we  agree.'  "  Nc 
that's  positioning. 


Maybe  you're  not  a  guru,  but  you  can  do  mc 
to  raise  your  profile.  Click  Online  Extras  at 
frontier.businessweek.com 


REVENUES 


$1.9  MILLION 


1998 

The  New  York  Observer  features  Edelman 
in  a  story  on  three  of  the  city's  high-end 
cleaners  and  their  clients.  Time  magazine 
quotes  him  on  the  outrageous  cost  of  ship- 
ping and  cleaning  clothes  in  its  "Annals  of 
Wretched  Excess"  feature.  Worth  magazine 
consults  with  him  on  dry-cleaning  storage 
for  "Guard  Your  Valuables."  The  Village 
Voice  asks  Edelman  about  how  to  get  that 
stain  out  of  Monica  Lewinsky's  dress. 
Martha  Stewart's  fall  Clothes  Care  special 
features  him  in  a  four-page  story  and  photo 
spread. 


1998 


1999 

The  New  York  Times  inter- 
views Edelman  about  dry- 
cleaning  chemicals  and  al- 
ternatives. The  New  York 
Post  dubs  him  "Dry  Cleaner 
to  the  Stars"  in  a  feature.  He 
guest-appears  on  a  Martha  Stewart  TV  seg- 
ment about  how  to  preserve  wedding  gowns. 
Edelman  cleans  54  dresses  formerly  worn  by 
movie  stars  for  a  "Fashion  of  the  Oscars" 
charity  auction  at  Christie's— and  gets  credit 
for  it  in  a  catalog  widely  circulated  among 
those  who  buy  expensive  dresses. 


1999 


REVENUES 


Employe 
28 
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OniieCt  with  the  Future  of  Busines 


E-business  makes  things  move  faster.  Business  Week  offers  two  ways  to  help 
you  keep  up:  Business  Week  e.biz,  a  five-times-a-year  comprehensive  magazine 
supplement,  and  the  Business  Week  e.biz  Web  site.  Updated  daily, 
e. biz. businessweek.com  helps  you  work  smarter  and  make  the  best 
decisions  to  take  your  company  successfully  into  the  age  of  E-business. 

Get  the  information  you  need  from  a  trusted  source — now  available  in 

regular  strength  and  fast-acting  formulas. 


For  advertising  opportunities  call  Howard  Manus  at 
212-512-4851  or  e-mail  howard_manus@businessweek.com 
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Bridging  the 

PensioiL 
Gap 


Retirement  plans 
are  finally  being  built 
for  small  companies. 
Here's  how  to  pick 
the  right  one 


by  Virginia  Munger  Kahn  IF  YOU  WANT  to  see  the  light 
go  out  of  a  job  candidate's  eyes,  tell  them  you  don't  offer 
a  pension  plan.  That's  what  used  to  happen  in  the  early 
1990s  at  Kosola  &  Associates  Inc.,  an  aircraft-parts  company 
in  Albany,  Ga.,  when  its  recruiter  went  to  Embry- 
Riddle  Aeronautical  University,  an  engineering  school  in 


Daytona  Beach,  Fla.  One  of  the  first 
questions  was  whether  Kosola  had  a 
retirement  plan  "When  the  answer 
came  out  'no,'  interest  dropped  im- 
mediately," says  Comptroller  Carmella 
Owens.  So  Kosola  went  shopping  for  a 
plan — only  to  shelve  the  idea  after 
finding  out  what  the  few  vendors  that 
cater  to  small  companies  wanted  to 
charge.  But  in  April  of  this  year,  the 
$1.65  million  company  finally  took  the 
plunge.  It  signed  up  for  a  40 1  (k)  plan 
with  Principal  Financial  Group  that 
provides  the  company's  27  employees 
with  Web  access  to  their  accounts,  as 
well  as  an  Internet  connection  for  com- 
pany officials  to  manage  the  plan.  The 
total  cost?  Just  $650  to  start  it  up,  plus 
an  estimated  $1,100  in  administrative 
fees  this  year.  "That  doesn't  sound  like 


an  arm  and  a  leg  to  me,"  says  Owens, 
who  led  efforts  to  put  the  plan  in 
place.  "Everyone  was  flabbergasted.  We 
thought  we  could  never  afford  this." 

What  changed?  More  competition. 
Until  recendy,  about  the  only  choice 
for  small-company  pension  plans  was 
an  insurance  company.  They  often  used 
third-party  administrators  who  added 
their  own  fees  to  already  expensive 
money-management  charges.  The  giant 
mutual  funds  and  brokerages  that  have 
revolutionized  the  40 1  (k)  market  were 
too  busy  chasing  big  employers,  where 
they  could  sign  up  10,000  participants 
at  a  time. 

But  with  that  market  saturated,  big 
names  like  Fidelity  Investments,  Merrill 
Lynch,  and  American  Express  have 
been  turning  their  attention  to  the  na- 
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cion's  7  million  smaller  companies — and  learning  to 
scale  down  their  products  to  serve  fewer  than  50 
people  at  a  time.  They're  giving  employees  at  small 
companies  the  same  bells  and  whistles — daily  val- 
uation, 24-hour  call  centers,  and  Internet  access — 
that  people  working  for  much  larger  companies 
have  had  for  years.  In  the  process,  they're  forcing 
banks  and  insurance  companies  that  still  dominate 
the  market  to  improve  their  services  and  setting 
off  a  price  war.  In  May,  1998,  one  of  the  biggest 
sellers  of  small  plans,  Aetna  Inc.,  lowered  fees  on 
some  products  by  as  much  as  33%  and  added  eight 
new  investment  offer- 
ings. The  reason:  Mutual 
funds  are  suddenly 
knocking  on  the  same 
doors  as  insurers,  much 
to  their  chagrin.  "That's 
not  normal,"  says 
George  Payette,  product 
manager  at  Aetna  Retire- 
ment Services  Inc.  Next 
month,  things  get  even  stranger.  Fidelity  is  prom- 
ising that  its  new  e401k  plan,  which  makes  its  de- 
but on  July  1,  will  be  sold  and  serviced  entirely 
over  the  Internet  and  priced  20%  below  what's  on 
the  market  today. 

At  the  center  of  the  tussle  is  the  defined-contri- 
bution  pension  plan,  better  known  as  the  401(k). 
After  health  benefits,  it's  probably  die  most  desirable 
benefit  an  entrepreneur  can  offer.  Employees  make 
contributions  from  their  before-tax  salary  to  a  re- 
tirement account,  where  the  money  grows  untaxed 
until  it's  withdrawn.  Usually  it's  invested  in  mutu- 


Competition  is 
lowering  benefit 
costs  to  a  level  small 
business  can  afford 


al  funds.  In  that  respect,  the  plan  is  similar  to  th' 
personal  retirement  accounts,  such  as  iras,  that  eni 
trepreneurs  already  own.  But  because  401  (k)s  ar- 
pension  plans,  they  come  with  lots  of  regulation, 
paperwork — and  headaches.  In  some  cases,  th  Ej , 
costs  and  complexity  have  been  so  huge  that  sma 
companies  just  skipped  the  whole  idea — only  \3°, 
have  a  401(k)  plan.  What  entrepreneurs  want,  say 
Peter  J.  Smail,  president  of  Fidelity  Institutional  Re 
tirement  Services  Co.,  is  "a  one-step,  turnkey  proc 
uct  that  does  everything  for  them." 

They  haven't  always  been  getting  it  from  insui 
ance  companies,  which  have  dominated  the  smal 
plan  market  with  24%  of  the  1  mdlion  partic 
pants  in  small  plans,  according  to  Jeff  Close, 
pension  consultant  at  the  Spectrem  Group  in  Cor 
necticut.  Banks  and  pension  consultants  also  si 
play  a  big  role  in  the  market,  with  each  of  the: 
segments  serving  23%  of  small-plan  participant. 
Generally,  banks  and  insurers  form  alliances  wij| 
third-party  administrators,  often  called  pension  coi, 
sultants,  who  handle  actual  admmistration  of  tl 
plan.  Often,  customers  wind  up  having  to  con 
municate  with  two  or  three  vendors  for  monc 
management,  record-keeping,  and  administratior 

Mutual-fund  companies  represent  the  new  kit  ,  , 
on  the  block,  serving  18%  of  small-plan  partic 
pants,  up  from  almost  nothing  at  the  beginnii 
of  the  decade.  They  have  made  inroads  using  tl: 
same  formula  that  helped  them  muscle  into  tlLj, 
retail  market  for  mutual  funds:  lower  fees  and  wef 
known  brand  names  tied  to  strong  investment  re- 
turns. More  important,  perhaps,  they  bundle  tj 
money  management,  record-keeping,  and  *' 
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Pension  Packages 

A  sampling  of  401  |k)  plans  from  major  providers.  True,  annual  fees  are  important,  but  keep  a  close  eye  on  the  expen, 
ratio,  which  is  the  percentage  of  assets  deducted  from  each  person's  account  every  year  to  pay  for  investment  costs.  j 

ANNUAL  COST 


401IK)  PLAN 

#0F 
PLANS 141 

INVESTMEN1 
OPTIONS 

AVG.  EXP. 
RATIO  % 

START-UP 
FEES 

CONVERSION 
FEE  181 

BASIC 
FEE 

PRINCIPAL  PENSION  PROVIDER 
800-543-4015  x78536  www.principal.com 

26,650 

21 

1.75 

$600 

$600 

$1,600 

KEMPER  KEMFLEX 
800-621-5027  www.kemper.com 

15,000 

56 

1.20 

$1,000 

$1,000 

$1,000 

AETNA  MULT.  ASSET  PORT.  V «* 
800-232-5422 

12,000 

41 

1.30-1.55 

$0-2,000 

$0-2,000 

$0 

PAYCHEX 

800-472-0072  www.paychex.com 

10.000 

34 

1.02 

$1,395 

$2,395 

$1,140 

MERRILL  LYNCH  BUSINESS  MARKET 
800-637-7455  x3994  plan. ml.com 

4,000 

200 

1.5 

$1,150 

$1,150 

$1,500 

FIDELITY  CORPORATE  PLAN  FOR  RET.  100 
800-343-9184  x78536  www.fidelity.com 

2,600 

54 

0.81 

$1,500  to 
$4,000 

$1,500  to 
$4,000 

$5,000 

T.  ROWE  PRICE  CENTURY  PLAN 
800-422-2577  rps.troweprice.com 

572 

52 

0.85 

$1,300  IEI 

$1,500  IEI 

$2,400 

DREYFUS  EASY  401  |K) 
300-557-4015  www.dreyfus.com 

200 

6 

0.88 

$25/ 
participant IFI 

$50/ 
participant IGI 

$550 

VANGUARD  TARGET  I" 

800-523-1036  x42510  www.vanguard.com 

N/D 

60 

0.28 

N/S 

$1,250  IEI 

$3,500 

(A)  LESS  THAN  100  EMPLOYEES  (8)  COST  OF  TRANSFERRING  AN  EXISTING  PLAN  (0  FEES  VARY  BY  NUMBER  OF  EMPLOYEES;  DEFERRED  CHARGES  MAY  APPLY  (D)  MINIMUM  ASSETS  OF  1 
(E)  ADDITIONAL  PER  CAPITA  FEES  APPLY  (F)  MAXIMUM  $1,000  (G)  MAXIMUM  $2,000  (H)  PER  ELIGIBLE  EMPLOYEE  N/D=N0T  DISCLOSED  N/A=N0T  APPLICABLE  N/S=N0  START-UP  PLANS  DATA:  6W  AS  C 
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ive  functions  into  one  package,  providing  clients 
h  one-stop  shopping. 

Tiat  was  the  attraction  for  Sherri  Neasham,  pres- 
lt  and  ceo  of  FinanCenter  Inc.,  a  developer  of  fi- 
cial  software  and  operator  of  its  own  Web  site 
'  Tucson.  She  put  a  priority  on  having  a  plan  in 
e  for  her  four-year-old  company,  which  is  ex- 
:ed  to  generate  $4  million  in  revenue  this  year, 
mse  it  intends  to  boost  its  staff  from  fewer 
1  20  people  to  almost  30  by  yearend.  When 
sham  explored  the  alliance  route,  she  ran  out  of 
I  and  patience  trying  to  figure  out  how  to 
cture  the  plan.  In  the  end,  she  took  the  easy 
and  hired  T.  Rowe  Price  Associates,  the  Balti- 
e-based  mutual-fund  company.  "You  call  them 
they  ship  out  the  paperwork,  you  ship  it  back, 
that's  it,"  she  says. 

's  also  easier  to  figure  out  how  much  you're 
g  charged  for  a  bundled  plan.  The  traditional  al- 
e  structure  typically  resulted  in  layers  of  fees 
1|  ged  by  each  member  of  the  team.  While  bro- 
il and  insurance  agents  can  provide  useful  advice 
>:  etting  up  a  plan,  their  commissions  are  often 
sed  as  an  annual  percentage  of  plan  assets,  and 
can  eat  into  your  returns.  By  contrast,  fund 
x)  Danies  that  sell  direct  typically  charge  simple  flat 
e   with  no  commissions  to  insurance  agents  or 
a  ers.  The  fees  generally  fall  into  four  categories: 

Hj  up  fees.  This  represents  the  one-time  cost  of 
fcl  i  the  paperwork  and  setting  up  the  right  struc- 
u 

AT 

n 


Typical  cost:  $1,000  to  $2,000.  Most  providers 
dso  charge  a  similar  "conversion  fee"  if  you're 
ng  your  account  from  another  company. 


lustration  fees.  This  annu- 
;  for  record-keeping  and 
administrative  work 
s  from  $1,000  to  $2,500  a 
or  a  plan.  On  top  of  that, 
t  to  pay  $15  to  $50  per 
ipant  or  employee.  That 
d  cover  the  cost  of  ac- 
ing,  statements,  and  mak- 
ire  the  plan  complies  with 
nment  regulations. 


Mo(  y-management  fees.  All 

Mj  d  funds  deduct  a  percent- 
HH  ^  your  assets  each  year  to 
Ipi)  >r  fund  operations,  every- 
H  from  research  to  rent  pay- 
H  .  This  "expense  ratio"  can  range  from  as  little 
»M  1  to  more  than  2  percentage  points.  General- 
K|  ■  fees  are  higher  at  insurance  companies  and 
§■  -age-run  funds,  lower  at  mutual-fund  com- 
H .  Don't  ignore  the  difference.  A  2%  reduction 
Ml  ear  for  40  years  can  cut  the  amount  of  mon- 
f  I  an  employee's  equity  mutual  fund  nearly  in 
mm  nd  if  you're  inclined  to  dismiss  that  as  tough 
pi  >r  your  workers,  consider  that  the  majority  of 
in  a  typical  plan  are  held  by  the  owner  and 
Vm  managers,  notes  Stephen  Butler,  president 


You  Can't  Retire 


10  20 
p-  OF  COMPANIES 


OUR  HEROINE:  "We  never  thought  we  could  afford  this,"  says 
Kosola's  Owens,  who  helmed  efforts  to  start  a  401  (k)  plan 


of  Pension  Dynamics  Corp.  in  Lafayette,  Calif. 

Supplemental  fees.  Given  what  you're  already  pay- 
ing, you'd  be  amazed  at  what's  not  included.  Mer- 
rill Lynch,  for  example,  charges  a  fee  of  $3  per  par- 
ticipant per  year  to  cover  the  cost  of  sending  them 
account  statements.  Vanguard  Group  charges  $2,500 
to  run  compliance  tests  that  federal  law  requires  of 
all  plans.  And  almost  all  plan  providers  charge  sup- 
plemental fees  for  handling  employee  loans. 

The  solution,  of  course,  is  to  compute  the  total 
cost  for  your  plan,  because  many  plan  providers 
cross-subsidize  their  expenses. 
If  a  plan  provider's  administra- 
tive costs  are  low,  they  tend  to 
have  higher  money-manage- 
ment fees,  notes  David  W. 
Huntley,  principal  at  hr  Invest- 
ment Consultants  in  Baltimore. 
For  instance,  Principal  Financial 
Group,  which  sells  more  small- 
company  plans  than  anyone 
else,  charges  just  $600  to  es- 
tablish or  convert  a  small  plan. 
However,  annual  expense  ratios 
on  their  investment  offerings 
average  1.5  percentage  points  a 
year.  By  contrast,  Fidelity 
charges  anywhere  from  $1,500 
to  $4,000  to  set  up  a  plan,  but 
expense  ratios  on  its  funds  average  just  0.81  points. 
Over  five  years,  on  a  plan  with  $1  million  in  assets 
and  growing  a  modest  8%  a  year,  the  Fidelity  op- 
tion would  save  more  than  $80,000. 

The  best  deal  really  depends  on  what  kind  of  plan 
and  company  you  have.  A  small  startup  plan  at  a 
company  that  does  not  expect  employee  assets  to 
grow  beyond  $500,000  in  five  years  probably  would 
be  best  off  with  someone  like  Principal  Financial. 
Startup  and  ongoing  expenses  are  relatively  low,  and 
because  assets  under  management  are  modest,  the 
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amount  of  money  going  to  investment  expenses  isn't 
that  much.  Small  companies  that  expect  assets  in 
their  plan  to  reach  $  1  million  or  so  within  five  years 
are  better  off  going  to  a  fund  company.  Want  the 
best  of  both?  Start  up  a  plan  with  an  insurance  com- 
pany when  assets  under  management  are  low.  As 
the  plan  grows  and  assets  increase,  switch  to  a  vendor 
that  has  low  money-management  expenses. 

Of  course,  low  fees  are  no  bargain  if  you're 
stuck  with  lousy  investment  choices.  Fluids  run  by 
banks,  brokerages,  and  insurance  companies  are 
notorious  laggards  compared  with  those  offered 
by  mutual-fund  houses.  And  nearly  all  of  them 
pale  in  comparison  to  an  ordinary  index  fund, 
which  generally  has  a  rock-bottom  expense  ratio 
and  a  track  record  that  beats  almost  any  other  mu- 
tual fund  you'll  be  offered.  Try  to  insist  on  one  in 
your  plan.  Among  the  major  vendors,  Fidelity,  Van- 
guard and  Price  offer  index  funds  to  small  plans. 

But  mutual-fund  companies  are  not  always  the 
right  choice.  Some  companies,  such  as  Vanguard, 
won't  take  a  plan  unless  it  has  $1  million  in  assets. 
And  modest  fees  don't  prevent  fund  companies — T. 
Rowe  Price,  for  example — from  falling  into  long 
slumps  that  affect  many  of  their  star  funds.  One  al- 
ternative is  to  choose  a  plan  that  offers  dozens  or 


even  hundreds  of  funds.  If  you  think  you  can  wje 
through  so  many  choices,  the  alliance  route  isg 
way  to  go.  About  400  third-party  administrate 
from  around  die  country  have  alliances  with  Chap 
Schwab  through  which  they  offer  2,200  full 
from  300  fund  companies.  American  Express  j 
MetLife  recently  teamed  up  to  offer  21  funds  cl 
ry-picked  from  eight  fund  families. 

The  fact  is,  some  small-business  owners  pr« 
dealing  with  a  local  pension  consultant,  broker,  or* 
surance  agent.  Their  quality  varies  greatly,  but  penJjj 
management  is  a  notoriously  detail-oriented  bfc- 
ness.  Kosola  &  Associates,  for  instance,  settled* 
Principal  Financial  Group  because  of  the  persdj 
touch.  "I  feel  a  lot  more  comfortable  with  some! 
who's  willing  to  talk  to  me  one-on-one,"  « 
Carmella  Owens,  who  adds  die  new  plan  has  woim 
out  well  from  her  point  of  view.  "I  didn't  ever  tA 
this  was  an  option  for  me.  Now,  I'm  actually  gcft 
to  have  a  retirement,  and  my  kids  will  have  mona 
something  happens  to  me."  Sounds  like  an  empH 
ee  who  plans  to  stick  around. 


f 

_  , 


Want  to  find  out  more  about  how  to  set  up« 
pension  plan  at  your  company?  Click  on 
Online  Extras  at  frontier.businessweek.con*  -<*i 


Return  of  an  Old  Favorite 

Sure,  A0 1  [ k )  plans  get 
all  the  attention  these 
days.  But  come  Jan.  1, 
the  old-fashioned  "de- 
fined-benef it"  pension 
plan  could  make  a  roar- 
ing   comeback  among 
boomer-aged  entrepre- 
neurs, thanks  to  laws 
that    will     expire  at 
yearend.  "There's  going 
to  be  a  gold  rush  into  de- 
fined-benefit  plans,"  says 
Alan  T.  Nahoum,  an  actu- 
ary in  White  Plains,  N.Y. 

A  defined-benefit  plan— 
which  provides  you  a  fixed 
annual    retirement  pay- 
ment—allows you  to  put 
away  far  more  than  a  401  (k) 
or  other  profit-sharing  plan. 
But  current  law  reduces  the 
amount  sharply  if  you've  already  put 
money  in  a    defined-contnbution  plan 
such  as  a  401  (k).  That's  a  death  blow  to 
DB  plans.  A  small  company  doesn't  have 
the  cash  flow  to  support  a  lucrative  de- 
fined-benefit plan  when  it's  young,  so  en- 
trepreneurs typically  adopt  a  profit-shar- 
ing or  40 1  (k)  plan.  By  the  time  the 
company  hits  middle  age  and  cash  flow  is 
strong  enough  to  support  a  defined-ben- 
efit plan,  says  Nahoum,  most  of  their  el- 


igibility is  gone.  Small  wonder  that  only 
4%  of  small  companies  have  a  DB  plan. 

But  that  law  expires  on  Dec.  31,  and 
experts  say  it  won't  be  renewed.  Just 
how  much  you  could  benefit  will  depend 
on  your  age.  The  rules  allow  you  to  put 
away  enough  money  in  a  DB  plan  to 
fund  an  annual  retirement  income  of 
$130,000  a  year.  In  practice,  this  means 
that  the  older  you  are,  the  more  money 
you  can  contribute  to  your  nest  egg. 


Steven  Lockwood,  a  I 
York  City  pension  attori 
estimates  that  switcl 
from  a  profit-sharing 
to  a  DB  plan  can  boc 
40-year-old's  retirer 
hoard  from  a  maxin 
of   $30,000  annual 
the  cap  on  profit-sha 
plans-to  $70,000  a  y 
with  the  full  sum  dedu 
from  your  company's 
es.  And  an  employee  cl 
to  retirement  could 
away  as  much  as  $160 
a  year. 

Some  caveats:  Don'1 
to  fund  both  a  401  (k)  ai 
defined-benefit  plan, 
deductions  are  cappei 
25%  of  payroll  or  your  c 
pany's  total  DB  contribu 
whichever  is  greater,  so  the  com| 
and  its  employees  would  lose  the  4( 
deduction.  A  DB  plan  costs  about  t 
as  much  to  administer  as  profit-shj 
plans.  And  you  need  to  pay  an  act 
and  a  lawyer  to  set  it  up.  But  the 
torn  line  looks  pretty  attractive, 
wonderful  opportunity  for  baby  boor 
with  underfunded  pensions  who 
big  income  tax  deductions,"  l.ockv 
says.  -LYNN  BREN 
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The  lobster  that  made  it  all  the  way  from 
Portland,  Maine,  to  Easy  Street. 


A  young  boy  in  Ames,  Iowa,  runs  out  to  the  mailbox. 
He  yanks  down  the  flap  and  peers  in.  A  package  greets 
his  eyes.  It's  moving  slightly.  It's  smelly.  It  has  Caution: 
Live  Animals  written  all  over  it.  He  winces.  He  takes  a 
breath.  Then  he  runs  the  box  inside,  yelling  at  the  top 
of  his  lungs,  "Dinner  is  here!" 

This  is  just  the  sort  of  scene  that's  happening 
around  the  country,  thanks  to  the  online  business 
The  LobsterNet.com. 

To  New  Englanders  Lance  Cleveland  and  Phil  Rose, 
lobsters  were  stew  meat.  But  they  knew  that  to  some, 
their  product  was  a  delicacy.  To  people  in  Tucson. 
Or  Hollywood.  Or  West  Amarillo. 

But  when  they  set  up  their  Web  site,  nobody  had 
heard  of  The  LobsterNet.com  so  the  inventory  started 

to,  well,  smell.  To 
prevent  further 
spoilage,  they 
resorted  to  eating 
lobster  dinners 
every  night.  (It 
sounds  better 
than  it  was.) 

Triumphantly,  six  months  and  about  eight  gallons  of 
bisque  later,  their  first  order  finally  came. 


At  MSN  LinkExchange.  there's  nothing 
fishy  about  finding  more  online  customers. 

To  find  new  customers,  they  turned  to  the  marketing  solutions 
at  MSN"  LinkExchange.  As  the  champion  of  small  businesses, 
MSN  LinkExchange  is  making  it  easier  for  online  businesses  like 
The  LobsterNet.com  to  turn  ideas  into  profits.  And  that's  exactly 
what  Lance  and  Phil  started  to  do. 

They  used  ClickTrade,  a  service  where  other  online  businesses 
who  send  customers  to  The  LobsterNet.com  get  a  commission. 
Pretty  soon  click-thru's  to  The  LobsterNet.com  started  coming  from 
sites  they  never  would  have  thought  of.  One  order  came  from  a 
wedding  chapel  site.  Another  from  a  Florida  golf  supply  site.  A  big 
response  from  the  home  dating  network.  (Nothing  says  lovin'  like  a 
live  lobster.)  Then  they  used  Submit  It!  to  easily  register  "lobster" 
with  dozens  of  search  engines.  So  whenever  someone  types  lobster, 
whether  it's  "I'm  looking  for  lobster,"  "I  need  a  picture  of  a  lobster," 
or  "My  rash  looks  like  a  lobster,"  their  name  pops  up.  They  were  hot. 
Dare  we  say,  boiling. 

Lobster  etouffee  is  nice,  but  a 
healthy  portion  of  profit  is  better. 

Lately,  the  guys  from  Maine  boast  50,000  online  visitors  -  and 
nearly  200  lobster  orders  -  every  month.  For  the  first  time  in  a  long 
time,  Lance  and  Phil  are  knee-deep  in  something  other  than  seaweed. 

If  you  want  to  find  new  customers,  increase  sales,  and  build 
awareness  all  on  a  shoestring  budget,  go  to  www.linkexchange.com. 


n  LinkExchange 

Create  your  own  small  business  success  story. 
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Give  me  your  tireless 


The  immigrant  experience  is  alive  and 
well:  Witness  Michael  Samoilov  and 
his  cutting-edge  Internet  startup 

BY  ROBIN  D.  SCHATZ 


TALK  ABOUT  the  "American  dream" 
and  it  sounds  like  the  oldest  cliche  in 
the  book.  For  me,  it's  just  a  faint,  dis- 
tant melody  hummed  by  my  immi- 
grant grandparents  at  the  turn  of  the 
century.  But  to  a  Russian-born  entre- 
preneur at  the  cusp  of  a  new  one,  the 
phrase  still  pulses  with  promise. 
Since  he  was  a  little  boy  in  Russia, 


new  life,  and  more  he  got — a  scholar- 
ship to  California  Institute  of  Technol- 
ogy, a  PhD  in  physics  from  Stanford 
University,  and  a  cushy  job  in  finance 
at  Goldman,  Sachs  &  Co.  As  a  student, 
he  did  financial  consulting  at  Stan- 
ford's business  school.  He  also  tried 
to  launch  two  software  companies. 
When  I  met  Michael  last  February, 


YEARNING  TO  BE  RICH:  Striving  to  bring  Web  video  capability  to  the  masses, 
Samoilov  seeks  capital,  employs  developers  in  Russia— and  doesn't  sleep  much 


Michael  Samoilov,  now  29,  yearned 
to  make  it  in  America.  "It  was  natural 
for  me  to  want  to  be  an  entrepre- 
neur," he  says,  "because  it  is  one  of 
the  expressions  of  anti-Soviet  mentali- 
ty." When  Michael  was  just  six,  his 
father,  a  chemical  engineer,  emigrated 
to  the  U.  S.  Two  years  later,  he  sent  for 
his  wife  and  son,  but  the  Soviets 
wouldn't  let  the  "refuseniks"  leave  for 
nine  more  years.  By  the  time  the  fam- 
ily was  reunited,  Michael  was  an  in- 
dependent 17-year-old,  unwilling  to 
li;  n  to  a  father  he  hardly  knew.  He 
got  his  own  place,  studied  English, 
and  swept  floors  at  a  local  Burger 
King.  "Theii  I  moved  up  to  mopping," 
he  jokes.  He  wanted  more  out  of  this 


he  was  participating  in  a  new  Ameri- 
can rite  of  passage — raising  capital  for 
his  year-old  Manhattan  Internet  startup, 
Javu  Technologies  Inc. — and  telling  his 
story  on  Money  Hunt,  a  public-televi- 
sion show  for  entrepreneurs. 

Later,  I  visited  Javu's  spare,  mod- 
ern office  on  the  banks  of  the  Hudson, 
where  Michael,  ceo  and  president  of 
Javu,  works  with  two  employees  and 
his  two  2 3 -year-old  partners  and  vice- 
presidents.  There's  Dmitry  or  "Dima" 
Shklovksy,  an  old  family  friend  Michael 
took  under  his  wing  when  he  arrived 
here  alone  at  age  18,  and  Max  Orlov, 
who  came  from  Moscow  in  1991  with 
his  family  in  search  of  a  leukemia 
treatment  for  his  little  sister. 


SI  ii  ] 


As  students  at  Cornell  Universi 
Max  and  Dima  worked  together  or 
highly  theoretical  multimedia  editi 
product.    Like    Michael,    the  t\ 
friends,  both  of  whom  have  maste 
degrees  in  finance,  had  caught  t 
entrepreneurial  bug  before  they  II 
Russia.  Teaming  up  with  Michal 
they  licensed  Cornell's  technology  aft 
in  January,  1998,  launched  Javu.  Thf 
goal:  to  develop  JavuNetwork,  a  s| 
phisticated  set  of  Web-based  tools 
let  anyone  edit  and  post  videos  onli 
without  extensive  technical  knov 
edge  or  fancy  equipment. 

Like  so  many  Internet  hopefu 
Michael,  Max,  and  Dima  are  gambli 
that  their  new  product,  now  availal 
in  so-called  beta,  or  test,  form  at  vid< 
farm.com,  will  transform  an  indil 
try — and  perhaps  lead  to  a  public 
fering.  Of  course,  this  fantasy  li 
become  as  American  as  Burger  Kira.i 
but  it's  a  true  sign  of  making  it 
new  land  when  you  can  dream  1 
same  dreams  as  anyone  else,  no  mai 
how  ambitious  or  improbable. 

Still,  Michael  and  his  partners  figl  |letti«t 
curious  set  of  stereotypes.  First-ti 
visitors  demand  to  play  chess  and 
drinking.  And  when  Javu's  busin  5111 
plan  called  for  using  programmers  -:  <<i 
Moscow,  investors  balked  initially.  . 
think  there's  still  a  stigma  in  peop 
minds  left  over  from  Soviet  times  t  tf**' 
Russia  is  evil,"  says  Michael,  who  sljffte m",', 
his  Russian  name  "Misha"  to  fit  in, 

Ironically,  Michael's  ties  to  the  h\ 
that  brought  his  own  family  so  mi 
grief  now  make  Javu's  future  po: 
ble.  Javu  employs  a  team  of  10  ti 
notch  software  developers  in  Moso 
for  a  tenth  of  what  they  would 
here.  And  thanks  to  time  zone  di 
ences,  Javu  never  sleeps.  From  wh 
can  see,  the  three  partners  don't  si 
much,  either — when  they  do,  it's  oi 
on  the  office  futons. 

Even  if  Javu  isn't  the  next  Intel  l,§n 
sensation,  I  don't  doubt  Michael  .)  < 
his  partners  can  weather  any  roi 
times  ahead.  As  he  tells  me:  "After 
do  a  startup  on  your  whole  life,  st 
ing  up  a  company  is  a  cakewalk." 


Schatz,  a  small-business  editor, 
can  be  reached  at 
Robin  Schatzfabusinessweek.conr 
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The  wildflower  seed  that  blossomed 
into  a  thriving  online  business. 


A  bumble  bee  takes  flight.  It  scans  the 
ain  looking  for  a  suitable  flower  to  pollinate. 

there's  nothing.  No  open  fields  of  poppies, 
blackberry  bushes.  Not  even  a  single  daisy, 
just  as  our  globe-trotting  bee  is  about  to  give 
lope,  he  spots  salvation.  A  little  rooftop  garden 
iplete  with  Purple  Coneflower,  Bee  Balm,  and 
nge  Milkweed  appears.  Bee  nirvana.  Who  says 
e  s  no  wildlife  in  downtown  Chicago? 
tanically  speaking.) 

That  bee  can  thank  Deb  Edlhuber  of 
ieFrontier.com,  whose  online  business  is  responsible 
some  of  Wisconsin's  finest  wildflower  and  prairie 
s  seeds  sprouting  up  all  over  the  country. 


As  a  self-proclaimed 
web  newbie,  she  learned  that 
starting  an  online  business  was 
tough.  Initially,  she  was  only 
getting  about  25  visitors  a 
month,  which,  in  the  gardening 
world  is  about  as  beautiful 


pot  full  of  snails.  She  realized  that  like  a 
en,  growing  her  business  required  planning 
id,  making  adjustments,  and  a  little  fertilization. 


'  Microsoft  Corporation.  All  rights  reserved  Microsoft,  MSN.  LinkExchange,  and  Where  do  you  want  to  go  today?  are  eittn 
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How  MSN  LinkExchange  can  get  the  whole  world 
to  beat  a  (garden)  path  to  your  door. 

Just  when  Deb's  spirits  were  wilting,  she  found  MSN™ 
LinkExchange*  champion  of  small  businesses.  PrairieFrontier.com  used 
Banner  Network  to  advertise  online  for  a  very  reasonable  price 
(reasonable?  Ha.  It's  free.)  Here  she  swaps  PrairieFrontier.com's  banner 
with  banners  from  other  businesses  across  a  400,000  site  network. 
(Think  of  it  as  the  place  where  banner  cross-pollinating  takes  place.) 

As  a  result,  she  had  orders  growing  like,  you  knew  it  was 
coming.. .wildflowers.  Obviously,  great  things  are  happening  for 
PrairieFrontier.com.  But  even  greater  things  are  happening  for  the 
environment.  Now  the  same  wildflowers  that  grew  in,  say,  Chicago 
400  years  ago  are  growing  there  again.  A  petroleum  research 
center  in  Texas  has  Little  Bluestem  and  Switchgrass  growing 
between  gas  tanks.  And  a  butterfly  farmer  in  Wichita  has  a  field 
of  Showy  Tick  Trefoil  to  attract  butterflies. 

A  green  thumb  doesn't  always  have  to  come  from 
wjcaj^gjnJhe_gajndejL 

These  days  she  gets  thousands  of  visitors  to  her  site  a  month, 
prompting  her  friends  to  joke  about  how  PrairieFrontier.com  is 
becoming  the  hotbed  of  the  web.  Oh  sure,  everyone's  a  comedian 
with  a  trowel  in  their  hand. 

If  you  want  to  find  new  customers,  build  awareness,  and  increase 
sales  all  on  a  shoestring  budget,  goto  www.linkexchange.com. 

LinkExchange 

Create  your  own  small  business  success  story. 
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To  Hear  No 


This  loan  broker  helps  small 
biz  get  a  break  at  the  bank 

Back  in  1995,  when  Wendy  Posnock-Woock  was 
a  commercial  loan  officer  at  Citibank  in  Chicago, 
she  saw  nearly  all  her  promising  small-business! 
applicants  turned  down  for  loans.  Finally,  she 
says,  she  told  her  senior  manager  she  had  seen! 
enough.  "I  handed  him  my  pager  and  gave  twi 
weeks'  notice,"  she  says. 

Chalk  it  up  to  youthful  enthusiasm  (she  was 
just  23)  or  unmitigated  drive  (she  graduated 
from  college  at  19),  but  Posnock-Woock  be- 
lieved that  many  of  these  businesses  deserved  a 
break— and  that  she  could  start  a  company  tc 
help  them.  That  September,  with  $25,000  ir 
savings,  she  founded  Acceptance  Corp.,  a  com- 
mercial loan  brokerage  firm  in  Lisle,  III.  Ac- 
ceptance, which  grossed  $100,000  last  yeai 
and  projects  $250,000  in  revenues  this  yeai 
after  paying  fees  to  co-brokers,  takes  com 
missions  only  after  landing  financing  for  the 
client— usually,  but  not  always,  from  a  bank 
"Wendy  is  a  standout,"  says  David  Watten 
berg,  senior  vice-president  at  Chicago-basei 
Builders  Bank.  "She  has  a  knack  for  bringim 
the  right  borrower  and  lender  together." 

Posnock-Woock  works  with  a  wide  rang* 
of  businesses,  but  she's  particularly  commit 
ted  to  helping  other  women  entrepreneur 
stay  afloat.  That  was  literally  the  case  fo 
Holly  Headland.  A  barge  and  tug  operator  o 
Lake  Michigan,  Headland  was  turned  dow 
by  about  20  bankers  who  were  skeptical  aboi 
a  woman's  chances  for  success  in  this  gritt 
business.  Finally,  she  hooked  up  with  Accep 
tance  and  got  the  $400,000  she  needed  to  e> 
pand  her  fleet. 

What  does  Posnock-Woock  look  for 
Companies  with  a  "story  to  tell,  stron 
management,  and  a  desire  to  su( 
ceed,"  she  says.  Maybe  she  shoul 
lend  herself  some  money. 

—ANN  THERESE  PALME 

JUNE  28,  I 


M 

tain 

Him 


Prudential's 
Approath  To 
Building  and 
Preserving 
Wealth 


We  learn  about 
your  family  life. 

We'll  get  to  know 
how  children  or 
oging  parents 
may  figure  in  your 
financial  planning. 

A  frank 
discussion  of 
your  resources. 

We'll  probe  to  learn 
your  true  priorities  to 
make  sure  we  provide 
appropriate  advice. 

We  tailor  a 
solution  just 
for  you. 

Your  Prudential 
representative 
will  provide 
recommendations  to 
help  you  secure  your 
financial  future. 


"I  learned  ways  to  defer 
taxes  and  add  to  my 
retirement  income... 

I  wish  I  had  talked 
with  my  Prudential 
representative  sooner." 


Your  accountant  can  fill  in  your  1040.  Your  discount  broker  can  take  your  buy 
or  sell  orders.  But,  if  you're  looking  for  someone  who  will  understand  your  overall 
financial  picture — and  offer  smart  advice — it's  time  you  talked  to  a  Prudential 
professional. 


Before  we  advise  you,  we  get  to 
know  you.  When  your  financial  objectives 
are  tied  to  a  timetable — and  you  have 
considerable  assets — cookie-cutter  solutions 
just  don't  work.  That's  why  your  Prudential 
representative  will  take  the  time  to  learn 
more  about  you  and  your  objectives.  Then, 
your  representative  will  discuss  ways  to  help 
you  achieve  your  goals. 

One  solution  may  be  Prudential  life 
insurance.  If  your  goal  is  to  improve  your 
estate  plans,  your  representative  will  show  you 
how  a  Prudential  policy  can  help  provide  for 
estate  tax  bills.  Although  the  primary  reason  to 
purchase  life  insurance  is  for  the  death  benefit,  a 
Prudential  policy  lets  you  build  tax-deferred  cash 
values.  You  can  access  these  cash  values  thr  ough 
loans  or  withdrawals  to  help  supplement  your 
retirement  income  or  pay  for  college  tuition.* 


Answers  for  a  lifetime  of  needs. 

Once  your  representative  understands  your 
needs  and  tolerance  for  risk,  it's  easier  to 
suggest  solutions  that  make  sense  for  you. 
You'll  have  access  to  Prudential's  full  range 
of  mutual  funds  and  variable  annuities  to 
help  you  reach  your  goals.** 

Call  for  more  information  or  to 
contact  a  Prudential  professional. 

If  you  aren't  getting  the  kind  of  advice — or 
products — you  need,  call  us  today.  We'll  help 
put  you  in  touch  with  a  local  Prudential 
professional. 

1  -800-THE-ROCK 

extension  3162 
www.prudential.com 

(S|  Prudential 


Life  insurance  policy  cash  values  are  accessed  through  withdrawals  and  policy  loans.  Loons  are  at  interest.  Unpaid  loans  and  withdrawals  cause  a  reduction  in  cash  values  and  death  benefits, 
general,  loans  are  not  taxable,  but  withdrawals  are  taxable  to  the  extent  they  exceed  basis  in  the  contract.  Loons  outstanding  at  policy  lapse  or  surrender  prior  to  the  death  of  the  insured  will 
use  immediate  taxation  to  the  extent  of  gain  in  the  contract.  For  policies  which  are  Modified  Endowment  Contracts,  distributions  including  loans  and  withdrawals  ore  taxable  to  the  extent  of 
:ome  in  the  contract,  and  an  additional  10%  federal  income  tax  penalty  may  apply.  ** Variable  life,  variable  annuities  and  mutual  funds  are  distributed  through  Pruco  Securities  Corporation  or 
jdential  Investment  Management  Services  LLC,  subsidiaries  of  The  Prudential  Insurance  Company  of  America,  all  located  at  751  Broad  St.,  Newark,  NJ  07102-3777.  Since  neither  Prudential 
r  its  representatives  can  give  legal  or  accounting  advice,  you  should  consult  with  your  own  tax  advisor  in  regard  to  your  particular  situation.  Like  most  insurance  policies,  Prudential  policies 
itain  exclusions,  limitations,  reductions  of  benefits  and  terms  for  keeping  them  in  force.  Your  Prudential  agent  can  provide  you  with  costs  and  complete  details 
i-1999031 6-A038994 


Your  business  is  on  the  brink  of 
Y2K  uncertainty.  The  biggest  danger? 
Lost  data,  lost  productivity,  Lost  profits. 

Now's  the  time  to  set  up  a  Y2K  safety  net 
by  taking  the  following  steps. 

w   Plan  to  back  up  all  data,  including 
system  software.  0  Make  sure  your  backup 
system  is  Y2K-compliant  (or  it  may  fail). 
0   Visit  HP's  Y2K-dedicated  Web  site  at 
www.hp.com/year2000,  where  you  can 
find  tools  that  may  help  you  assess  your 
Y2K  readiness,  w  To  buy,  upgrade  or 
replace  your  backup  solution,  turn  to  HF 
a  leader  in  DAT,  DLT,  and  Travan  tape  backu 
solutions.  Call  toll-free  1-877-462-8947.' 
Or  go  to  www.bstore.hp.com. 

Y2K  is  inevitable.  Lost  data  is  not  The  tir 
to  back  up  is  now! 


In  Canada,  phone  1-800-387-3867. 
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ntertainment 


COMMENTARY 

By  Steven  V.  Brull 


ARE  MUSIC  COMPANIES  BLINDED  BY  FRIGHT? 


Iavid  Bowie  had  lots  of  company 
when  he  entered  a  New  York 
studio  on  May  24.  Fans  around 
le  world  watched  and  listened  over 
le  Internet  as  the  rock  star  record- 
1  a  new  song,  What's  Really  Hap- 
vtving.  It's  an  apt  title,  for  the  Net 
ves  musicians  a  way  to  reach  fans 
rectly,  bypassing  the  major  record 
mpanies'  lock  on  distribution. 
Events  such  as  Bowie's  and  the 
ildftre  growth  of  pirated  music  be- 
g  distributed  online,  have  record 
mpanies  running  scared  to  sell  mu- 
in  a  secure  fashion  over  the  Net 
Christmas.  There's  just  one  prob- 
3ft:  The  industry  is  pushing  a  back- 
ird-looking  scheme  that  limits  the 
lys  consumers  can  use  downloaded 
isic,  potentially  stunting  the  new 
5dium's  development.  By  promoting 
ilan  that  runs  counter  to  the  Net's 
en  nature,  the  proposal  could  back- 
e  and  record  companies  could  wind 
losing  more  time  to  rivals. 
thersome  RULE.  Instead,  record 
npanies  should  focus  on  under- 
mding  the  Net  better  and  on  har- 
ssing  its  potential.  For  starters, 
s  rigid  inles  would  help  propel  the 
:ord  companies  into  the  online  mu- 
business.  And  to  squeeze  the 
>st  out  of  the  Web,  the  industry 
uld  be  wise  to  develop  new  elec- 
>nic  revenue  streams — such  as 


charging  for  events  like  Bowie's  cy- 
bercast  or  making  catalogs  of  old 
music  that  might  not  have  had 
enough  demand  in  the  past  to  war- 
rant distribution  through  stores. 

The  industry's  plan  is  called  the  Se- 
cure Digital  Music  Initiative  (sdmi). 
It's  a  complex  scheme  that  envisions 
phasing  in  a  sprawling  system  to 
monitor  distribution  online.  The  Big 
Five  record  companies  (Universal 
Music,  bmg  Music,  Sony  Entertain- 
ment, EMI  Group,  and  Warner  Music 
Group),  with  about  80%  of  the  $38.7 
billion  global  industry,  back  the  sdmi. 
Although  details  won't  be  finalized  un- 
til June  30  and  the  system  won't  be 
fully  in  place  until  next  year,  its 
framework  is  beginning  to  take  shape. 


The  industry  is 
pushing  a  scheme 
that  limits  the  ways 
consumers  can  use 
downloaded  music 


At  its  heart  is  a  bothersome  re- 
quirement that  listeners  who  try  to 
copy  a  music  file  must  first  get  per- 
mission. Making  a  personal  copy  may 
be  no  more  complicated  than  now. 
But  when  trying  to  send  music  over 
the  Web,  the  software  used  will 
probably  require  an  authorization 
from  a  clearinghouse  of  central  serv- 
er computers  run  either  by  record  la- 
bels or  by  tech  companies  such  as 
IBM.  A  fan  who  gets  permission  to 
download  one  song,  for  instance,  may 
not  be  able  to  send  it  from  one  home 
computer  to  another,  even  though 
taping  for  personal  use  is  legal  in  the 
U.  S.  What's  more,  a  song  stored  on 
a  floppy  disk  may  not  be  playable  on 
any  other  device  except  the  one  on 
which  it  was  originally  recorded. 

That's  likely  to  chafe  "the  average 
American,  and  more  so  the  average 
Asian,  who  thinks  it's  a  God-given 
right  to  copy  something,"  says 
Richard  Doherty,  director  of  research 
at  the  Envisioneering  Group,  a  test- 


rtainment 


Among  search  words  on  the  Net,  MP3-  G^l 
a  format  for  music  files-now  tops  "sex" 


ing-and-research  firm  in  Seaford, 
N.  Y.  Leonardo  Chiariglione,  execu- 
tive director  of  the  SDMI,  concedes 
the  system  will  limit  consumers'  op- 
tions, but  he  says  they  won't  lose  any 
rights.  He  insists  that  by  controlling 
digital  recording,  the  industry  is  try- 
ing to  keep  a  lid  on  piracy. 

The  fear  of  rampant  piracy  is  justi- 
fiable, but  record  companies  are 
wrong  if  they  think  they  can  dictate 
the  way  consumers  use  music.  Al- 
though the  practice  of  digitally  dis- 
tributing music  is  new,  it's  already 
second  nature  for  the  younger  gener- 
ation of  listeners.  Around  the  countiy, 
college  students  are  filling  then1  PC 
hard  drives  with  songs  plucked  off 
the  Net  for  free. 
Most  of  the  music  is 
pirated  and  stored  as 
an  MP3  file,  a  seven- 
year-old  digital  audio 
compression  format 
with  near-(;D  quality. 
Tens  of  millions  of 
people  use  MP:-i  play- 
ers, and  MP3  has  re- 
placed "sex"  as  the 
term  that  is  most 
commonly  searched 
on  the  Internet,  ac- 


lost  the  distribution  market  for 
videos  to  the  Blockbusters  of  the 
world,  they're  losing  the  chance  to 
control  the  online  music  space.  This 
year,  major  Internet  portals  such  as 
Yahoo!  Inc.  and  America  Online  Inc., 
the  largest  online  service,  have  made 
massive  investments  to  acquire  com- 
panies that  specialize  in  music  and 
audio  on  the  Web.  This  will  spread 
music  technology  to  millions  of  new 
customers  and  position  the  portals  as 
major  music  distributors.  Music  in- 
dustry veterans  are  getting  into  the 
act,  too.  Former  Capital  Records  co- 
President  Gary  Gersh,  former  MCA 
Music  and  cbs  Records  boss  Al 
Teller,  and  superagent  Michael  Ovitz, 

CYBER  MUSIC  WARS 


II  Group  and 


cording  to  search- 
temis.com,  a  Web 
site  that  ranks 
search  words. 
RAMPANT  PIRACY.  But 
through  the  sum  I,  the 
industry  is  seeking 
naively  to  extend  its  distribution  dom- 
inance into  the  Internet.  The  Net  is  a 
small  but  growing  part  of  a  piracy 
problem  that  last  year  cost  about  $10 
billion  worldwide  in  lost  sales,  says 
the  International  Federation  of  the 
Phonographic  Industry.  The  SDMI 
scheme  will  do  little  to  thwart  the 
pros  who  do  the  biggest  damage,  and 
it  will  inconvenience  millions  of  music 
fans,  most  of  whom  are  honest.  "It's 
not  about  piracy  but  about  inserting  a 
licensing  model  into  the  digital  music- 
industry  while  it's  very  young  and 
shapeable,"  says  one  executive  of  an 
independent  online  label. 

By  being  defensive,  the  major 
record  companies  have  already  ceded 
first-mover  advantage  to  a  host  of 
Net  upstarts.  Just  as  the  film  studios 


►  TRADITIONAL  LABELS:  The  Big  Five,  including  E 
Warner  Music  Group,  are  gearing  up  to  deliver  music  online 
securely  later  this  year  using  a  scheme  called  the  Secure  Digital 
Music  Initiative,  or  SDMI.  This  will  allow  digital  copying,  but  only 
as  the  labels  authorize. 

►  PORTALS  AND  E-COMMERCE  SITES:  Yahoo!,  America  Online, 
and  Amazon.com  vie  to  be  music  distribution  hubs.  Yahool's  bid 
for  broadcaster  Broadcast.com  and  AOL's  $400  million  purchase  of 
Net  radio  Spinner.com  and  music-software  maker  Nullsoft  follow 
the  acquisition  route,  while  Amazon  began  offering  digital  music 
downloads  in  June. 


►  CYBERLABELS:  Industry  vets  such  as  former  Capital  Records 
Chief  Gary  Gersh  and  Hollywood  agent  Michael  Ovitz  are  launching 
virtual  record  companies  that  harness  the  Web's  ability  to  distrib- 
ute and  market  music  globally  at  low  cost. 


have  announced  separate  deals  to 
start  online  music  companies.  "This 
is  almost  like  the  beginning  of  a  new 
record  business,"  says  Gersh. 

Indeed,  the  heavy-handed  ap- 
proach of  the  sdmi  has  little  chance 
of  reversing  that  and  extending  the 
distribution  clout  of  old  record  com- 
panies into  cyberspace.  In  the  past, 
complex  schemes  for  monitoring  con- 
sumer transactions  have  collapsed 
under  their  own  bureaucratic  weight. 
Take  the  Secure  Electronic  Transac- 
tion standard,  announced  in  Febioi- 
ary,  1996,  and  finally  published  in 
May,  1997.  Designed  by  Visa,  Mi- 
crosoft, MasterCard,  and  a  host  of 
other  companies  to  be  a  bulletproof 
system  of  handling  credit-card  trans- 
actions, the  encryption  system 


proved  complicated  and  took  longer 
than  expected  to  develop.  In  its  ab- 
sence, Secure  Sockets  Layer,  an  ex- 
isting technology  that  was  considered 
less  secure,  has  taken  hold. 
"TRAMPLED."  The  sdmi  may  face  a 
similar  fate.  The  Big  Five  have  lost 
control  over  much  of  their  catalog — 
the  billions  of  CDs  already  released 
that  aren't  protected.  Using  MP3, 
those  CDs  can  be  copied  without  re- 
striction. Coupled  with  smait  record 
ing  devices  that  store  thousands  of 
hours  of  music,  fans  will  have  giant 
libraries  at  their  fingertips  "The  sdm 
will  be  trampled  by  technology  be- 
fore the  year  is  out,"  says  Doherty. 
For  sure,  the  Internet  will  push 
piracy  to  new  levels 
But  the  way  to  com- 
bat it  is  to  attack  th 
motivation.  Part  of 
the  answer  is  lower 
prices  that  reflect 
savings  in  the  cost 
marketing  music  on 
line.  Digitally  down 
loaded  music  re- 
quires no  pressing 
plants  and  no  costs 
for  shipping  and 
storing  physical  CDs 
Film  studios  wen 
wrong  to  fear  video 
cassettes,  which  no 
make  up  more  than 
half  of  film  industry 
revenues.  Similarly, 
the  record  industry 
foolish  to  focus  more  on  the  risks  t 
the  opportunities  of  the  Web.  The 
jors  are  challenged  to  focus  more  on 
marketing,  offering  music  of  differei 
stripes  for  free  or  by  subscription, 
with  additional  revenues  drawn  fro 
advertising  or  merchandising. 

David  Bowie's  fans  already  kno- 
this.  More  than  10,000  have  paid  to 
subscribe  to  his  online  community, 
gaining  access  to  every  record  and 
video  he  has  ever  made  and  gettin 
a  chance  to  contribute  lyrics  for  hi: 
next  album.  Rather  than  trying  to 
extend  the  life  of  an  antiquated  b 
ness  model,  record  company  execs 
should  learn  the  dance  of  a  new  on 

Brail  covers  technology  in  Los 
Angeles. 


Challenge  The  Limits.  Samsung's  advanced  technology  products  provide  strong,  flexible  solutions  to  hel| 
you  give  your  best  performance.  To  create.  To  dream.  To  excel.  Samsung's  digital  wireless  terminal 
with  voice-activated  dialing.  Making  connections  just  got  easier.  Just  say  the  word,  and  the  phone  dial 
the  number.  For  the  digital  generation.  Call  1  800  Samsung  or  visit  us  at  www.samsungdigital.cor 


Challenge  the  Limits. 


Marketing 


COSMETICS 


THE  BEAUTY  OF  GL0B1 

French  giant  L'Oreal  succeeds  by  selling  cultural  cachtta 


■  t'sa  sunny  afternoon  outside  Park- 
I  son's  department  store  in  Shang- 
I  hai,  and  a  marketing  battle  is  rag- 
I  ing  for  the  attention  of  Chinese 
I  women.  Tall,  pouty  models  in  beige 
skirts  and  sheer  tops  pass  out  flyers 
promoting  Revlon's  new  spring  colors. 
But  their  effort  is  drowned  out  by 
L'Oreal's  eye-catcliing  show  for  its  May- 
belline  brand. 

To  a  pulsing  rhythm,  two  gangly 
models  in  shimmering  lycra  tops  dance 
on  a  podium  before  a  large  backdrop 
depicting  the  New  York  City  skyline. 
The  music  stops,  and  a  makeup  artist 
transforms  a  model's  face  while  a  Chi- 
nese saleswoman  delivers  the  punch 
line.  "This  brand  comes  from  $|| 
America.  It's  very  trendy,"  she 
shouts  into  her  microphone.  "If 
you  want  to  be  fashionable,  just 
clmose  Maybelline." 

Few  of  the  women  in  the  ad- 
miring crowd  realize  that  the 
trendy  "New  York"  Maybelline 
brand  belongs  to  French  cosmetics 
giant  L'Oreal.  In  the  battle  for 
global  beauty  markets,  $12.4  bil- 
lion L'Oreal  has  developed  a  win- 
ning formula:  a  growing  portfolio 
of  international  brands  that  have 
transformed  the  French  company 
into  the  U.  N.  of  beauty.  Blink  an 
eye  and  L'Oreal  has  just  sold  85 
products  around  the  world,  from 
Redken  hair  care  and  Ralph  Lau- 
ren perfumes  to  Helena  Rubin- 
stein cosmetics. 

STREET  SMARTS.  Thanks  to  this 
strategy,  masterminded  by  L'Oreal 
Chief  Executive  Lindsay  Owen- 
•dmes,  the  French  company  has 
not  only  enjoyed  a  decade  of  dou- 
ble-digit growth  but  has  pioneered 
new  ground  rules  for  staying  on 
top  in  a  fiercely  competitive 
industry.  L'Oreal's  profits  rose  I2r'< 
in  1998,  to  $767.7  million,  while 
its  stock  has  soared  900%  in  the 
'90s. 

L'Oreal's  success  is  proof  that 
when  done  right,  global  branding 
■nn  speed  growth  in  mature  con- 

70  BUSINESS  WEEK  /  JUNE  28.  1999 


MASTERMIND:  CEO  Owen- Jones 
has  overseen  a  decade  of  double- 
digit  growth 


\ 


»  3 


sumer-products  companies  even 
when  global  markets  themselves 
are  shaky.  Asia's  economy  is  a 
mess,  Latin  America  is  tottery. 
Other  worldwide  marketers,  such 
as  Procter  &  Gamble  Co.,  are  suf- 
fering partly  as  a  result.  But 
L'Oreal  is  surging  ahead  in  mar- 
kets stretching  from  China  to  Mex- 
ico. Its  secret:  conveying  the  al- 
lure of  different  cultures  through 
its  many  products.  Whether  it's 
selling  Italian  elegance,  New  York 
street  smarts,  or  French  beauty 
^through  its  brands,  L'Oreal  is 
K|hing  out  to  a  vast  range  of 


people  across  incomes  and  cultures 
sets  L'Oreal  apart  from  marketers 
as  Coca-Cola  Co.,  which  can  focui 
brand  to  sell  globally. 

L'Oreal's  strategy  positions  it  to 
it  even  further  when  the  middle 
begins  to  grow  again  in  emerging 
kets.  Says  Veronique  Adam,  analj 
J.  P.  Morgan  Securities  Inc.  in  1 
"L'Oreal  is  the  only  real  global  lea< 
every  segment  of  the  industry.'1 

For  Owen-Jones,  the  trick  w 
staying  ahead  as  his  rivals  seek  t( 
the  global  branding  game.  From 
p&G  to  niche  players  such  as  Los 
les-based    cosmetics  maker 


lANDING 

as  cosmetics 


L'Oreal's  competitors  are  hustling  to 
catch  up.  "We  want  to  become  more  of 
a  global  company  like  L'Oreal,"  says 
Yoshikuni  Miyakawa,  a  general  manager 
of  the  cosmetics  marketing  division  of 
Shiseido  Co.,  Japan's  No.  1  cosmetics 
company.  Already,  Shiseido  is  tough 
competition  at  home  and  around  the 
world.  In  Japan,  the  French  company  is 
No.  10  in  the  department  store  market, 
trailing  rivals  such  as  Clin- 
ique  and  Estee  Lauder. 

As  Owen-Jones  races  to 
expand  international  sales  of 
his  products,  he  must  be 
careful  that  his  brands  don't 
blur  together  for  consumers. 
Yet  another  threat  may 
come  from  the  electron- 
ic       world.  An 
Amazon.com    of  the 
beauty  business  could 
shake  up  the  industry 
in  unexpected  ways. 

Owen-Jones  knows 
the  risks — he's  always 
asking  himself  what  ag- 
gressive marketer,  what 
hot  fragrance  could  steal  share  from 
L'Oreal.  Notes  the  53-year-old  ceo, 
glancing  at  shelves  in  his  Pans  office 
lined  with  L'Oreal's  latest  products:  "I'm 
never  satisfied  and  never  convinced  we 
are  winning.  I  try  to  convince  my  peo- 
ple we  might  not  be." 

That  healthy  doubt  is  just  of  the 
ways  L'Oreal's  chief  has  kept  his  com- 


L'OREAL'S  MAKEOVER 

GLOBAL  EXPANSION  ...WHILE  COST  CONTROLS  BOOSTED 


Owen- Jones  wants 
his  products  to 
embody  their 
country  of  origin 


PUMPED  UP  VOLUME. 


THE  BOTTOM  LINE 
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▲  MILLIONS  OF  DOLLARS 

DATA:  COMPANY  REPORTS,  MORGAN  STANLEY  OEAN  WITTER 
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pany  on  top.  Known  by  his  rivals  as  a 
marketing  whiz,  he  loves  to  prowl  the 
aisles  of  department  stores,  quizzing 
customers  and  salespeople  alike  on 
every  aspect  of  the  beauty  business.  On 
his  latest  visit  to  China,  he  stopped  two 
women  on  the  street  and  asked  whether 
they  used  L'Oreal  products  to  color  their 
hair.  When  the  women  said  they  had 
their  hair  done  in  a  salon,  Owen-Jones 
escorted  them  to  the  nearest  store  sell- 
ing L'Oreal  and  offered  them  hair  color 
kits  for  free. 

The  knowledge  he  gains  in  the 
streets  helps  him  keep  his  executives 
sharp.  Owen-Jones  is  known  for  raking 
his  managers  over  the  coals  in  meet- 
ings. "He  tries  to  destabilize  you  to  see 
if  you  are  capable  of  defending  your 
ideas,"  says  one  senior  exec. 
"HYPHEN"  EXEC.  At  the  same  time, 
Owen-Jones — known  simply  as  "O-J" — 
has  used  his  own  multicultural  back- 
ground to  the  company's  ad- 
vantage. Owen-Jones  was 
born  in  Wales,  studied  at  Ox- 
ford and  Paris,  married  an 
Italian,  and  has  a  French- 
born  daughter.  He  has  spent 
half  his  professional  career 
outside  France  and  all 
of  it  outside  Britain. 
"I've  tried  to  be  a  hy- 
phen between  France 
and  English-speaking 
countries,"  says  Owen- 
Jones,  who  speaks  four 
languages.  "We  have 
made  a  conscious  effort 
to  diversify  the  cultural 
origins  of  our  brands." 
That  philosophy  has  proved  key  to 
L'Oreal's  success.  While  many  compa- 
nies seek  to  homogenize  their  brands 
to  make  them  palatable  in  myriad  cul- 
tures, Owen-Jones  has  taken  L'Oreal's 
products  in  the  opposite  direction.  He 
wants  them  to  embody  their  country  of 
origin,  turning  what  many  marketing 
giuns  consider  a  narrowing  factor  into  a 
marketing  virtue. 

L'Oreal's  work  with  Maybelline  is  a 
prime  example.  In  1996,  L'Oreal  ac- 
quired Maybelline  for  $758  million  and 
began  a  makeover  of  the  brand.  The 
key:  figuratively  stamping  "urban  Amer- 
ican chic"  all  over  Maybelline  products 
to  promote  their  American  origins.  In 
1997,  for  example,  Maybelline  rolled  out 
a  radical  new  makeup  line  that  was 
heavy  on  risky  colors  such  as  yellow 
and  green,  dubbing  it  Miami  Chill.  And 
when  the  company's  marketers  found 
that  the  moderately  successful  Great 
Finish  nail  enamel  dried  in  one  minute, 
they  changed  the  name  to  Express  Fin- 


On  April  1,  1999,  something 
HAPPENED 

and  25,644  people  became  completely 
OBSESSED. 


{PERPETUAL   THINKING  PROCESS} 

INFINEON  CYCLE 


Siemens  Microelectronics 
becomes  Infineon  Technologies. 


An  entrepreneurial 
spirit  is  born. 


A  new  energy  is  set  free. 


The  quest  to  find  solutions 
becomes  an  obsession. 


Coffee  sales  quadruple 
around  the  world. 


Most  people  experience  cubicle 
creativity:  The  size  of  their  ideas 
is  directly  proportional  to  the 
space  in  which  they  have  to 
think.  If  you  want  people  to  be 
creative,  you  have  to  put  them  in 
an  environment  that  lets  their 
imagination  soar.  We  gave  our 
people  a  new  space  in  which  to 
work.  One  with  no  walls.  No 
barriers.  It's  called  the  world.  And 
in  our  world  of  microelectronics, 
anything  is  possible. 


Visit  us  @  www.infineon.com 


thinking. 


TRENDY  TARGET  :  The  Helena  Rubinstein  spa  in  Manhattan  is  aimed  at  young  women  with  fashion-forward  tastes 


ish — and  sold  it  as  a  product  used  by 
urban  women  on  the  go. 

The  makeover  was  a  hit.  May- 
belline's  share  of  the  nail-enamel  mar- 
ket in  the  U.  S.  zoomed  from  3%  then 
to  15%  today.  Altogether,  over  the  past 
three  years,  Owen-Jones  has  almost 
doubled  Maybelline's  sales,  from  $320 
million  to  $600  million,  and  pushed  the 
brand  into  more  than  70  countries. 
Sales  outside  the  U.  S.  now  make  up 
50%  of  the  total. 

TWIN  HUBS.  Maybelline  is  just  the  lat- 
est example  of  the  L'Oreal  blueprint. 
The  company  has  pursued  the  same 
basic  approach  with  Ralph  Lauren  fra- 
grances and  Redken  hair  care.  "It's  a 
cross-fertilization,"  says  Guy  Peyre- 
longue,  head  of  Cosmair  Inc.,  the  U.  S. 
division  that  oversees  Maybelline. 

The  Maybelline  deal  has  prompted  a 
change  in  management,  too.  Recognizing 
that  two  beauty  cultures  are  prominent 
in  the  world — French  and  American — 
Owen-Jones  figures  L'Oreal's  empire  will 
thrive  best  by  embracing  both.  So  after 
buying  l\);iybelline,  he  decided  to  gal- 
vanize L'Oreal's  Paris  operations  by  set- 
ting up  a  second  creative  headquarters 
in  New  York,  complete  with  r&d  as  well 
as  marketing  and  advertising  teams. 
"We  set  up  a  counter-power  in  New 
York  with  people  that  have  a  totally 
different  mind-set,  background,  and  cre- 
ativity," he  says. 


That  internal  challenge  is  designed 
to  keep  the  L'Oreal  ranks  on  their  toes. 
The  pressure  is  on  to  keep  reaching 
higher  as  the  company  faces  attacks 
from  rivals  big  and  small.  "Global 
branding  is  something  we  are  all  in- 
terested in,  we  are  all  pursuing,"  says 
Revlon  ceo  George  Fellows.  Revlon 
has  had  little  in  the  way  of  worldwide 
efforts  until  of  late — and  it's  not  the 
only  cosmetics  maker  ramping  up  glob- 
ally. Germany's  Beiersdorf,  which 
owns  the  well-known  Nivea  skin  care 
and  cosmetics  brand,  is  betting  on  a 
new  anti-aging  cream  to  help  ex- 
pand even  more  in  Europe  and 


The  Germans  aren't  the  only  proh 
p&g's  Oil  of  Olay  skin  cream  is  g| 
head-to-head  with  L'Oreal  around 
globe. 

As  the  competition  intensifies,  O1 
Jones  is  likely  to  continue  to  mak 
quisitions:  It  has  purchased  five 
panies  in  six  years.  Already  hud 
established  markets  such  as  Europe 
the  U.  S.,  L'Oreal  is  venturing  into  : 
remote  territory.  Last  year,  the  co: 
ny  acquired  Soft  Sheen,  a  U.  S.  lii 
hair-care  products  aimed  at  Afr 
American  women.  Owen-Jones  int) 
eventually  to  use  it  as  a  spring! 
for  expanding  into  Africa.  Meanv 


&m  Maybelline  is  just  one  makeover.  The 
company  used  the  same  blueprint  for 
brands  such  as  Ralph  Lauren  and  Redke 


L'Oreal  has  been  expanding  rapk 
India  since  it  introduced  its  L'Ore: 
cellence  line  of  hair  color  in  1997 
first  time  a  company  dared  sell  an 
or  other  than  black. 

Most  of  all,  though,  Owen-Jot 
eager  to  improve  L'Oreal's  poor  ir 
position  in  Japan,  whose  $25.4  1 
cosmetics  market  is  second-larg 
the  world.  Owen- Jones  blames  L'C 
sorry  showing  partly  on  market 


the  U.  S.  "This  is  war,"  de- 
clares Rolf  Kunisch,  chief  executive  of 
the  Hamburg-based  company. 

Beiersdorf  has  already  stolen  a 
march  on  L'Oreal  by  beating  it  to  the 
market  with  its  Nivea  Kao  brand  of 
strips  used  to  clean  pores.  Worldwide, 
Nivea  ranks  No.  1  in  mass-market  face 
cream,  with  an  11%  share,  slightly 
ahead  of  L'Oreal's  Plenitude,  according 
to  market  researcher  ACNielsen  Corp. 
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s  ranging  from  a  protectionist  dis- 
Dion  system  to  strict  scrutiny  by 
h  authorities.  While  its  luxury 
Is  are  starting  to  gain,  the  com- 
s  problem  has  been  selling  May- 
e  to  the  mass  market.  Only  re- 
j  did  L'Oreal  acquire  marketing 
ol  of  Maybelline  from  Japan's 
a  cosmetics  company  that  owned 
ghts  prior  to  L'Oreal's  purchase. 
Teal  is  also  taking  greater  risks 
its  in-house  projects,  partly  to  be 

I The  company's 
challenge:  To 
add  brands 
le  making  sure 
t  each  keeps  its 
inct  image 

hat  each  of  its  brands  stands  out 
;s  own  image.  "That's  a  big  chal- 
for  this  company — to  add  brands, 
ep  the  differentiation,"  says  Mar- 
Iskin,  publisher  of  Market  View 
ch  reports  on  the  cosmetics 

I  most  radical  experiment  is  the 
?h  of  the  96-year-old  Helena  Ru- 
n  skin  care  and  cosmetics  brand 
ot  product  providing  "visionary 
"  for  the  21st  century.  The  tar- 
20-  to  30-year-old  women  in  ur- 
nters  such  as  New  York,  Paris, 
%  and  Tokyo  who  want  wild  col- 
d  innovative  skin-care  products. 
;  made  it  the  coolest  of  luxury 
,"  says  Owen-Jones, 
lell  the  new  Helena  Rubinstein 
'Oreal  has  opened  a  New  York 
le  first  time  the  company  has  at- 
d  to  run  a  retail  operation.  And 
rget  market  is  younger  and 
>r  than  L'Oreal's  typical  cus- 
.  It's  not  clear  how  well  the  corn- 
all  be  able  to  manage  its  ever- 
?  stable  of  upscale  beauty  brands, 
nixing  it  with  street-wise  new 
s.  But  that's  the  thrill  of  being  in 
luty  business — what's  hot  is  al- 
hanging,  and  only  the  savviest 
rs  can  keep  up  with  the  trends, 
fickle  business,  Owen-Jones  is 
%  that  his  instincts  won't  lead 
ray. 

Zail  Edmondson  in  Paris,  with 
Neuborne  in  New  York,  Amy 
Kazmin  in  Shanghai,  Emily 
m  in  Tokyo,  Karen  Nickel  An- 
Hamburg,  and  bureau  reports 


WHERE  SCIENCE  IS  MORE 
THAN  SKIN  DEEP 


Any  hint  that  the  beauty  busi- 
ness is,  well,  cosmetic,  runs 
into  staunch  rebuttles  at 
L'Oreal's  Paris  headquarters,  where 
some  2,147  scientists  outnumber  the 
company's  French  factory  workers. 
Science,  any  "L'Orealian"  will 
inform  you,  gives  the  company  an 
edge  on  the  competition.  "You  want 
a  car  to  be  beautiful,  but  you  also 
want  a  lot  of  technology  under  the 
hood,"  says  Chief  Executive  Lind- 
say Owen-Jones. 

Founded  in  1907  by  chemist  Eu- 
gene Schueller,  inventor  of  the  first 
synthetic  hair  dye,  L'Oreal  reveres 
its  research  roots.  Two  of  L'Oreal's 
four  ceos  have  been  scientists,  and 
the  company's  research  in  skin  care, 
hair  products,  and  cosmetics  yields 
an  average  300  patent  applications  a 
year.  Over  the  past  10  years,  L'Oreal 
has  pumped  $3.2  billion  into  research 
and  development — more  than  any  of 
its  cosmetics-industry  rivals.  The  re- 
search pipeline  helps  L'Oreal  update 
roughly  50%  of  its  product  line  every 
three  years,  an  advantage  in  the 
beauty  business  where  new  products 
are  a  necessity.  "The  key  issue  in 
this  industry  is  product  flow,"  says 
Susanne  Seibel,  Merrill  Lynch  &  Co. 
analyst  in  London.  "If  you  don't  have 
flow,  you  can't  grow." 

Competitors  such  as  Procter  & 
Gamble,  Beiersdorf,  and  Revlon 
keep  their  laboratories  busy,  too. 
And  most  people  agree  real  break- 
throughs are  a  rare  event.  In  most 
cases,  science  serves  the  humble  task 
of  improving  the  texture  of  a  prod- 
uct. L'Oreal's  Plenitude  Revitalift 
skin  cream,  for  example,  was  de- 
signed to  eliminate  a  greasy  feeling: 
It  uses  a  special  molecule  developed 
in  the  company's  labs. 
UNSEATING  CLAIROL.  Nonetheless, 
research  has  helped  L'Oreal  score 
more  than  one  major  coup.  In  the 
'80s  and  '90s,  it  created  richer-look- 
ing, less  harsh  hair-coloring  products 
that  enabled  L'Oreal  to  reach  No.  1 
in  the  global  market  and  rival  once- 
dominant  Clairol  in  the  U.  S.  In 
1997,  a  newly  designed  curled  brush 
allowed  L'Oreal's  Maybelline  Inc.  to 
be  the  first  major  marketer  of  mas- 
cara in  China. 


And  the  quest  for  breakthroughs 
continues.  Using  $238,000  scanning- 
laser  microscopes  to  probe  the  na- 
ture of  hair  cells,  L'Oreal  scientists 
are  searching  for  a  way  to  prevent 
hair  from  graying — and  ultimately 
to  make  hair  grow  where  there  is 
none.  "It's  reasonable  to  say  we'll 
have  products  in  10  years,"  says 
Bruno  Bertrand,  head  of  the  compa- 
ny's hair  research  labs.  The  study  of 
the  metabolism  of  hair  cells, 
Bertrand  adds,  was  launched  only 
about  a  decade  ago. 

Already,  L'Oreal's  researchers 


LAB  CULTURE:  R&D  yields  more  than 
300  patent  applications  a  year 

have  shown  that  in  some  cases,  hair 
loss  can  result  from  inflammation 
triggered  by  a  microflora  of  bacteria 
on  the  scalp.  They've  developed 
shampoos  that  eliminate  the  hair 
loss.  They've  also  cloned  skin  cells  so 
they  can  test  skin-care  and  sun-pro- 
tection products  in  the  laboratory. 
And  to  be  sure  there's  no  mistaking 
the  role  of  the  science,  L'Oreal's  sci- 
entists coach  its  marketing  aces  in 
special  courses  three  times  a  year. 
"We  aren't  isolated,  we  are  part  of 
the  chain  of  development,"  says 
Bertrand.  The  engine  under  the 
hood,  you  might  say. 

By  Gail  Edmondson  in  Paris 


ON-NET  VPN  SERVICES 


You  kepi  the  staff  at  bay.  You  kept  the  stockholders  at  bay. 

You  kept  the  press  at  bay.  The  trouble  is,  if  you  didn't  keep 

the  hackers  at  bay,  none  of  that  will  matter. 

What's  a  CEO  to  do?  Get  a  VPN,  of  course. 

But  do  you  get  the  one  based  on  the  public  Internet? 

Or  the  one  based  on  a  private  network? 

MCI  WorldCom1"  offers  something  that's  safe,  secure 

and  reliable:  on-net  VPN  services.  A  continuum  of  virtual 

private  network  services  that  will  grow  as  you  grow. 

One  that  will  work  on  anything  from  a  Frame  Relay 

to  an  ATM  network  to  the  Internet. 

But  having  a  VPN  that's  customized  to  fit  your  business 

is  one  thing.  Having  a  VPN  that's  customized  to  protect  your 

business  is  another. 

Mind  you,  we're  not  simply  talking  about  firewalls,  encryption 
and  authentication  safeguards.  That's  the  price  of  entry. 
We're  talking  about  a  far  more  dramatic  line  of  defense: 
a  single  connection.  Because  only  MCI  WorldCom  owns 
a  seamless  global  network.*  And  only  MCI  WorldCom  has  UUNET, 
one  of  the  world's  largest  Internet  networks.  Which  is  why  only 
MCi  WorldCom  has  no  middlemen  to  let  your  data  get  lost, 
stolen  or  altered. 

For  more  details  about  how  on-net  VPN  services  can  protect 

you,  contact  us  at  www.vpn-on.net. 

And  just  to  be  on  the  safe  side,  teli  no  one. 


-H  

MCI  WORLDCOM. 


NTERNET 

\NXIETY 


Dr  years,  Toys  'R'  Us  has  struggled  against  giant  dis- 
:ounters  like  Wal-Mart  and  Target.  But  this  past  holi- 
lay  season  brought  into  focus  an  even  more  formidable 
threat:  a  tiny  online  retailer  called  eToys.  The  Net 
startup's  $30  million  in  sales  last  year  equaled  that  of 
two — out  of  1,486 — Toys  'R'  Us  stores.  But  when  it 

0  ringing  up  the  online  register  at  Christmas,  eToys 
ysms.com  in  the  dust.  Even  worse,  eToys  scored  a 

1  cap  of  $7.8  billion  on  its 
ading  day,  in  May,  dwarf- 
p  'R'  Us's  $5.6  billion. 

visions  of  an  Ama- 
n-type  rival  emerging  in 
n  backyard,  Toys  'R'  Us 
obert  C.  Nakasone  went 
erdrive.  But  rather  than 
•ting  to  refine  his  online 
on  in-house,  he  has  set  it 
separate  unit.  Nakasone 
a  partnership  with  Silicon 
venture  capitalists  Bench- 
iapital,  funded  it  with  $80 
from  his  own  coffers,  and 
the  budding  online  busi- 

rom  Toys'  New  Jersey   

arters  to  Northern  Cali- 

"Over  time,  we  could  have  gotten  it  right,"  says 
ne.  "But  we  don't  have  the  time." 
isone  is  not  the  only  executive  with  an  urgent  desire 
onto  the  Net.  In  industry  after  industry,  Corporate 
a  is  suddenly  feeling  the  uncomfortable  gnaw  of  In- 
Anxiety — a  stomach-churning  mixture  of  envy,  re- 
nt, and  increasingly,  just  plain  fear.  "It  was  easy  for 
jp  front  to  dismiss  online  business  as  the  flavor  of  the 
ays  Frank  J.  Drazka,  managing  director  and  head  of 
}gy  investment  banking  at  PaineWebber  Inc.  "But  in 
year  there  have  been  a  lot  of  board  meetings  in 
management  was  asked,  'How  do  we  compete  against 
^vbies  on  the  block?'"  Driving  those  meetings,  says 
"The  threat  of  extinction." 


Cover  Story 


Part  in  envy,  part  in 
fear,  Corporate  America 
is  embracing  a  radically 
new  business  model 


The  phenomenon  started,  of  course,  with  those  incredi- 
ble, indefensible,  often  downright  insane  valuations  investors 
began  bestowing  on  their  "dot.com"  favorites  around  the  fall 
of  last  year.  After  all,  with  the  Goldman  Sachs  Internet  Index 
(gin)  climbing  a  phenomenal  453%  between  last  September 
and  its  early  April  high,  who  wouldn't  get  a  little  green 
watching  from  the  sidelines? 

But  what  began  as  simply  the  lust  for  a  red-hot  stock 
has  turned  into  something  far 
deeper  recently — something  even 
the  34%  nosedive  of  Net  stocks 
over  the  past  two  months  has 
done  little  to  dispel.  More  galling 
than  Internet  stock  prices  is  the 
way  Net  companies  are  allowed 
to  operate.  In  the  Net's  through- 
the-looking-glass  world,  earnings 
hardly  seem  to  matter,  investors 
have  been  happy  to  hand  over 
buckets  of  money  to  speed  de- 
velopment, and  the  lucky  devils 
running  Net  businesses  are  get- 
ting filthy  rich  besides.  Mean- 
while, even  at  their  current  lev- 

  els,  Net  stocks  have  proved  to 

be  powerful  currency  that  gives 
Internet  companies  a  huge  advantage  when  it  comes  to  mak- 
ing acquisitions  or  hiring  the  best  talent. 
"WAMPUM."  At  a  fundamental  level,  there's  a  clash  of  business 
models  under  way,  and  the  new  model  springing  up  among 
Net  companies  bears  little  resemblance  to  the  old  rules  by 
which  most  managers  have  learned  to  play  the  game.  To 
the  dumbstruck  executives  at  conventional  companies — who 
have  spent  their  careers  forced  into  slavish  obeisance  to 
Wall  Street's  incessant  demands  for  a  penny  or  two  more  in 
earnings  per  share — it's  all  a  bit  much. 

A  prime  example?  Look  no  further  than  the  adventures  of 
Margaret  C.  Whitman,  who  went  from  being  a  senior-  manager 
at  Hasbro  Inc.  to  a  billionaire  Internet  exec  in  just  14  months 
after  joining  online  swap  meet  eBay  Inc.  With  a  net  worth  on 


THE  RULES  HAVE 
CHANGED 

As  the  old, 
20th-century  way 
of  doing  business 
is  replaced  by 
huge  new 
efficiencies, 
companies 
suddenly  realize 
they  must  be 
Net-sawy 
to  survive 


paper  of  $1.1  billion,  Whitman  now  boasts  personal  wealth  al- 
most twice  the  size  of  the  $503  million  family  stockholdings  of 
her  former  boss,  Hasbro  Chairman  Alan  G.  Hassenfeld.  It  took 
the  Hassenfelds  75  years  to  build  a  business  with  a  $5.7  billion 
market  cap.  After  nine  months  as  a  public  company,  eBay  is 
worth  more  than  three  times  that.  "That  drives  Alan  crazy," 
says  Gary  Jacobson,  a  onetime  top-ranked  toy  analyst  who — 
surprise! — spent  several  months  recently  trying  to  launch  his 
own  Net  startup.  "A  lot  of  people  are  seeing  things  like  this 
and  saying,  'I  want  my  shot.' " 

Hassenfeld  declined  to  speak  to  business  week,  saying 
through  a  spokesperson  that  he  doesn't  recall  commenting  on 
Whitman's  wealth.  But  listen  to  the  comments  of  other  blue- 
chip  (  Eos  and  a  certain  note  of  surprise  comes  through.  No 
slouch  himself  when  it  comes  to  pumping  up  his  stock 

price,  General  Electric 
Chairman  John  F. 
Welch  jokingly  derides 
lofty  Net  stocks  as 
"wampum,"  while  rwvi  Chairman  Louis  V.  Gerstner  Jr.  scoffs 
at  the  new  Net  companies  as  "fireflies  before  the  storm" — 
they  shine  now,  but  will  eventually  dim  out. 

Mock  the  phenomenon  as  they  may,  however,  these  two  are 
far  too  smart  not  to  recognize  that  something  more  important 
than  soaring  stock  prices  is  going  on.  Simply  put,  there's  a 
revolution  under  way,  and  mastering  the  Net  has  moved 
front  and  center  on  Corporate  America's  agenda.  The  Inter- 
net model,  with  fewer  hard  assets,  a  direct  pipeline  to  cus- 
tomers, and  freedom  from  the  hierarchical  management  struc- 
ture of  most  of  Corporate  America,  offers  a  new  level  of 
speed  and  operational  efficiency  for  those  who  master  it — and 
huge  dislocations  for  those  who  don't.  "I  don't  think  there's 
been  anything  more  important  or  more  widespread  in  all 
my  years  at  ge,"  says  Welch.  "Where  does  the  Internet  rank 
in  priority?  It's  No.  1,  2,  3,  and  4."  By  yearend,  every  one  of 
GE's  200  odd  businesses  will  be  able  to  do  E-commerce  trans- 
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actions.  Eventually,  billing,  quality  monitoring,  and  < 
things  now  done  on  paper  will  move  onto  the  Net. 

Certainly,  established  companies  can  bring  conside 
strengths  of  their  own  to  the  online  battle.  Strong  br 
customer-service  expertise,  and  management  depth  will 
And  with  their  positive  cash  flow  and  borrowing  power  |^ 
could  find  that  the  financing  advantage  swings  in  their 
if  the  market  for  Net  stocks  continues  to  weaken. 
But  for  the  time  being,  it's  the  Net  business  model 


•VERSI 

ascendant — and  throughout  Corporate  America,  executivi  I  IT'S  i 

for  the  1 


sr.  i 
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suddenly  waking  to  the  realization  that  those  who 
move  fast  to  get  in  on  the  game  risk  having  their  lunc 
en  by  tiny  rivals  who  may  have  barely  existed  just 
years  ago.  In  industry  after  industry,  fledgling  Net  com] 
have  transformed  the  way  business  is  done  and  sna 
market  share  from  their  much  bigger,  established  rival 
tailing  and  financial  services  got  whacked  first.  Now 
entertainment,  telecommunications,  and  health-care  com' 
are  feeling  the  heat. 

DAY  OF  RECKONING.  Old-line  industries  such  as  auto 
and  utilities  could  be  next,  warns  market  researchei 
rester  Research  Inc.,  which  believes  that  brokers  in  th< 
dustries — either  independent  or  owned  by  the  estab 
players — will  set  up  more  efficient  online  sites  for  re 
customers.  "Americans  perfected  a  business  model  th 
came  the  most  important  in  the  world,"  says  Lawrei 
Bossidy,  CEO  of  industrial-products  giant  AlliedSign; 
"But  it's  obsolete  now  because  it  requires  too  much  w 
capital.  The  Internet  allows  you  to  be  far  more  virtu? 
customers  and  suppliers.  If  I  don't  embrace  the  Net, 
reduce  those  investments." 

Or  you  could  be  cut  out  altogether — disintermediated. 
temet  parlance.  That's  what  spooked  John  Steffens,  vice 
man  at  broker  Merrill  Lynch  &  Co.  He  held  out  for  mont 
guing  that  Merrill's  superior  service  and  market  savvy 
allow  the  world's  largest  brokerage  firm  to  trump  naso 
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ivals  (page  93).  But  then  the  unthinkable  happened:  Mer- 
gan  to  lose  business  to  Charles  Schwab  and  E*Trade.  In 
irupt  about-face,  Meirill  announced  on  June  1  that  it 
rash  to  build  an  online  brokerage  service  in  six  months, 
the  titan  of  broker-generated  sales  conceding  the  online 
,,  any  company  that  relies  on  a  traditional  sales  force  will 
iave  to  do  some  soul-searching. 

ewhere,  too,  the  past  few  months  have  seen  a  dizzying 
of  announcements  and  deals  as  other  mainstream  cor- 
•  giants  have  raced  to  solidify  then-  Web  strategy.  Faced 
the  potentially  catastrophic  threat  of  digitized  music 
Die  over  the  Web,  BMG  and  Universal  have  created  online 
ler  getmusic.com.  In  the  media  and  entertainment  world, 
ns,  nearly  everyone  from  Walt  Disney  to  nbc  to  tci  is 
)ling  to  create  separate  Web  stocks  in  a  mad  rash  to  get 
Internet  currency.  Even  before  Merrill's  announcement, 
brokerages  had  been  hustling  to  prepare  for  the  Inter- 
onaldson,  Lufkin  &  Jenrette  Inc.,  for  example,  floated  a 
lg  stock  (page  98)  tied  to  its  online  efforts, 
se  who  don't  attempt  to  navigate  the  Internet  may  be 
the  biggest  risk  of  all.  Almost  overnight,  the  Net  has 
e  a  huge  part  oc  the  economy.  A  recent  study  by  the 
-  for  Research  on  Electronic  Commerce  at  the  Univer- 
?  Texas,  commissioned  by  Cisco  Systems  Inc.,  found 
he  Internet  economy  grew  at  an  astonishing  annual 
rate  from  1995  through  1998.  At  $300  billion  today,  that 
sectors  like  telecommunications  and  autos. 
AND  HUNGRY.  Anyone  who  doubts  the  vibrancy  of  this 
orld  need  only  follow  the  money.  Net-based  ipos  and 
are  restructuring  the  corporate  landscape.  Through 

0,  66  Internet  companies  went  public,  up  from  40  in  all 

1,  according  to  Securities  Data  Corp.  So  far  this  year, 
i  raised  $5.5  billion— fully  25%  of  the  $21.9  billion 
by  U.  S.  public  offerings,  compared  with  6%  of  the  to- 


tal raised  by  all  ipos  last  year.  And  though  the  ipo  parade 
could  slow  if  the  Internet  stocks  don't  regain  their  footing,  it 
is  worth  remembering  that  Net-stock  valuations  remain 
stratospheric  compared  with  the  blue  chips.  The  gin's  average 
p-e  is  a  breathtaking  674,  dwarfing  the  34  averaged  by  the 
companies  in  the  s&P  500  index.  Moreover,  armed  with  their 
high-priced  stocks,  Internet  highfliers  continue  to  be  aggres- 
sive acquirers.  In  the  first  five  months  of  1999,  Internet  out- 
fits have  snatched  up  companies  worth  $48  billion,  according 
to  Securities  Data,  up  from  $28  billion  in  all  of  1998. 

Until  now,  many  of  those  deals  have  involved  Net  compa- 
nies buying  up  other  Net  companies  in  a  dash  to  capture  mar- 
ket share.  But  the  disparity  of  valuations  between  pumped-up 
Net  stocks  and  their  real-world  brethren  has  allowed  Net 
businesses  to  begin  buying  up  rivals  with  real-world  assets — 
making  the  Net  companies  a  threat  to  more  established  play- 
ers. Take  Yellow  Page  ad  agency  tmp  Worldwide  Inc.,  which 
garnered  a  Net-like  stock  valuation  by  relentlessly  promoting 
its  online  job-search  site,  monster.com.  That  helped  its  stock 
rise  from  $15.50  to  a  high  of  $93.  Though  the  stock  has  since 
dropped  to  $56,  tmp  has  used  that  cuirency  to  consolidate  a 
foray  into  the  head-hunting  business  by  snapping  up  LAI 
Worldwide  Inc.  From  out  of  nowhere,  it's  suddenly  breathing 
down  the  neck  of  established  rivals  such  as  Heidrick  & 
Straggles  Inc.  and  Korn/Ferry  International  Inc. 

Stories  like  that  have  awakened  many  executives  at  old-line 
companies  to  the  need  to  develop  a  little  Net  cuirency  of 
then-  own.  "If  we  have  a  cuirency,  we  can  be  consolidators  in- 
stead of  the  consolidatee,"  says  Fredric  G.  Reynolds,  chief  fi- 
nancial officer  at  CBS  Corp. 

The  issue  of  Internet  cuirency  is  also  closely  linked  to 
one  of  the  most  intractable  problems  lurking  beneath  Internet 
Anxiety:  Will  brick-and-mortar  companies  still  be  able  to  at- 
tract good  people?  The  ability  to  hire  and  keep  top-notch  em- 


JUMPING  ON  THE  BANDWAGON 

iditional  companies  in  all  kinds  of  industries  are  furiously  mapping  out  Net  strategies 
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J  IT'S  DOING  Getting 
for  the  time,  probably  later 
'ear,  when  their  music  is 
ible  over  the  Net.  Working 
iracy  guards  and  supporting 
2  CD  seller  getmusic.com. 
L  Compete  with  smaller 
•>  already  selling  online  and 
e  that  Universal  isn't  cut 
s  the  middleman  between 
and  audience. 
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T  IT'S  DOING 
jnizing  that  not  all 
mers  will  remain  true  to 
ional  brokers  and  brokerage 
es,  it's  setting  up  online 


.  Stem  the  tide  of  cus- 
'S  moving  to  online  leaders 
as  Charles  Schwab  and 
de.  Lure  E-traders'  assets 


with  a  supermarket  of  services 
from  financial-planning  advice  to 
Visa  cards. 

■  NBC 

WHAT  IT'S  DOING  Merging  sev- 
eral of  its  Web  sites — but  not  its 
interest  in  MSNBC— with 
Xoom.com  to  create  publicly  trad- 
ed NBC  Interactive. 
GOAL  Gain  Internet  currency  to 
acquire  Net-content  companies 
and  build  a  bigger  presence 
online. 

■  QVC 

WHAT  IT'S  DOING  Expanding 
iQVC  so  television  shoppers  can 
turn  to  the  Web  for  greater  selec- 
tion and  variety. 

"  r       Support  the  TV  shopping 
business  with  Web-based  sales  and 
use  the  mass  reach  of  television  to 
steer  customers  online. 


■  ALLIEDSIGNAL 

WHAT  IT'S  DOING  Pushing  top 
executives  to  include  the  Internet 
in  their  business  plans  for  1999. 
€,U<     Dramatically  reduce  the 
amount  of  working  capital 
AlliedSignal  uses  to  manufacture 
and  distribute  its  products  by 
establishing  virtual  networks  with 
customers  and  suppliers  that  can 
cut  inventory  and  time  to  market. 

■  AMERICAN  AIRLINE  S 
SABRE  INC. 

WHAT  IT'S  DOING  Considering 
a  tracking  stock  for  its  Travelocity 
travel  reservations  Web  site. 
■■■■        Cash  in  on  the  multi- 
billion  dollar  values  accorded  the 
stocks  of  much  smaller  Net- 
based  rivals  without  risking 
Travelocity's  key  role  linking 
SABRE's  reservations  system 
with  airlines  and  travel  agents. 


MIGHTY  MITES 

New  Net-born 
rivals  are  tiny 
by  traditional 
standards,  but 
they're  rewriting 
the  rules  of 
business, 
grabbing  market 
share— even 
snatching  up 
established 
companies 


Cover  Story 


ployees,  of  course,  goes  to  the  heart  of  any  company's  ability 
to  prosper  and  grow.  But  without  the  lure  of  high-flying- 
stocks  and  big  options  gains,  traditional  companies  are  hard- 
ly playing  on  a  level  field. 

Just  ask  Disney's  Michael  D.  Eisner.  The  Internet  ambitions 
of  the  entertainment  giant  he  inns  have  been  hampered  by  a 
revolving  door  in  the  online  unit.  Executives  arrive,  earn  their 
stripes  online,  and  get  snatched  away  to  inn  their  own  show 

with  a  startup  that  can 
offer  a  big  equity 
stake.  The  latest  to 
leave:  Internet  honcho 
Jake  Winebaum,  who  gave  up  one  of  the  best  perches  in  media 
to  inn  his  own  Net  outfit  in  partnership  with  Sky  Dayton,  a  27- 
year-old  entrepreneur.  Dayton,  with  whom  Winebaum  often 
went  snowboarding,  founded  isp  giant  Earthlink  Network  Inc. 
"There's  real-world  wealth  and  Internet  wealth,"  says 
Winebaum,  who  made  a  fortune  selling  a 
group  of  magazines  to  Disney.  "I'd  like  to 
see  what  Internet  wealth  feels  like." 
JUMPING  SHIP.  Disney  isn't  the  only  com- 
pany watching  as  online  upstarts  seduce 
some  of  their  most  talented  executives.  As 
the  Web  matures,  Net  companies  are  find- 
ing they  need  new  skills,  from  logistics  and 
distribution  to  marketing.  Recruiting  isn't  a 
hard  sell  when  the  Net  seems  to  mint  a 
fresh  set  of  millionaires  with  each  [PO. 
"Comments  like  'someone's  brother  went 
over  to  work  for  Excite  as  an  assistant 
marketer  and  is  now  worth  $10  million  to 
$20  million'  and  so  on — that  noise  is  al- 
ready seeping  in,  and  we  are  nei^vous  about 
it,"  says  Alan  Kaye,  head  of  human  re- 
sources at  toymaker  Mattel  Inc. 

Still,  money  is  not  the  only  reason  talent 
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is  moving  to  the  Net.  Some  top  execs  have  looked  arour 
the  speed  with  which  the  Net  is  transforming  the  ecor 
and  have  decided  that  a  move  online  is  a  simple  matter  of 
vival.  Neil  S.  Braun  left  a  job  at  the  pinnacle  of  broadcai 
as  president  of  the  NBC  Television  Network  to  take  his  ch 
on  the  Internet.  With  $100  million  in  backing  from  Ne 
vestor  CMGi  Inc.,  Braun  is  launching  iCast  to  develop  videc 
audio  services  for  the  Web.  "The  Internet  will  be  the  gn 
medium  for  the  rest  of  my  career,"  says  Braun,  46.  "Not 
part  of  it  would  be  an  incredible  missed  opportunity." 

If  poaching  can't  be  stopped,  some  have  stepped  up  tl 
forts  to  fight  back.  Federal  Express  Corp.,  whose  expertii 
computerized  logistics  has  made  it  a  prime  hunting  grounj 
hungry  E-biz  startups,  is  hoping  a  more  balanced  worli 
vironment  will  help  it  to  keep  its  remaining  high-tech  vjf 
ers.  Unlike  the  work-around-the-clock  ethos  Silicon  \l 
demands,  FedEx  offers  flexible  schedules,  telecommir 
and  on-site  degree  programs  through  an 
university — all  at  a  leafy  campus  18 
from  its  Memphis  headquarters. 

As  tough  as  it  is  to  attract  and  ho 
to  talent,  traditional  companies  face  an  / 
bigger  challenge  when  it  comes  to  de( 
ing  capital  in  an  online  initiative.  Net-is 
rivals  have  created  a  new  model  for  <i 
business  that  rewards  them  for  pic 
every  cent  into  development — evenf 
means  losses.  Real-world  companies, 
ever,  are  still  expected  to  show  ear 
growth  quarter  after  quarter. 

For  those  tied  to  the  earnings-i 
way  of  doing  business,  there  are  angui 
choices  to  be  made  about  how  much 
vest  in  a  still-emerging  medium  with  j 
up-front  costs  and  profits  that  remain 
theoretical.  "In  getting  from  A  to  CB 
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Compaq  and  Windows  NT  Workstation. 
A  Better  Business  Solution. 


By  providing  a  desktop  solution  that's  built  around 
reliability,  speed,  and  ease  of  use,  the  Compaq 
Deskpro'",  with  Microsoft5  Windows  NT  Workstation, 
addresses  the  changing  needs  of  your  growing 
bus  iness.  Windows  NT  Workstation  has  that  familiar 
Windows  interface,  it's  completely  supported  by 
the  experts  at  Compaq,  and  it's  proven  to  work  more 
reliably  -  increasing  productivity  -  saving  you  money. 
Make  sure  you  run  Windows  NT  Workstation  on 
your  next  Compaq  Deskpro  -  and  mind  your  business, 
not  your  computers. 


www.compaq.comlproductsldesktopslnt4.html 


nghu  teierwd  Microsoft.  Wmdowv,  and  Window  HT  are  either  registered  trademark!  or  trademark!  ol  Hionofl  Corporation  in  the  United  States  and/or  other  countries  Other  product  and  company  namei  mentioned  herein 
r  respective  owners. 
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hell."  says  Avram  C.  Miller,  who  guided  Intel  Corp.'s  Internet 
investments  as  vice-president  of  business  development  before 
forming  his  own  consultancy.  "B  is  where  your  revenues  de- 
cline and  your  profits  go  down.  But  there  may  be  no  way  for 
large  companies  to  get  to  where  they  need  to  be  in  the  future 
without  going  through  this  valley  of  death." 

It's  not  just  about  shrinking  earnings — it's  also  about  hav- 
ing the  stomach  to  take  money  away  from  other  businesses 
within  the  company  that  are  actually  generating  cash.  Take 

the  case  of  Charles 
Schwab,  which  has 
been  one  of  the  most 
successful  in  its  mi- 
gration to  the  Net.  An  early  challenge  managers  of  the  fledg- 
ling unit  faced  back  in  1995  was  fighting  the  expanding  in- 
ternational unit  and  others  for  coi'porate-investment  dollars. 
"We  had  hard  decisions  to  make,"  says  Dawn  G.  Lepore, 
Schwabs  chief  information  officer  (page  88). 

Even  Wal-Mart  Stores  Inc.,  which  brought  retailing  into 
the  computer  age,  is  groping  to  find  its  way  in  the  new  en- 


Cover  Story 


vironment.  "No  one  seems  to  understand  that  there  is  n( 
general  consensus  as  to  what's  going  to  happen  on  the 
ternet,"  says  ceo  David  D.  Glass.  He  says  the  best  e 
mates  he  has  found  for  total  retail  sales  transacted  over 
Internet  next  year  range  from  $10  billion  all  the  way  u] 
$100  billion.  That  makes  it  all  but  impossible  for  him  to  fig 
how  much  Wal-Mart,  with  sales  of  $138  billion,  should  inv 
TOUGH  SLOG.  Making  matters  worse,  the  Internet  is  nc 
world  that  tolerates  caution  or  deliberation.  In  a  med 
where  brand-name  recognition  is  everything,  losing  the  "f 
mover  advantage"  can  be  a  handicap.  That's  the  big  les 
Corporate  America  learned  when  Barnes  &  Noble  Inc. 
blindsided  by  Amazon.com  Inc.  Despite  huge  capital  exj 
ditures  and  massive  advertising  since  then,  Barnes  &  N< 
remains  barely  more  than  one-tenth  Amazon's  size  onlin 
It's  hardly  surprising  that  Barnes  &  Noble  wasn't  firs 
the  party.  Selling  direct  on  the  Net,  after  all,  required  i 
cannibalize  its  own  core  franchise.  That's  a  problem  a  k 
other  conventional  companies  will  face  as  they  contemplat 
online  push.  By  cutting  out  the  middleman,  the  Net  maki 


A  BRUTAL  SURVIVAL  PLAN 


The  Innovator's  Dilem- 
ma by  Harvard  busi- 
ness school  associate 
professor  Clayton  M. 
Christensen  has  become 
required  reading  for 
Internet  managers.  Chris- 
tensen believes  that  the 
Net  offers  a  superior 
business  model  that  will 
displace  those  companies 
unable  to  adapt.  Recently, 
he  talked  to  business 
week  reporter  Paul  C. 
Judge. 

Q:  What's  the  lesson  man- 
agers should  take  away 
about  the  Internet? 
A:  There  are  certain  di- 
mensions of  managing  the  flow  of  in- 
formation over  the  Internet  that  help 
make  your  product  or  service  better 
in  the  marketplace  you  currently 
serve.  Those  are  no-brainers  to  im- 
plement. But  in  other  ways,  the  Web 
can  be  what  I  call  a  disruptive  tech- 
nology. Historically,  those  are  what 
cause  companies  to  fail. 

Q:  Do  you  see  those  disruptions 
now? 

A:  Oh,  yeah.  Online  trading  of  secu- 
rities is  creating  an  enormous  disrup- 
tion to  the  full-service  brokerage 
firms.  It  has  gone  from  3%  of  trades 
in  1997  to  14%  in  1998. 

Q:  What's  the  most  common  mis- 
take made  by  managers  confronting 
disruptions? 

A:  The  typical  pattern  is  that  your 


CHRISTENSEN:  Online  units  must  be  independent 


best  customers  will  be  among  the 
last  to  embrace  a  disruptive  technol- 
ogy because  usually  it  does  not  pro- 
vide the  service  and  performance 
that  [they]  prefer.  The  people  who 
will  embrace  it  first  are  the  ones 
that  you  pay  the  least  attention  to. 
It  can  creep  up  on  you  like  a  stealth 
attack. 

Q:  How  are  the  fundamental  mea- 
sures of  business  value  being 
challenged? 

A:  Look  at  bookselling.  Once  you've 
got  a  bookstore,  the  way  to  make 
more  money  is  to  try  to  operate  the 
store  at  full  capacity — pack  in  as 
much  selection  and  as  many  cus- 
tomers as  you  can  fit.  But  after 
you've  achieved  capacity,  the  only 
wray  to  increase  business  is  by  boost- 
ing margins.  On  the  Internet,  there 


is  no  limit  on  capacity, 
therefore  percentage  ma: 
gins  really  aren't  impor- 
tant. What's  important  is 
the  total  dollars  you  can 
bring  in  divided  by  the 
total  amount  of  capital  n 
quired.  I  calculated  that 
Amazon.com  Inc.  could 
equal  the  return  on  in- 
vestment capital  that  a 
brick-and-mortar  book- 
seller achieved  if  Amazo 
had  only  5%  gross  mar- 
gins, vs.  30%  for  a  tradi- 
tional retailer. 

Q:  Can  old-line  compa- 
nies that  excelled  be- 
fore  the  Internet  master 
this  next  phase? 
A:  They  can  do  it,  but  the  only  wa 
is  if  they  set  up  a  completely  inde- 
pendent organization  and  let  that  o 
ganization  attack  the  parent.  If  you 
try  to  address  this  opportunity  froi 
inside  the  mainstream,  the  probabil 
ty  of  success  is  zero.  I've  never  se< 
it  happen. 

You  need  to  have  a  different  bus 
ness  organization  concentrating  on 
building  a  business  model  appropri< 
ate  to  the  future  while  the  existing 
organization  can  focus  on  the  clienl 
base  that's  still  uncomfortable  with 
the  Internet.  Citigroup  can't  escap 
the  cost  of  its  legacy  customers 
it  simply  can't  burden  the  new  Inl 
net  business  with  serving  those  cu 
tomers,  because  Citi  will  be  compe 
ing  against  Internet  banks  without 
legacy  customers. 
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very  day  we  are  working  to  develop 

advanced  technologies: 

Fiber  Optic  Data  Transmission 

(systems  that  speed  electronic  information  throughout  your  vehicle) 

Mobile  Multi-Media  Communication 

(systems  that  will  bring  space  age  communications,  the  Internet,  movies,  games  and  more  into  a  vehicle) 

Adaptive  Cruise  Control 

(systems  that  can  electronically  adjust  speed  to  maintain  a  preset  distance  from  another  vehicle) 

Advanced  Energen™  Energy  Systems 

(systems  that  will  generate  power  and  even  help  propel  a  vehicle) 

Advanced  Safety  Interiors 

(systems  that  will  tailor  airbag  deployment  based  on  individual  occupant  and  collision  characteristics) 

Electronic  Drive-By-Wire  Systems 

(systems  that  use  sensors  and  electrical  impulses  instead  of  conventional 
mechanical  components  for  functions  like  steering,  braking  and  more) 

TRAXXAR™  Vehicle  Stability  Systems 

(systems  that  will  help  give  you  greater  control  of  your  vehicle) 
Advanced  Thermal  Management  Systems 

(systems  that  keep  you  and  your  engine  cool  and  comfortable). 

SOME  OF  WHICH 
WILL  END  UP 


DGLPHL 

Automotive  Systems 

D  riving  To  m  o  r  r  o  w 's  Te  c  h  n  o  I  o  g  y 

Automotive    Systems,    now    under   the    stock   symbol  DPH   and   at  www.delphiauto.co 


OPTIONS, 
PLEASE 


workers,  you're 
nowhere  on  the 
Net.  But  can 
traditional 
companies  keep 
employees  or  lur 
new  ones  if  they 
don't  have  stock 
options  to  offer? 
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possible  to  reach  buyers  faster  and  cheaper.  But  for  many, 
taking  advantage  of  those  efficiencies  will  mean  going  into  di- 
rect competition  with  themselves  or  their  distributors. 

Any  company  that  tries  to  minimize  cannibalization  risks  los- 
ing the  customer  altogether  to  more  aggressive  outsiders — as 
Memll  Lynch  learned  to  its  chagrin.  Similar  issues  torpedoed 
former  Compaq  Computer  ceo  Eckhard  Pfeiffer.  He  was  oust- 
ed on  Apr.  17  in  part  because  he  was  unwilling  to  cut  out  his 
distributors  and  sell  computers  direct  online.  Compaq's  sales 
stalled  anyway  when  customers  went  to  rivals'  online  sites.  E- 
commerce  players  like  CompUSA  Inc.  and  Staples  Inc.  figure 
the  only  course  is  to  forge  ahead  and  not  fret  about  cannibal- 
ization.  "Right  now,  someone  else  is  trying  to  get  that  customer, 
and  that's  Dell  and  Gateway,"  says  Stephen  B.  Polley,  CEO  of 
CompusA  Direct.  "We  have  to  be  just  as  aggressive." 

Another  thorny  is- 
sue that  established 
companies  face  is  the 
question  of  how  to 
structure  their  online  unit.  Should  it  be  kept  in-house  or 
spun  off?  The  answer  lias  profound  implications  for  everything 
from  a  company's  ability  to  offer  its  best  employees  options  to 
how  deeply  it  can  integrate  the  Net  into  its  core  business. 
SPLITSVILLE.  Given  the  potential  Net  ipo's  still  have  for  big 
runups,  it's  no  surprise  that  investors — as  well  as  employees 
who  work  for  online  units — are  increasingly  pressuring  man- 
agers to  cash  in  by  floating  a  separate  stuck.  But  if  few 
would  quarrel  with  the  joys  of  stuffing  the  corporate  coffers, 
it's  often  far  from  clear  that  spinning  off  an  online  unit  is  the 
best  clinic.  ■  strategically.  That's  one  reason,  for  example,  why 
Microsoft  (  irp.  hasn't  spun  oi'f  its  msn  portal.  A  separately 
traded  msn  with  its  airay  of  E-commerce  and  online  content 
sites  might  gain  a  big  market  cap  in  its  own  right  to  help  it 
compete  against  Yahoo!  and  AOL.  But  it  would  leave  Mi- 
crosoft on  the  outside  looking  in  as  software  becomes  more 
tightly  integrated  with  online  content. 
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Those  issues  are  behind  a  debate  that  is  now  raging  in 
sabre  Inc.,  the  big  computer-reservations  system  majl 
owned  by  amr  Corp.,  parent  of  American  Airlines  Inc.  I 
elocity,  the  popular  online  travel  site,  is  just  a  small  pal 
sabre,  which  has  a  current  market  value  of  $8  billion! 
Priceline.com  Inc.,  a  far  smaller,  money-losing  rival  to  Tt 
elocity,  has  a  market  cap  of  $13  billion.  That  has  som| 
vestors  pushing  for  a  separate  tracking  stock  for  Travel 
With  estimates  of  its  value  ranging  up  to  $10  billion, 
sabre  ceo  Michael  J.  Durham,  "you  start  forgetting  hcfc 
spell  'synergies.' " 

So  how  can  real-world  companies  pick  their  way  thr| 
the  competing  demands  of  investors,  employees,  and  j 
own  business  imperatives?  Catalog  retailer  Fingerhut 
may  offer  a  model.  Already  famed  for  its  database  expe^ 
Fingerhut  began  buying  up  promising  Web  ventures  sui 
PcFlowers  and  MountainZone  in  1998.  But  rather  than| 
full  control  and  an  earnings  hit  as  these  embryonic  I 
nesses  straggle  toward  profitability,  Fingerhut  buys  stall 
less  than  20%.  Keeping  below  that  threshold  lets  Fingl 
avoid  having  to  recognize  losses  at  those  ventures.  To  r 
sure  it  doesn't  miss  out  on  the  upside,  Fingerhut  holds  oj |t" 
to  raise  its  share  if  the  companies  start  showing  a  profit  I- 
minority  positions  also  allow  Fingerhut  to  attract  an 
ward  E-workers  with  stakes  in  their  own  ventures.  ' 
very  good  structure  for  a  company  like  ours,  which  is 
ings-driven,"  says  President  Will  Lansing. 

Lansing  isn't  the  only  one  in  search  of  a  solution.  All 
older  companies  adjust  to  the  new  technology — and  les: 
exploit  it — they  should  be  able  to  counterpunch  with  som 
midable  strengths  of  their  own.  Says  ge's  Welch:  "Thei 
advantages  for  existing  companies:  They  have  the  bu; 
processes,  they  have  the  fulfillment  capabilities,  they  Iw 
brand  recognition,  and  they  often  have  the  technology. 

Some  have  already  begun  to  exploit  those  advantages. 
Internet  shopping  subsidiary,  iQVC,  racked  up  a  respe 
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x)dy  has  a  longer  walk  to  school.  Motorola  is  proud  to  sponsor  the  1997 

;  ,  Motorola  Western  Open,  benefiting  the 

Evans  Scholarship  Foundation.  This  year, 
'J  because  of  the  Evans  Scholarship,  over 

800  caddies  from  across  the  country  will 
get  where  they  want  to  go.  To  college. 


$50  million  in  sales  last  year  by  piggybacking  on  qvc's  existing 
order-fulfillment  and  customer-service  operations.  That  lets 
qvc  sell  a  lot  more  items  than  it  can  showcase  each  hour  on  TV. 
Says  Jeffrey  F.  Rayport,  an  associate  professor  at  Harvard 

Business  School  who 
praises  qvc  as  a  case 
study  in  hybrid  busi- 
ness models:  "They 
stoi  id  back  and  said,  'What  is  it  we  can  do  uniquely  for  our  cus- 
tomers offline  and  online?'  and  then  built  around  that." 

Still,  the  anxiety  unleashed  in  the  past  year  is  likely  just  a 
taste  of  what's  ahead.  The  two  competing  business  models 
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have  only  begun  to  clash,  and  the  new  rales  have  yet  to 
"No  one  can  tell  you  today  what  the  impact  of  any  movJ 
the  chessboard  will  be,"  says  PaineWebber's  Drazka.  | 
only  certainty:  The  earlier  you  get  in  on  the  game, 
greater  your  chances  of  winning. 

By  Nanette  Byrnes  in  New  York  and  Paul  C.  Judg 
Boston,  with  bureau  reports 

I 


for  extended  Q&As  with  GE's  Jack  Welch  and  author  Clayton  Christens 
and  more. 


HOW  SCHWAB  GRABBED  THE  LION'S  SHARE 


Yo 


Dawn  G.  Lepore,  Charles 
Schwab  Corp.'s  chief  infor- 
mation officer,  likes  to  tell 
the  story  of  a  recent  panel  she 
sat  on  that  featured  executives 
from  several  Internet  upstarts. 
At  first,  her  fellow  panelists 
seemed  surprised  to  see  her. 
"But  when  I  mentioned  that 
our  site  gets  76  million  hits 
per  day,  the  eBay  guy  sitting 
next  to  me  gasped,"  she 
laughs.  "I  got  a  lot  more 
respect  after  that." 

The  wired  world  may  not 
have  noticed,  but  Schwab  has 
been  far  more  successful  than 
most  brick-and-mortar  compa- 
nies at  moving  the  core  of  its 
business  online.  In  doing  so,  it 
has  already  worked  through 
many  of  the  tough  challenges 
that  are  bedeviling  managers 
who  are  just  arriving  at  the  on- 
line party.  If  everyone  now 
knows  that  the  Net  is  revolu- 
tionizing business,  Lepore 
warns,  "actually  living  that  on  a  dai- 
ly basis  is  pretty  difficult." 
ACCOUNT  EXPLOSION.  Of  course,  the 
rewards  of  success  are  pretty  high, 
too.  Having  captured  42%  of  the  as- 
sets invested  in  online-trading  ac- 
counts today,  the  San  Francisco- 
based  discount  broker  has  made 
itself  the  player  to  beat  in  online  fi- 
nancial services.  In  the  past  15 
months  alone,  it  has  added  1.3  million 
Internet  accounts.  Those  gains  have 
sent  Schwab  shares  soaring:  Even  af- 
ter the  recent  market  swoon,  its 
stock  has  leaped  329%  over  the  past 
year,  to  around  89. 

So  how  did  Schwab  make  the 
switch  so  quickly?  For  starters,  its 
manage:  s  recognized  the  Web's  poten- 
tial long  before  Internet  frenzy  spread 
beyond  Silicon  Valley.  Then1  wake-up 
call  came  in  1995,  the  first  year  more 
personal  computers  were  sold  in  the 


SCHWAB'S  NET  ASSETS 


LEPORE:  Early  in-and  now,  76  million  hits  a  day 


U.  S.  than  televisions.  Although  no 
techie,  founder  Charles  R.  Schwab 
quickly  got  on  board.  That  gave  the 
initiative  a  big  boost  and  helped  win 
it  adequate  funding, 
even  though  any 
payoff  was  highly 
uncertain. 

The  decision  to 
launch  the  online 
business  as  a  sepa- 
rate unit  was  an- 
other key  move. 
"Those  people  were 
completely  focused, 
so  it's  not,  T  have 
now  20  things  to 
do,  and  by  the  way, 
the  Internet  is  my 
21st  thing,' "  recalls 
Lepore. 

Early  on,  she 
and  her  colleagues 
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also  worked  hard  to  end  resis 
tance  from  Schwab's  branch 
staff,  who  felt  threatened  by 
the  online  unit.  The  company 
sent  frequent  E-mails  to  em- 
ployees highlighting  the  rapid 
growth  in  online  trading.  And 
the  branch  staff  was  trained 
first,  so  they,  not  the  tech  sta 
trained  customers  to  use  onli 
services.  Lepore  says  that  en 
sured  that  "they  felt  like  pari 
of  the  change." 
RISKY  SHIFT.  The  staffers' 
backing  proved  vital  when  cu 
tomers  began  to  rebel  agains 
the  two-tiered  pricing  systeir 
that  schwab.com  initially  set 
up.  Full-service  customers 
were  charged  an  average  of 
$65  to  trade  on  the  Net,  whii 
Schwab.com  users  were  payii 
just  $29.95.  Faced  with  com- 
plaints, the  branch  staff 
warned  that  the  price  differe 
tial  needed  to  go.  So  in  Janu 
ary,  1998,  David  Pottrack 
Schwab's  co-CEO,  brushed  aside  fe 
that  a  shift  would  cannibalize 
Schwab's  traditional  business  and 
priced  all  Net  trades  at  $29.95.  Th 
move  cut  $150  mill 
from  expected  rev 
enue  and  sent 
Schwab's  shares  ti 
bling  from  41  to  2i 
But  soon,  the  ri 
paid  off,  as  volum« 
soared.  That  made 
Schwab  a  Net  rari 
Unlike  a  lot  of  oth 
online  ventures,  it 
makes  money.  "E 
commerce  has  bee 
very  profitable  for 
us,"  Lepore  says 
And  that's  how  sli 
plans  to  keep  it 

By  Nanette  Byi 
in  New  York 
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HP  Vectra  PCs  and  Windows  NT  Workstation. 

The  reliable  choice  for  business. 


You 


don't 


take 


breaks, 


You  count  on  your  computer  to  work  as 
hard  as  you  do  -  so  count  on  the  HP  Vectra 
running  Windows  NT  Workstation  -  the 
most  reliable  Windows  operating  system 
available.*  Built  for  businesses  like  yours,  HP 
Vectras  are  specially  designed  to  maximize 
the  reliability  and  performance  of  Windows 
NT.  So  make  sure  your  next  HP  Vectra  has 
Windows  NT  Workstation  preinstalled  -  that 
way  you  can  improve  productivity  -  and  get 
the  break  you  deserve. 


why 


should 


your 


rporate  PCs:  Intel®  Celeron1"  processor  366  MHz  up  to  Pentium1*  III  processor 
licrosoFt®  Windows  NT  Workstation  4.0  /  64  MB  RAM  /  Up  to  13.5  GB  HD  /  Up  to 
VG200  AGP  graphics  /  HP  TopTools  management  software  /  Starting  at  $9411. 

jy  a  Windows  2000-Ready  PC  Ready  with  Windows  NT  Workstation,  ready  with  300  tAHi  or  more. 
I  RAM  or  more  For  more  information  see  www  hp  com/windows2000/desktop. 


computer? 


www.hp.com/windows2000/desktop 


iW*Sil£]  T/iJM  HEWLETT- 

mi'fiM  PACKARD 

pentium 

ackard  Company  All  rights  reserved  Microsoft  Windows,  and  Windows  NT  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries  Microsoft  OEM  products  are  licensed  to  system  builders  by 
ig,  Inc.  a  wholly  owned  subsidiary  of  Microsoft  Corporation  Intel,  the  Intel  Inside  Logo  and  Pentium  are  registered  trademarks  and  Celeron  is  a  trademark  of  Intel  Corporation  "SOFRES/lnterSearch  Windows  OS  User  Reliability  Study  '6/981  Participants  using 
■  (Station  were  about  three  times  less  likely  'o  experience  serious  system  stoppages  than  Windows  95  users  surveyed  T Price  is  estimated  street  price  Actual  price  mau  varu  Monitor  not  included 


(999  Advanced  Micro  Devices,  he.  AMD,  the  AMD  logo,  3DNowi  and  combinations  thereof  are  trademarks  of  Advanced  Micro  Devices,  Inc.  Alt  other  products  ore  trademarks^ 

.pecfive  companies.  Weather.com  is  a  web  site  of   ~  "^'■Jr'  £  V* 


Get  ready  to  see  the  internet  like  you've 
never  seen  it  before.  Expect  awesome 
graphics,  3D  images,  visuals  that  leap 
off  the  screen.  And  it's  more  than  just 
the  sites  you'll  see:  it's  the  sounds  you'll 
hear.  The  music  and  sound  effects  truly 
surround  you.  That's  because  AMD 
technology  makes  visits  to  your  favorite 
web  sites  an  outright  experience. 

Of  course,  those  aren't  the  only 
reasons  nine  of  the  top  ten  computer 
manufacturers  choose  AMD  processors 
for  their  systems.  AMD's  patented  3DNow! 

technology  provides 
|    fr)e  ultimate  internet 
|  v    r'de.  Truth  is,  there's 

AMD  technology  is  available  in  leading  PC 

really  only  one 

systems  everywhere,  including  ,he  ultimate 

way  to  describe 
the  feeling  of  cranking  up  the  internet 
with  AMD.  Intense. 

So  if  you  want  to  get  more  out  of 
the  internet,  start  with  more  information. 
Hit  www.amd.com/weather. 
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Crank  Up  The  Internet 

www.amd.com 


Meeting  with  a  Sprint  business  consultant  can  be  a  very  rewarding  experience.  They  can  tell  you 
how  our  global  data  and  voice  service  can  expand  what  you  can  do  for  your  customers.  They  can  sit 
and  discuss  the  benefits  of  Sprint  ION,  offering  you  flexibility  and  speed  you've  only  dreamed  of. 
And  to  get  follow-up  help,  a  call  to  our  Business  Solutions  Center  provides  you  with  your  own 
dedicated  Sprint  consultant.  But  we  know  it's  not  just  about  sharing  our  expert  business  advice.  It's 
about  not  saying  a  word  until  you  tell  us  all  about  your  business.  Then,  together,  we  can  devise  a  plan 
that's  music  to  your  ears.  Isn't  that  the  point  of  contact?  www.spnnt.com  1-800-PIN  DROP 


Sprint 

The  point  of  col 


am 


INTERNET 


HERE  NO-FRILLS  NET 
HADES  ARE  SACRED 

:  services-with  higher  commissions?  Not  at  Ameritrade 


las  one  of  the  best  investments  J. 
J  Ricketts  ever  made.  In  1994, 
i  founder  of  Ameritrade  Holding 
U  decided  to  take  his  Corn  Belt 
ttU  ige  business  into  cyberspace  by 
ping  New  York's  K.  Aufhauser  & 
i\  2  first  firm  to  offer  stock  trading 
6n  e  Internet.  Ricketts  realized  that 
6  2t  could  make  trading  stocks 
fisj'ind  easy.  Good  call.  By  offering 


bargain-basement  commissions  of  $8  per 
Net  trade,  Ameritrade's  revenues  rock- 
eted to  $165  million  in  the  fiscal  year 
ended  on  Sept.  30,  1998,  from  $65  mil- 
lion in  1996.  Now,  the  little  Omaha  dis- 
count broker  is  the  sixth-largest  stock- 
broker on  the  Net  and  No.  30  on 
business  week's  Information  Technolo- 
gy list  of  best-performing  companies. 
"This  is  better  than  mining  for  gold  or 


drilling  for  oil,"  says  Ricketts,  who  with 
his  family  owns  a  63%  stake  that's 
worth  nearly  $2.7  billion. 

The  only  problem  is  that  Ricketts' 
well  may  be  running  dry.  Competition  is 
growing  increasingly  fierce  as  the  num- 
ber of  companies  offeiing 
Net  trading  has  mush- 
roomed— to  140  from  24 
just  two  years  ago,  ac- 
cording to  online  re- 
searcher Gomez  Advisors 
Inc.  The  latest  contender 
is  industry  heavyweight 
Merrill  Lynch  &  Co.,  Wall  Street's 
largest  retail  brokerage  with  deep  pock- 
ets, a  sterling  brand  name,  and  5  million 
customers.  That  has  sent  investors 
packing:  While  Ameritrade's  stock  out- 
paced its  peers  during  the  first  2>lA 
months  of  this  year  by  leaping  a  stag- 
gering tenfold,  it  has  plummeted  from  its 
high  of  $173.25  a  share  on  Apr.  13  to 
about  $72. 

Even  more  troubling  may  be  the 
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E*TRADE 
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long-term  direction  of  online  trading — 
which  appears  to  be  headed  away  from 
no-frills  operations  like  Ameritrade's. 
For  the  past  three  years,  the  company 
has  offered  commissions  of  $8,  less  than 
one-third  the  $29.95  charged  by  Charles 
Schwab  Corp.,  the  largest  Net  broker. 
How?  By  not  dishing  up  extra  services 
like  specialized  research  or  financial 
planning.  That  has  worked  because  70% 
of  online  investors  are  active  traders — 
people  who  don't  need  handholding,  so 
they'd  rather  not  pay  for  it,  according 
to  Forrester  Research  Inc.  But  as  on- 
line trading  increases  from  16%  to  an 
estimated  30%.  of  all  stock  trading  in 
five  years,  new  traders  will  probably 
want  the  kind  of  extras  that  full-seivice 
brokers  like  Merrill  Lynch 
and  Schwab  can  offer.  "The 
next  wave  of  online  investors 
is  mainstream  America,"  says 
Forrester  analyst  James 
Punishill. 

AMBITIOUS.  Other  Net  broken 
are  overhauling  their 
Web  sites  to  appeal  to 
newcomers.  Schwab  is 
adding  equity  research, 
corporate  news,  money 
management — even  retirement 
and  estate  planning.  E* Trade 
Group  Inc.,  the  second- 
largest  online  broker, 
with  909,000  customers, 
is  following  Schwab's 
lead  even  though  it  charges  only  $14.95 
per  trade.  E*Trade  offers  free  E-mail, 
access  to  home  mortgages,  stock  re- 
search, and  innovative  goodies  such  as 
links  to  E-commerce  sites  that  hawk 
everything  from  compact  disks  to  cars. 
In  its  most  ambitious  move  yet, 
E*Trade  spent  $1.8  billion  in  May  to 
acquire  Internet  bank  Telebanc  Finan- 
cial Corp.  so  it  can  be  a  one-stop  finan- 
cial-services shop  for  its  customers. 
"People  are  going  to  bookmark 
[E*Trade's  site]  as  their  financial-ser- 
vices site,"  says  Kathy  Levinson, 
E '  Trade's  president  and  chief  operat- 
ing officer. 

Nonsense,  argues  Ricketts.  He  thinks 
the  leading  Web  brokers  are  blowing 
their  money  on  extras  that  customers 
won't  use.  "They  don't  want  eveiything 
under  one  roof,"  he  says.  "Customers 
tell  us  they  want  to  pick  their  own  bank 
and  broker  and  insurance  company." 
What's  most  critical  for  a  brokerage,  he 
says,  is  to  offer  high-quality,  low-cost 
trading.  Indeed,  with  its  low  overhead, 
Ameritrade  was  able  to  post  a  profit  of 
$8.1  million  in  the  first  quarter,  while 
E 'Trade  and  others  piled  up  operating 
losses.  That's  because  Ameritrade  pinch- 


A~ Ameritrade 


es  its  pennies:  It  spent  on  average  $157 
to  attract  a  new  customer  in  the  first 
quarter,  vs.  $257  for  E*Trade,  according 
to  cs  First  Boston.  "If  I  add  all  sorts  of 
stuff  to  the  site,  I  increase  costs  and 
have  to  charge  more,"  says  Ricketts. 

His  customers  don't  want  that  to 
happen.  Frederick  Campbell,  a  66-year- 
old  retiree  living  outside  Savannah, 
Ga.,  used  to  go  to  Merrill  Lynch  and 
Fidelity  Investments.  But  for  the  past 
year  and  a  half,  he  has  been  using 
Ameritrade  to  buy  the  technology  and 
pharmaceutical  stocks  he  favors.  "You 
can't  beat  $8  a  trade,"  he  says.  Even 
though  other  sites  are  offering  research 
and  other  services,  he  doesn't  plan 
on  leaving  Ameritrade.  "I  just  don't 
feel  I  need  what  they're  offer- 
ing," he  says.  "I've  been  invest- 
ing for  50  years  and  can  come 
to  my  own  conclusions." 

Of  course,  not 
all  investors  are 
like  Campbell.  To 
cater  to  traders 
who  want  more  services, 
I  Ricketts  plans  to  offer 
U  some  customized  financial 
information  and 
corporate  news 
starting  this  fall 
— for  an  extra 
fee.^That  way,  the  trad- 
ers who  want  Ameri- 


DATEK 

ONLINE 


Charles  Schwab 


solute  numbers.  For  example,  if 
discount  market  dropped  from  2592 
12.5%  of  the  total,  the  number  of 
counts  would  still  increase  from  1  i 
lion  to  2.5  million.  And  the  West 
frontier,  those  who  staked  the  earl 
claims  in  the  Internet  brokerage  b 
ness  are  reaping  the  biggest  rewa 
With  rising  technology  and  market 
costs,  the  pioneers  hold  a  key  ad\ 
tage  over  the  upstarts:  The  more 
ume  a  broker  has,  the  more  it 
spend  on  network  upgrades  and 
expensive  advertising  campaigns  n< 
ed  to  attract  new  business.  Ameritr: 
for  example,  will  spend  $200  millioi 
marketing  in  the  next  18  months- 
from  $65  million  in  the  past  18  mon 
"It's  going  to  be  hard  to  unseat 
top  players,"  says  Steve  Appled 
manager  of  Munder  NetNet  Fi 
which  has  about  5%  of  its  $2  bil 
portfolio   invested    in  Ameritr 
E*Trade,  and  Schwab. 
CLASS  ACTION.  Ameritrade  will 
to  be  careful  that  its  marketing  do( 
overshoot  its  technology.  After  tri] 
its  advertising  budget  last  year,  to 
million,  the  surge  in  new  accounts 
trading  volume  wreaked  havoc 
Ameritrade's  network,  preventing  s 
investors  from  executing  trades  v\ 
they  wanted.  That  prompted  a  c 
action  in  September  alleging  that 
company  "oversold  [the  service]  fa 
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How  the  Web  Brokers  Stack  Up 


COMPANY 

ONLINE 
ACCOUNTS 

COMMISSIONS 

PER  1,000  SHARES 

1998  REVENUES  1998  NET  INC0 

MILLIONS  MILLIONS 

AMERITRADE 

428,000 

$8.00 

$186  $15.2 

DATEK 

200,000 

9.99 

PRIVATELY  HELD 

E*TRADE 

909,000 

14.95 

272  -18.8 

DLJ  DIRECT 

243,000 

20.00 

118  1.5 

CHARLES  SCHWAB 

2,500,000 

29.95 

2,736  348.5 

DATA  COMPANY  REPORTS.  BUSINESS  WEEK 


trade's  $8-a-trade  commissions  won't 
bear  the  costs  of  delivering  those  ser- 
vices. The  extras,  like  stock  quotes  and 
research,  will  be  zapped  out  to  in- 
vestors any  way  they  choose — via  E- 
mail,  pagers,  or  even  cell  phones.  The 
effort  will  be  led  by  Thomas  K.  Lewis 
Sr.,  a  technology  whiz  from  USF&G 
Corp.  whom  Ricketts  hired  in  early 
March  as  co-CEO. 

Even  though  Ricketts  is  bucking 
conventional  wisdom,  Ameritrade  has  a 
good  shot  at  remaining  a  leading  Net 
broker.  For  starters,  the  cost-conscious 
segment  of  the  market  may  be  losing 
share,  but  it's  expected  to  grow  in  ab- 


excess  of  its  available  system  cap^j 
ty."  Ricketts  says  Ameritrade 
have  the  same  kind  of  problems 
future.  Under  Lewis'  guidance,), 
company  is  investing  $150  million 
the  next  18  months,  largely  to  boo^ 
network  capacity.  Lewis  says  the 
pany  will  be  able  to  handle  three 
the  volume  it  hit  at  peak  trading!' 
umes  in  the  past. 

With  plenty  of  capacity  and  a 
rein  on  costs,  Ricketts  should  be  ab 
keep  his  position  in  the  industry'^ 
tier.  Just  don't  expect  him  to  follov 
other  leaders. 

By  Andirir  Ostcrlaud  in  Ch  '• 
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COMMENTARY 


By  Steven  V.  Brull 


QWEST,  PULL  THE  PLUG  ON  THIS  DEAL 


Since  he  left  AT&T  to  join  Qwest 
Communications  International 
Inc.  in  1997,  ceo  Joseph  P. 
Nacchio  has  had  the  golden  touch. 
As  the  company  built  a  whizzy  fiber- 
optic network  stretching  across  the 
country,  he  preached  that  Qwest 
would  bring  the  Internet  Revolution 
to  the  staid  old  telecom  industry. 
That  sent  Qwest's  stock  soaring  to  a 
peak  of  48.06  in  April,  up  sevenfold 
since  its  initial  public  offering  two 
years  ago.  With  a  high-flying  stock 
in  tow,  Nacchio  was  able  to  make  a 
slew  of  acquisitions,  helping  Qwest 
become  the  country's  fourth-largest 
long-distance  company. 

But  in  his  June  13  hostile  bid  for 
U  S  West  Inc.  and  Frontier  Corp., 
Nacchio  has  made  a  colossal  mistake. 

QWEST'S  RISE 
AND  FALL 


would  mean  giving  up  stock,  hurting 
himself  and  other  Qwest  stakehold- 
ers. He  also  could  sweeten  his  bid  by 
adding  cash.  But  Nacchio  says  he  has 
no  plans  to  revise  his  offer. 

Here's  the  bottom  line,  anyway: 
The  Qwest  offer  for  the  two  compa- 
nies doesn't  make  much  strategic 
sense.  Investors  pounded  Qwest's 
stock  because  they  don't  understand 
how  U  S  West  fits  with  Qwest's  revo- 
lutionaiy  plans.  Sure,  the  Baby  Bell 
operates  in  14  Western  states  and 
boasts  a  big  customer  base,  $12.4  bil- 
lion in  revenues,  and  strong  cash  flow. 
But  it's  part  of  the  Ma  Bell  telecom 
establishment  that  Nacchio  has  derid- 
ed since  he  left  at&t.  Plus,  there 
won't  be  operational  synergies  be- 
tween the  companies  any  time  soon. 


cosk 


which  in  May  paid  $3.5  billion  in  cas 
for  a  10%  stake  in  Qwest  and  in  ear 
ly  June  said  that  it  was  considering 
buying  Qwest.  Just  days  before  an- 
nouncing the  hostile  bid,  he  went  to 
Atlanta  to  deliver  a  detailed  briefing 
Nacchio  says. 

WRONG  IMAGE.  Wall  Street  insiders 
with  knowledge  of  the  deal  say  Bell 
South  executives  are  angry  because 
their  investment  has  shrunk  and  be 
cause  BellSouth  would  have  more 
trouble  acquiring  the  company  if 
Qwest  prevails.  Nacchio  maintains 
that  BellSouth  fully  supports  the 
deal.  "People  are  trying  to  create  a 
rift  that  doesn't  exist,"  he  says. 

Most  worrisome  is  what  Nacchio' 
offer  says  about  Qwest.  By  reachinj 
for  a  couple  of  old-line  phone  eomps 


Kiel  ft 


CEO  NACCHIO:  Are  US 

West  and  Frontier 
worth  a  figh  t  with 
Global  Crossing? 


Il 


JUNE  24,  '97 
▲  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 

In  attempting  to  outbid  rival  Global 
Crossing  Ltd.,  Qwest  offered  a  fixed 
number  of  its  shares  for  the  two 
companies,  meaning  the  bid's  value 
would  rise  or  fall  with  its  stock  price. 
"UN-SYNERGIES."  But  investors  balked. 
On  the  first  day  of  trading  after  the 
offer  was  made  public,  Qwest's  stock 
dropped  24%,  to  34.12.  Even  though  it 
has  recovered  a  bit,  Nacchio  now  is 
offering  about  the  same  price  as  Glob- 
al Crossing  for  U  S  West  and  less  for 
Frontier.  That  makes  his  bid  a  non- 
starter.  With  the  current  offer,  he's 
not  going  to  get  U  S  West  and  he's 
not  going  to  get  Frontier.  He's  just 
going  to  get  embarrassed. 

Nacchio  could  overhaul  his  bid.  He 
could  offer  shareholders  stock  with  a 
fixed  dollar  price,  although  that 


U  S  West  is  a  laggard  in  opening  its 
local  network  to  competition,  so 
Qwest  won't  be  able  to  offer  any  of 
its  long-distance  service  to  U  S  West 
customers  for  at  least  two  to  three 
years.  "It's  a  merger  of  un-synergies," 
says  telecom  analyst  Scott  C.  Cleland, 
of  Legg  Mason  Wood  Walker  Inc.'s 
Precursor  Group. 

Frontier  doesn't  fit  much  better. 
Qwest  could  offer  long-distance  ser- 
vices to  Frontier  customers,  but 
Frontier  already  does  that.  What's 
more,  Qwest  and  Frontier  laid  fiber 
for  their  domestic  networks  side  by 
side,  so  it's  unclear  what  strategic 
advantage  Qwest  gets  from  buying 
Frontier's  capacity. 

Qwest  also  could  be  jeopardizing 
its  relationship  with  BellSouth  Corp., 


nies,  Nacchio  is 
telegraphing  that  he's 
simply  a  telecom  bu- 
reaucrat dressed  up  in 
Internet  clothes.  Own- 
ing U  S  West  would  pi 
Qwest  in  the  residenti 
phone  business,  a  regu 
lated  industry  that  Na 
chio  has  criticized  for 
poor  service  and  high 
prices.  Nacchio  insists 
he  wouldn't  be  slowed  down.  But  it 
hard  to  focus  on  tech  innovation 
when  the  bulk  of  your  revenues 
come  from  a  heavily  regulated  busi 
ness.  "The  acquisitions  would  com- 
pletely defocus  and  stall  the  innovs 
tions  now  ongoing  at  Qwest,"  says 
Christine  Heckart,  executive  vice- 
president  of  consulting  firm  Tele- 
Choice  Inc.  in  Boston. 

Nacchio  says  Qwest  made  the  hi; 
to  bulk  up  for  the  race  to  become  ; 
global  supercarrier.  That  may  be  a 
worthy  goal.  But  not  one  that  is  b<t 
for  Qwest's  shareholders  and  the 
pace  of  innovation  in  the  telecomm] 
nications  industry. 


form 


Brull  writes  about  telecom  muni 
tions  from  Los  Angeles. 
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iebel  and  Sun  are  raising  the  bar 
Internet-based  sales,  marketing, 
id  customer  service  solutions." 

QSun 

Ed  Zander 

President  and  COO, 
Sun  Microsyst".ms,  Inc. 


Siebel  fully  supports  Internet 
elf-service  and  eCommerce." 

Novell 

Eric  Schmidt,  PhD 

Chairman  and  CEO, 
Novell 


ni  ly  Web-based,  Siebel  99  is  without 
em  on  the  single  most  comprehensive 
i  ont  office  solution  available." 


Y\nkeeGroup 

A  Prratwrt  Company 

Harry  Tse 

director  Enterprise  Applications, 
The  Yankee  Group 


"While  other  vendors  talk, 
|  iebel  delivers  Internet-based 
solutions." 

1  MBRECHT  &  QUIST 

I  ment  Banking  for  the  New  Economy 

Cristina  Morgan 

Managing  Director, 
Hambrecht  &  Quist 


"We  standardized  on  Siebel 
software  for  our  sales  and 
business  development  activities. 
We  are  excited  about  their  new 
Web-based  products." 

Charles  Schwab 

Charles  Schwab 

Chairman  and  Co-CEO, 
The  Charles  Schwab  Corporation 


"Thousands  of  MCI  WorldCom 
sales  and  service  representatives  are 
now  able  to  better  serve  millions  of 
customers  every  day  as  a  result  of 
MCI  WorldCom  standardizing  on 
Siebels  Web-based  products." 


"Siebel  is  the  leader  in  Web-based  sales, 
marketing,  and  customer  service  applications. 


MCI  WORLDCOM 

Omar  Leeman 

President  Business  Operations, 
MCI  WorldCom 


"Siebel  System's  Internet-based 
applications  empower  our 
employees  and  our  customers  with 
up-to-the-minute  information." 

Banc  of  America  Securities  LLC 
Bank  of  America, 


Lew  Coleman 

Chairman, 
3anc  oj America  Securities  LLC 


Andersen 
Consulting 

George  Shaheen 

Managing  Partner  and  CEO, 
Andersen  Consulting 

"Siebel  99  offers  a  fully  Web-based 
product  that  can  be  accessed  anywhere 
via  a  Web  browser." 

^BancBoston 
Robertson  Stephens 

Eric  B .  U  p  i  n 

Sr.  Software  Research  Analyst  and  Managing  Director, 
BancBoston  Robertson  Stephens 

"Siebel  delivers  a  full  suite  of 
Internet-enabled  sales,  marketing, 
and  customer  service  solutions  that 
customers  can  buy  and  deploy  today." 

Aberdeen  Group 

Hugh  Bishop 

Vice  President,  Customer  Information  Systems, 
Aberdeen  Group 

"Siebel  s  Web-based  products  have 
completely  redefined  eBusiness." 

/room 

Hiro  Satake 

President, 
Itochu-Techno  Sciences  Corp. 
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For  more  information,  visit  us  at  www.siebel.com  or  call  i-800-273-9913 
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Finance 


INVESTING 


ARE  TWO  STOCKS 
BETTER  THAN  ONE? 

Tracking  stocks  mix  blue-chip  securities  with  sky-high  value-but  there  is  a  downside 


They're  called  "tracking  stocks."  And 
at  first  blush,  Corporate  America's 
passion  for  them  may  seem  like  an- 
other indication  of  a  bull  market 
gone  mad.  But  on  closer  look,  tracking 
stocks  can  make  economic  sense  both  for 
companies  and  investors. 

Tracking  stocks  are  equities  issued  by 
companies  that  want  to  separate  out 
then1  sexier,  high-growth  divisions.  The 
idea  is  that  in  this  nosebleed  market  the 
tracking  stock  and  the  parent  company's 
stock,  which  are  traded  separately,  will 
be  worth  more  than  the  single  stock  of 
the  company. 

Companies  are  feverishly  issuing  track- 
ing stocks.  There  are  36  on  the  market. 
Four  companies — AT&T,  Perkin-Elmer, 
Ziff-Davis,  and  Donaldson.  Lufkin  &  Jen- 
rette — have  issued  tracking  stocks  this 
year.  Tracking  stocks  from  DuPont,  J.  C. 
Penney,  Snyder  Communications,  and 
Quantum  are  coming  down  the  pike.  Oth- 
er companies,  such  as  Walt  Disney  Co. 
and  Microsoft  Corp.,  are  considering  is- 
suing tracking  stock  for  their  Internet 
subsidiaries.  And  numerous  brick-and- 
mortar  retailers  that  have  launched  on- 
line divisions,  such  as  Federated  Dept. 
Stores  Inc.  and  Wal-Mart  Stores  Inc., 
are  said  to  be  considering  them,  too. 
THE  WINNERS.  Jeffrey  Haas,  a  New  York 
Law  School  professor  who  has  studied 
tracking  stocks,  says  that  in  theory  a 
parent  company's  stock  price  should  al- 
ready fully  reflect  the  value  of  the  track- 
ing stock  subsidiary.  But  that's  only  in 
theory;  in  fact,  in  this  heady  market, 
pure  stock  plays  are  the  winners. 
"Companies  are  shrewdly  timing  the 
debut  of  tracking  stocks  while  the 
market  will  reward  them  with  sky- 
high  valuations,"  says  Haas. 

Analysts  note  that  the  only  way  to 
get  top  value  for  a  small  but  high- 
growth  division  of  a  large  corporation 
is  either  to  spin  off  the  division,  sell  the 
company,  or  issue  a  tracking  stock. 
"Tracking  stocks  enable  big  companies 
that  have  phenomenal  businesses  encased 
within  them  to  capture  value  as  opposed 
to  selling  those  businesses,"  says  Bar- 
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bara  Byrne,  a  Lehman  Brothers  Inc.  in- 
vestment banker.  It's  easier  to  tell  a  com- 
pany's investing  story  with  a  tracking 
stock  than  to  describe  a  conglomerate 
with  disparate  divisions. 

Tracking  stocks  offer  up  other  benefits 
to  the  parent.  They  enable  companies  to 
offer  high-growth  stock  incentives  to  re- 
ward and  retain  top  employees  who  work 
at  slower-growing  or  even  out-of-favor 
flagship  companies. 

Tracking  stocks  are  aptly  named — 
then-  purpose  is  to  track  a  subsidiary's  fi- 
nancial progress.  They  debuted  in  the 
mid-1980s,  when  General  Motors  Corp. 
created  separate  shares  for  two  of  its 
more  glamorous  subsidiaries — Electronic 
Data  Systems  Corp.  (eds)  and  Hughes 
Electronics  Corp. 

In  order  for  a  tracking  stock  to  be 
created,  it  first  requires  a  vote  from 
shareholders  of  the  issuing  company.  If 
approved,  the  tracking  stocks  are  then 
usually  issued  through  initial  public  of- 
ferings, though  sometimes  shares  of  the 
new  stock  are  distributed  as  a  dividend 
to  shareholders  of  the  parent  company. 

Spin-offs  must  meet  requirements  in 
order  to  be  exempt 
from  capital 


taxes.  For  example,  the  Internal 
me  Service  requires  that  the  busi- 
>e  at  least  five  years  old  and  that 
rent  retains  no  controlling  interest, 
are  currently  no  such  require- 
for  tracking  stocks.  In  fact,  a  pro- 
from  the  Clinton  Administration 
for  a  corporate  tax  to  be  levied  on 
tracking  stocks  was  recently  shot 
by  Congress. 

PARENTS.  Tracking  stocks  offer 
ig  advantage  to  investors:  The 
i  are  a  convenient  way  for  in- 
•s  to  own  a  high-flying  growth 


company  but  with  less  risk.  Because 
the  underlying  assets  are  retained  by 
the  parent  company,  the  tracked  sub- 
sidiary can  draw  on  the  parent  compa- 
ny's credit  standing  to  borrow  money. 
And  if  the  tracked  company  is  a  fledg- 
ling operation — an  Internet  startup,  for 
instance — it  has  the  backing  of  a  deep- 
pocketed  corporation.  Donaldson, 
Lufkin  &  Jenrette,  for  instance,  has 
retained  an  approximate  85%  interest 
in  DLJdirect  Inc.,  its  online  brokerage, 
for  which  it  recently  issued  a  tracking 
stock. 

Tracking  stocks,  especially  those  of 
Internet  subsidiaries,  can  sometimes 
be  a  hedge  against  a  market  or  sector 
downdraft.  "Stand-alone  Internet  com- 
panies will  have  a  hard  time  financing 
negative  cash  flow  and  growth  in  tough 
times,  so  a  mother-ship  company  pro- 
vides a  more  stable  platform,"  says 
James  Andrew,  vice-president  at  Re- 
naissance Worldwide  Inc.,  a 
Boston  consulting  firm. 

But  while  investors  may  not 
be  taking  on  as  much  risk 
with  a  tracking  stock,  they're 
giving  up  some  worthy  fea- 
tures of  common  stock.  Stocks 
of  spin-offs  may  be  better  for 


on  equal  footing  in  voting. 

Since  a  tracked  company  is  con- 
trolled by  the  parent,  the  chances  of  a 
hostile  takeover  are  virtually  nil.  For 
that  reason,  there's  no  takeover  pre- 
mium attached  to  the  stock.  If  the  par- 
ent decides  to  sell  the  tracked  company, 
however,  shareholders  would  most  like- 
ly receive  some  sort  of  premium  when 
they  redeem  their  stock. 

Once  a  company  issues  a  tracking 
stock,  the  parent  company's  stock  can 
suffer  a  blow,  even  if  it  owns  a  big 
chunk  of  the  new  company.  Just  look  at 
dlj's  stock,  which  is  currently  trading 
at  some  50%  off  its  52-week  high  of 
lOOX.  Analysts  say  that  the  stock  hit  its 
peak  because  of  the  Internet  frenzy 
coupled  with  the  news  that  DLJdirect 
was  starting  up  operations  in  Japan. 
Since  the  DLJdirect  tracking  stock  de- 
buted on  May  26,  however,  the  parent 
company's  stock  has  lost  steam.  True, 


Tracking  Tracking  Stocks 


PARENT  COMPANY 
TRACKING  STOCK 


PRICE 

6/16 


YEAR-TO-OATE 
%  CHANGE 


AT&T 

LIBERTY  MEDIA 


33  %  46% 

CIRCUIT  CITY 

investors  than  tracking  stocks     CARMAX  °.™  13  

DONALDSON,  LUFKIN  &  JENRETTE 
DLJDIRECT  27%  -7* 


because  with  a  spin-off  there 
is  a  separate  board  of  direc- 
tors. For  that  reason,  Paul  T. 
Cook,  manager  of  the  Munder 
NetNet  Fund,  a  mutual  fund 
that  invests  in  Internet  com- 
panies, isn't  completely  sold  on 
tracking  stocks.  "There's  a  con- 
cern that  the  old-school  man- 
agement style  of  the  parent 
company  won't  share  resources  with 
the  new  company.  They  may  not  even 
understand  the  new  business." 

And  shareholders  of  the  tracking 
stock,  such  as  in  the  DLJdirect  deal, 
may  have  no  voting  rights  or  owner- 
ship in  the  specific  corporate  assets 
whose  performance  the  stocks  reflect. 
Sometimes  however,  tracking  stocks 
have  market  cap-based  voting-rights 
systems.  Ziff-Davis  Inc.  shareholders, 
for  instance,  always  get  one  vote  per 
share,  whereas  shareholders  of  the  ZD- 
Net  tracking  stock  are  awarded  votes 
according  to  its  market  cap.  zoNet's 
market  cap  is  now  almost  the  same  as 
the    parent,    so    shareholders  are 


GEORGIA-PACIFIC 
TIMBER  GROUP 

SPRINT 
SPRINT  PCS 

ZIFF-DAVIS 
ZDNET 


25% 


9 


54  K6 


135 


18  X6 


-51V 


since  5/26/99      "since  3/3 1/99        DATA  BLOOMBERG  FINANCIAL  MARKETS 

stocks  of  online  brokerages  have  damp- 
ened across  the  board.  "In  theory,  the 
value  shouldn't  be  sucked  out  of  du 
since  it  owns  the  bulk  of  DLJdirect,  but 
the  market  doesn't  perceive  it  this 
way — it  looks  at  it  as  if  they  were  two 
separate  companies,"  says  Haas 

When  E-brokerage  stocks  bounce 
back,  the  tracking  stock  will  be  the  main 
beneficiary,  not  the  parent,  says  Haas. 
And  the  same  thing  should  happen  with 
the  tracking  stock  of  any  fast-growing 
division.  That's  no  surprise,  as  percep- 
tion continues  to  trump  reality  in  this 
roaring  market. 

By  Marcia  Vickers 
in  New  York 


In  theory,  a  parent's  company  stock  price 
should  reflect  the  value  of  the  tracking  stock 
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YOU'RE  IN  NEW  HANDS 
WITH  ALLSTATE 

The  CNA  deal  adds  lots  of  agents-but  where's  the  Net? 


ALLSTATE  IS 
UPDATING  ITS 
SALES  APPROACH 


With  personal  insurance  sole 
through  the  Internet,  telephones, 
and  aimies  of  independent  agents 
these  days,  who  needs  those  "good 
hands"  people?  That's  the  question  fac- 
ing Allstate  Corp.,  which  for  years  has 
wooed  consumers  with  images  of  smiling 
agents  offering  nothing  but  Allstate  in 
then-  gently  cupped  hands. 

Now,  the  Northbrook  (111.)  company 
is  in  the  process  of  putting  some  of  its 
insurance  sales  into  other  hands.  With 
its  June  9  deal  to  acquire  cna  Financial 
Corp.'s  $1.7  billion  auto  and  homeowner's 
insurance  lines,  Allstate  will  move  be- 


WHO  SELLS 
PERSONAL  INSURANCE 


DIRECT  SELLERS/ 
INTERNET 


yond  its  15,500  dedicat- 
ed agents  to  add  cna's 
3,800  independent 
agents.  It's  the  first 
time  that  Allstate  has 
put  both  on  the  same 
turf,  although  it  al- 
ready uses  independent 
agents  in  rural  areas  or 
to  sell  higher-risk  auto  insurance  under 
the  Deerbrook  brand.  But  consumers  in- 
creasingly want  services  that  let  them 
shop  around,  and  Allstate  wanted  a  piece 
of  that  business.  "We  think  the  right 
thing  is  to  sell  insurance  whenever  and 


DATA:  ALLSTATE  CORP,  BUSINESS  WEEK 


wherever  people  want  to  buy,"  says 
state  ceo  Edward  M.  Liddy. 

The  so-called  captive  agents,  1 
hawk  only  one  brand,  still  control  60' 
all  U.  S.  homeowner's  and  auto-insur; 
sales.  But  Allstate  and  the  other  con 
nies  that  use  them  are  acutely  av 
that  outlets  from  independent  agent 
the  Internet  are  luring  away  a  big  cl 
of  sales.  It's  a  battle  that  airlines  an 
nancial  institutions  have  also  fough 
they  move  to  sell  through  the  Net — 
most  simply  ignoring  protests  from  t 
el  agents  and  brokers  to  get  into  di 
sales.  Liddy  acknowledges  the  dilei 
but  insists  there's  no  cause  for  mu 
among  his  existing  agents. 

Still,  in  a  recent  survey  of  online 
sumers  by  ivans  Inc.,  a  Green 
(Conn.)  company  that  does  E-com: 
and  network  consulting  for  the  i 
ance  industry,  some  26%  were  inte: 
ed  in  buying  insurance  over  the 
At  least  8%  of  all  customers  now 
their  homeowner's  and  auto  insurj 
through  the  Internet  or  800  num] 
vs.  virtually  none  about  five  years 
Liddy  is  not  interested  in  direct 
over  the  Internet,  he  says,  and  the 
deal  is  meant  to  complement  his  e: 
network.  "The  Internet  is  not  hig| 
our  agenda,"  he  says.  "Very  little  o: 
business  is  sold  online."  It's  a  pro 
for  all  insurers,  says  ivans'  Da: 
Carmichael,  "There's  some  concern 
sabotaging  the  channels  they  have 
WARNING  BELL.  Liddy  is  spending 
time  orchestrating  the  delicate  tr 
into  direct  competition  by  keepuij 
two  companies  separate  for  now. 
new  crop  of  independent  agents 
able  to  sell  cna  insurance  for  the 
six  years  but  won't  get  their  han 
the  new  parent's  products.  Mean 
Allstate's  captive  agents  can  con' 
to  sell  that  brand  but  not  cna, 
though  both  line; 
basically  be  the 

Dealing  with 
captive  agents  woi 
easy,  though 
no  way  to  softe 
blow,"  Liddy 
adding  that  "m< 
them  understand 
benefits  of  this 
action."  He  argue: 
Allstate  agents  si 
n't  even  notice  tl 
ference  as  the 
team  will  be  selling  a  different  braf. 

Even  so,  many  Allstate  agents 
that  their  control  of  the  family's 
ance  cabinet  is  clearly  set  to  disatj 
The  deal  propels  Allstate — alrea  " 
second  largest  provider  of  auto 
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do  great  work 

Your  company  is  profitable  and  growing. 
Your  people  are  thriving  and  happy. 
Your  clients  are  loyal  and  satisfied. 
You're  using  enterprise  software 
solutions  from  Infinium. 

As  a  leader  in  business  software  for 
nearly  two  decades,  Infinium  has  helped 
more  than  1,800  companies  innovate 
and  improve  their  businesses,  so  they 
can  do  great  work.  Imagine  what  we 
could  do  for  your  company. 

We're  Infinium.  Get  to  know  us. 


IN  F I N I U  M 

do  great  work 


www.infinium.com/bw 


THINK  PATTERNS.  REAP  PROFITS. 


Whether  you're  a  business  leader  or 
investor,  this  groundbreaking  guide 
will  help  you  to  anticipate  sources 
of  profit  before  they  develop. 
Through  more  than  200  case  studies, 
telling  diagrams,  and  strategy 
exercises,  Pivfit  Patterns  provides 
all  the  tools  you  will  need  to 
capture  tomorrow's  profit  zones. 


Profit  Patterns  is  the  new 
book  from  the  authors  of 
The  Profit  Zone — one  of 
BusinessWeek's  ten  best 
business  books  of  1998. 


"Offers  a  powerful  framework  for  making  sense  out  of  a 
complex  and  changing  business  landscape.  1  hope  our  managers 
read  it  and  our  competitors  don't." 

—John  W.  Madigan,  chairman,  president, 


MERCER. 

Management  Consulting 
http://www.mercermc.com 


and  CEO,  Tribune  Company 


TIMES  BUSINESS 


www  otrandom.com/ profitpotlerns 


Almost  as  bright  as  the  sun... 

Night  Piercer ™ 

1  Million  CandlePower  Halogen  Spotlight 

only  $69^ 

'"'But  read  this  ad  for  an  even  better  deal! 


•  Night  Piercer"' 
constructed  of  heavy- 
duty  high-impact  polypro- 
pylene. It  comes  with  a  super- 
bright  100-icatt  halogen  bulb 
and  red  gel  for  use  as  warning  light.  110-volt 
and  12-volt  rechargers  are  also  included. 


The  Night  Piercer  casts  a  focused  beam  that  can  be 
seen  tor  many  miles.  It  is  20-times  brighter 
than  automobile  headlights,  more  luminous 
than  aircraft  landing  lights.  This  powerful  light 
is  indispensable  for  tracking  and  exploring 
unknown  territory  and  for  any  contingencies  at 
night,  in  plane,  boat,  truck,  or  car.  With  its  red 
gel,  the  Night  Piercer"  can  be  a  lifesaver  in  any 
emergency.  The  unit  contains  two  sealed  heavy- 
duty  lead-acid  batteries  and  can  be  recharged  either  through  your  household  current  or 
through  the  cigarette  lighter  socket  of  your  car,  RV  or  boat.  Both  adapters  are  included. 

We  import  Night  Piercers"  in  very  large  quantities  and  are  therefore  able  to  bring  you 
this  outstanding  accessory  for  just  $69.95.  (Compare  with  our  competitor's  price  of 
$99!).  But  we  have  an  even  better  deal:  Buy  tivo  for  just  $139.90  and  we'll  send  you 
a  third  one,  with  our  compliments — absolutely  FREE!  The  Night  Piercer  "  should  be 
your  companion  on  all  your  travels.  Don't  leave  home  without  it — order  it  today! 

You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and 
pay  by  check  or  Visa/MasterCard.  Please  give  order 
number  #1072E696.  Add  ship./ins.  charge  of  $9.95  for 
one  unit  or  $19.90  for  three  units  (plus  sales  tax  for  CA 
delivery).  You  have  30-day  refund  and  one-year  war- 
ranty. We  do  nc  >t  refund  postage.  For  customer  service 
or  wholesale  information,  please  call  (415)  643-2810. 


2360  Third  St.,  San  Francisco,  CA  94107 


®  Order  by  toll-free  phone:  (800)  797-7367  or  by  fax:  (415)  643-2818  © 
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homeowner's  insurance — from  ] 
place  to  third  in  the  independent  a] 
market.  Seattle  agent  Joseph  J.  N| 
calls  the  on  A  deal  a  warning 
"There  are  a  lot  of  ways  to  get 
product  to  the  consumer,"  says  Ni 
"If  I'm  not  out  there  doing  my  job, 
state  will  find  a  way  to  do  it  wit 
without  me."  Others  are  more  blur 
have  to  be  loyal  to  Allstate,  b 
seems  they  don't  have  to  be  loyi 
me,"  says  a  Connecticut  agent  who 
not  to  be  identified.  But  J.J.  Johns* 
Mansfield,  Tex.,  insists  the  move  is| 
itive  for  him  as  it  improves  the  o 
Allstate  network.  He  contends  th; 
has  "more  competition  from  othe: 
state  agents  than  anyone  selling  c 
After  all,  every  insurer  is  fighti 
find  new  ways  to  build  up  its  busifil 
this  increasingly  competitive  market* 
example,  The  Hartford  Financial* 
vices  Group,  Inc.,  which  has  always  j 
on  independent  agents  to  push  its  I  \ 
ucts,  is  now  building  up  sales  thi 
financial  institutions  and  groups  su  ssdidr 
the  American  Association  of  Retired5! 
sons.  "We  don't  think  of  multiple  !  |ri 
nels  as  sabotaging  any  channel,"  ^"  j 
Stephen  J.  Hasenmiller,  president  c: 
company's  personal  lines  business.  .°ot  °' 
LOYALTY  FACTOR.  Still,  those  wit 
captive  armies  can  find  it  tough  t  -  „. 
new  channels.  While  several  car 
agent  companies,  such  as  Nationwidi 
tual  Insurance  Co.  and  Farmers  II 
ance    Group,    have    moved  to 
independent  agencies,  others  refuj 
budge.  State  Farm  Insurance  Cm 
Bloomington,  111.,  the  country's  la| 
underwriter  of  auto  and  homeowne 
surance,  has  no  plans  to  sell  tlirougli) 
one  but  its  own  16,500  agents.  "Jlfor 


Tl 

'Come 
'•formal 


and  Mic 


v  an 


times  the  loyalty  you  engender  by  L 
through  one  channel  means  morel 
any  marginal  increase  in  sales,"  >< 
Chuck  Wright,  State  Farm's  exe<t 
vice-president  for  agency  and  marki 

But  Allstate  insists  its  new  chili 
are  far  from  marginal.  Indepek 
agents  handle  about  $45  billion  irrefijj 
miums  each  year,  and  Allstate  ha|l  0 
only  2.3%  of  that  pie.  The  cna  acqujt  Q| 
will  bring  it  up  to  5%  and  give  thai 
pany  access  to  legions  of  customer 
simply  won't  buy  from  dedicated  a;i 
"The  insurance  marketplace  is  je 
competitive  right  now,"  notes  Lidd;" 
hard  to  generate  any  revenue  in<e 
without  moving  in  new  directions  1 
now,  the  challenge  for  Allstate  is  toi 
sure  its  captive  agents  are  conbt 
work  alongside  the  new  recruit; 
down  the  road,  both  sides  may  hf 
reckon  with  the  Net. 

By  Diane  Brady  in  Greenwich, 
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PC EXPO  - 

Real  World  IT 

Solutions  for 
Your  Business 

Register  Now...  the 
Excitement  Starts  June  22! 


H  years,  PCEXPO  has  been  the  "don't  miss"  event 
[I  serious  IT  professional;  in  fact,  2/3  of  last  year's 
n  ;es  didn't  go  to  any  other  technology  event. 

i  or  real-world  solutions  to  your  business 
j  technology  issues,  come  to  PCEXPO. 

el  got  over  500  of  the  industry's  leading  vendors 
§j  to  introduce  their  solutions  for  your  IT  needs. 
H  lew  product  announcements  are  made  at  VCEXPO 
id  ly  other  business  technology  event  in  America. 

!  Come  face-to-face  with  thousands  of 
information  technology  professionals. 

m  he  major  players  like  IBM,  Compaq,  3Com, 
U  and  Microsoft,  as  well  as  innovative  start-ups. 
H  °0  provides  an  exceptional  professional 
m  for  you  to  make  IT  purchases,  form  strategic 
ki  iships,  and  network  with  your  peers. 


Plus,  you  can  get  an  insider's  view  on  trends  with  our 
Keynote  Series. 

Avoid  the  line...  Register  Today!!! 

Hurry.  PCEXPO  starts  on  June  22.  Register  now  and 
avoid  the  lines  at  check-in.  Register  on  our  web  site 
(www.pcexpo.com)  and  use  Code  MX69.  See  more  solu- 
tions in  3  days  than  you  could  see  in  months  of  appoint- 
ments. Don't  miss  the  action,  the  networking  and  the 
insights  you'll  find  at  PCEXPO.  Register  today. 


For  an  updated  list 
of  PCEXPO  exhibitors 
visit  www.pcexpo.com 


agister  now  for  PCEXPO  at  www.pcexpo.com 

or  call  1-800-829-3976  (ext.  2982);  International:  212-615-2982. 


PCEXPO  NEW  YORK 

June  22-24,  1999 

Jacob  K.  Javits  Convention  Center 
New  York,  NY 


PCEXPO  ®  is  produced  and  managed  by  Miller  Freeman,  Inc.  (www.mfi.com).  a  wholly  owned  subsidiary  of  United  News  and  Media  pic. 
PCEXPO  ®  is  a  registered  service  mark  of  Miller  Freeman.  Inc.  ©  1999  Miller  Freeman  Group  USA.  All  rights  reserved. 
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INVESTMENTS 


THE  HYSTERIA 
OVER  HEDGE  FUNDS 

It's  just  that.  Most  of  them  are  doing  quite  well,  thank  you 


Another  Long-Term  Capital  Man- 
agement crisis?  On  June  11,  the 
markets  plummeted  on  rumors  that 
Julian  Robertson  Jr.'s  $13  billion  Tiger 
Management  fund  group  had  been  beset 
by  massive  redemptions.  The  losses 
were  supposedly  so  huge  that  Tiger 
would  have  to  liquidate  positions — 
thereby  threatening  turmoil  in  the 
world  financial  markets.  Last  fall,  LTCM 
had  made  a  massive  bet  on  currencies 
that  turned  sour,  hammering  the  mar- 
kets. But  this  time  there  was  one  era- 


UM  FUND 


cial  difference — the  rumors  were  false. 

Tiger  had  indeed  been  subject  to  re- 
demptions— but,  at  $1  billion  or  so,  they 
were  far  less  than  rumored.  The  fund 
had  ample  cash  to  meet  them  without 
liquidating  so  much  as  a  single  stock. 
The  market  tumult  on  June  11  amply  il- 
lustrated that  Wall  Street  was  ready  to 
believe  the  worst  about  the  titans  of 
the  hedge-fund  world. 

The  rumors  were  believable  for  a 
simple  reason.  The  Big  Two  of  hedge 
funds — Robertson's  Tiger  funds  and 
George  Soros'  Quantum  hedge  fund — 
have  indeed  performed  poorly  this  year. 
But  there's  little  reason  for  concern. 
Unlike  Long-Term  Capital,  both  fund 
groups  remain  highly  liquid. 


While  the  Street  has  been  speculating 
about  Robertson  and  Soros,  the  mar- 
ket has  ignored  the  fact  that  the  vast 
majority  of  hedge  funds  are  actually  do- 
ing quite  well  this  year.  According  to 
figures  compiled  by  the  Hennessee 
Group  LLC,  hedge  funds  gained  9.8% 
through  May  31,  beating  the  Standard 
&  Poor's  500-stock  index  by  three  per- 
centage points. 

The  difference  between  the  often 
hysterical  public  perception  and  the  far 
calmer  reality  is  easy  to  understand. 


How  Hedge  Funds 
Have  Fared 


FUND  CATEGORY 

PERFORMANCE 

THROUGH  Ml 

TECHNOLOGY 

22.3% 

EMERGING  MARKETS 

11.7 

VALUE 

11.7 

GROWTH 

10.8 

INTERNATIONAL 

9.9 

CONVERTIBLE  ARBITRAGE 

8.7 

FINANCIAL  EQUITIES 

7.2 

HIGH  YIELD 

3.5 

MACRO 

1.5 

SHORT-ONLY 

-7.5 

HENNESSEE  HEDGE  FUND  INDEX 

9.8 

S&P  500 

6.5 

DATA:  HENNESSEE  GROUP  LLC 

Hedge  funds  are  private  investment 
partnerships  that  buy  stocks  and  sell 
them  short,  and  a  few  also  use  risky 
strategies  like  currency  speculation. 
Tlic  few  that  engage  in  speculation  are 
the  "macro"  funds  that  take  large  bets 
in  currencies  as  well  as  stocks.  And 
this  year,  hedge  funds  have  done  well 
across  the  board  (table).  A  big  excep- 
tion: macro  funds,  which  are  up  just 
1.2%  through  the  end  of  May.  A  bet 
against  the  yen  has  hurt  many  macro 
managers. 

Robertson  and  Soros  have  done  even 
worse.  Robertson's  largest  fund,  the  off- 
shore Jaguar  fund,  was  down  7.6% 
through  June  11,  after  a  dismal  1998  in 
which  the  fund  declined  4.1%.  Soros' 


Quantum  Fund,  up  12.4%  in  199 
down  11.8%  through  June  11.  Mo 
these  declines  took  place  early  ir 
year,  when  bad  currency  bets  took 
toll  on  Quantum,  and  poor  stock 
contributed  to  Robertson's  lousy 
formance.  Robertson,  who  was 
meled  by  a  bet  against  the  yen  lat< 
year,  has  greatly  reduced  his  macro  ™ 
in  recent  months,  according  to  peopl 
miliar  with  his  funds.  Spokesmen 
both  funds  declined  to  comment 
licly  on  the  funds'  performance. 
"PLAIN  VANILLA."  Tiger  and  Quai 
are  dramatically  different  from  the 
ical  hedge  fund.  Most  hedge  funds 
to  be  far  smaller,  making  it  unn 
sary  for  them  to  use  leverage  or  s 
late  in  currencies  to  get  good  returi 
good  example  is  the  $25  million, 
hattan-based  Penfield  Partners, 
is  up  9%  this  year.  The  fund, 
helps  manage  funds  from  the  \fi 
family  of  Dean  Witter  fame,  engaj 
"bottom-up"  stock-picking  among 


capitalization  "value"  stocks.  Pen! 
conservative,  making  only  minim 
of  margin.  "We're  plain- vamT 
vestors,"  says  Jeff  Schuss,  its  poj 
manager.  The  firm  holds  a  broac/ 
versified  portfolio — a  utility  here, 
ing  stock  there,  as  well  as  a  hotel 
health-care  company.  Its  largest 
ing  is  a  company  that  leases  conM 
for  cargo  ships. 

Funds  like  Penfield  are  easily 
shadowed  by  the  heavily  pubH 
recent  travails  of  George  Sore 
Julian  Robertson.  But  they  a 
more  typical.  For  hedge-fund  inv  t 
and  for  the  markets  as  a  whole,  I" 
just  as  well. 

By  Gary  Weiss  in  Net 
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doyourwebstuffaster 

searchfaster 

discoverwebradiof aster 

don'tyouwanttobefaster 

deployitfaster 

filloutinternetformsfaster 
iloptotallymindblowingappsfaster 


download 
Internet  Explorer  5 

and 

do  stuff  faster 


Microsoft-  Internet  Explorer  5  is  here.  And  it  helps  you  do  stuff  faster 
on  the  Internet  because  it's  faster  and  it  lets  you  be  faster.  Windows- 
with  Internet  Explorer  5  renders  pages  up  to  60%  faster  than  Netscape 
Navigator  4.5*  And  thanks  to  IntelliSense"  technology,  it  makes  you 
faster  by  reducing  the  number  of  key  strokes  needed  to  get  stuff  done. 
For  example,  Internet  Explorer  5  corrects  misspelled  Web  addresses  and 
even  automatically  fills  in  forms  for  you.  Downloading  Internet  Explorer  5 
is  fast,  simple,  and  freer  Download  it  now  and  do  stuff  faster, 
www.  m  icroso  ft.  com/win  dows/ie 


r 1  iMj 

Internet 


Where  do  you  want  to  go  today? 


Microsoft 


arch  1999  On  a  LAN  connection.  Internet  Explorer  5  was  on  average  20%  faster  than  Netscape  Navigator  4.5  and  as  much  as  60%  faster  on  certain  sites 
fie  charges  may  apply.  ©1999  Microsoft  Corporation.  All  tights  reserved.  Microsoft.  IntelliSense,  Windows  and  Where  do  you  want  to  go  toda/5  are  either 
■  Jemarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 
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COMMENTARY 

By  Joseph  Weber 


WHY  GOLDBUGS  FEEL  SO  SQUASHED 


Ever  since  the  mid-1980s,  gold- 
bugs  have  been  sounding  the 
same  theme:  Gold  should  be  an 
essential  part  of  any  portfolio.  Even 
as  gold  prices  have  slumped  in  the 
face  of  persistently  low  inflation, 
advocates  of  investing  in  the  met- 
al maintained  that  gold's  day 
would  come,  in  the  event  of  some 
major  crisis  or  a  return  to  infla- 
tion. The  World  Gold  Council, 
in  a  new  ad  campaign, 
argues — against  the  last  20 
years  of  history — that  the 
yellow  metal  keeps  its  value 
over  time.  "A  portfolio  with- 
out gold  is  a  luxury  you  can 
no  longer  afford,"  proclaims 
the  ad. 

Well,  gold's  day  has  so  far 
not  come,  and  it's  not  likely 
to  come  anytime  in  the  fore- 
seeable future.  Look  at  how 
the  markets  reacted  to  the 
mid-May  announcement  that  con- 
sumer prices  in  April  had  climbed  to 
the  highest  monthly  rate  in  nine 
years.  Bond  and  stock  prices  fell. 
And  gold?  It  didn't  "hedge";  it 
dropped  in  price.  And  it  has  actually 
continued  to  decline,  even  as  inflation 
jitters  have  sent  interest  rates  to 
their  highest  level  in  more  than  a 
year.  By  June  15,  gold  was  down  to 
$261  an  ounce,  near  its  20-year  low. 
That's  a  far  cry  from  $800  an  ounce 
in  early  1980. 

MAY  SURPRISE.  With  the  surprising 
news  that  the  consumer  price  index 
showed  zero  increase  in  May,  the  in- 
flation scare  may  prove  to  be  short- 
lived. But  it  nonetheless  marked  the 
death  knell  for  gold  as  a  hedge.  And 
as  governments  sell  off  more  of  their 
holdings — one  of  the  main  factors 
that  has  caused  the  gold  slide — the 
decline  is  bound  to  accelerate.  Presi- 
dent Clinton  has  been  urging  that 
the  International  Monetary  Fund  sell 
some  of  its  gold  holdings  to  help  for- 
give the  debt  of  poor  countries.  Fi- 
nance ministers  at  the  recent  Group 
of  Seven  meetings  agreed  in  princi- 
ple, and  political  leaders  are  expect- 
ed to  endorse  the  plan  by  June  18. 

This  is  not  universally  joyous 
news.  Mining-company  execs  and  the 
leaders  of  mining-dependent  coun- 


tries, such  as  Indonesia  and  South 
Africa,  have  expressed  alarm  over 
the  latest  price  slides.  The  declines 
are  triggering  thousands  of  job  cuts 
as  mines  scale  back  or  shut  down 
around  the  world.  Companies  that 
can't  produce  gold  below  current 
prices  are  disappearing.  Some  are 
being  snapped  up  by  such  outfits  as 
Barrick  Gold  Corp.,  whose  low-cost 
production  allows  it  to  make  money 
at  today's  low  levels.  "We're  still  able 
to  make  a  lot  of  money,"  says  Bar- 
rick Chief  Executive  Randall 
Oliphant.  But  even  Barrick's  stock 
has  suffered  as  gold  prices  have 
dived. 

GOLD'S  DECLINING  LUSTER 


SPOT  GOLD  PRICES 
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DATA:  BIOOMBERG  FINANCIAL  MARKCTS 


Goldbugs  are  fuming  at  govern- 
ment leaders  who  have  been  pushii 
for  sales  from  gold  reserves.  The; 
are  especially  distressed  that 
Britain  wants  to  cut  its  715  rrn 
ric  tons  of  gold  reserves  to  3i 
over  the  next  few  years,  re- 
ducing gold  to  just  7%  of  its: 
overall  reserves  from  16.7% 
Such  moves  could  severely 
damage  much  of  the  mining 
dependent  Third  World,  say 
George  Milling-Stanley,  chie 
market  analyst  at  the  Work 
Gold  Council. 

In  fact,  continued  sales 
from  government  gold  re- 
serves seem  inevitable,  con- 
sidering the  metal's  long  pri 
slide.  Most  countries  have  t 
come  highly  diversified,  hol( 
ing  dollars,  euros,  yen,  and 
other  currencies,  along  with 
gold.  "Gold  has  not  been  a 
very  helpful  central  reserve  asset  |] 
the  world's  governments  and  centr 
banks,"  says  Brookings  Institution 
senior  fellow  Ralph  C.  Bryant.  "If 
been  at  the  bottom  of  the  barrel  ft 
a  long  time." 

As  governments  scale  back  theii 
holdings,  the  private  markets  have 
taken  up  the  slack.  Consumption  ii 
continuing  to  outpace  production— 
with  the  shortfall  being  filled  by  gf 
ernment  gold  sales.  Instead  of  silt 
in  vaults,  gold  is  becoming  more 
ular  for  jewelry  and  high-tech  mai 
facturing.  This  has  kept  the  metal 
from  declining  even  more. 

True,  in  many  of  the  less  stable 
places  in  the  world,  gold  will  conti 
ue  to  have  an  economic  role.  Whei 
Indonesia  went  through  its  recent 
convulsions,  for  instance,  people  w 
held  gold  protected  some  of  their 
wealth.  By  continuing  to  retain  m 
of  its  value  while  the  rupiah  piling 
the  metal  served  its  traditional  fu 
tion.  But  that  function  is  rare  nov 
days.  Central  banks  are  recognizii 
that,  and  so  should  investors.  Gol< 
belongs  in  satellites,  wedding  ring 
and  dental  work.  Anywhere — but 
in  your  portfolio. 


Toronto  Bureau  Chief  Weber  a 
ers  the  gold  market. 
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Students  start  business. 
Business  makes  profit. 
Students  use  profits  to  teach  children 
about  the  free  market  system. 

Its  enough  to  give  a  capitalist  goose  bumps. 


The  students  were  from  Pittsburg  State 
University,  Pittsburg,  Kansas.  They  didn't 
start  one  business,  but  successfully  ran 
six  businesses.  And  the  profits  they  made 
funded  53  educational  programs  they 
developed  and  actively  taught  throughout 
their  community. 

The  students  were  SIFE  team 
members.  SIFE  (Students  In  Free 
Enterprise)  sponsors  student  teams  on 
more  than  500  college  campuses.  SIFE 
provides  students  with  what  they  cant 
get  in  a  classroom  —  real  life  experience, 
working,  living  and  breaming  as  entrepreneurs. 

Judith  Borck,  President  and  CEO 
of  Country  Home  Bakers,  says:  "SIFE  has 
renewed  my  faith  in  young  people.  They 
accomplish  so  much  in  a  short  time  and, 
more  importandy,  they  make  a  real 
difference  in  their  communities." 

Len  Roberts,  President  of  Tandy 


Corporation/RadioShack,  says:  "SIFE 
creates  good  salesmanship  and  teaches 
the  students  how  to  lead  —  something 
that  is  not  taught  anywhere." 

Bob  Martin,  President  and 
CEO  of  Wal-Mart  International  says: 
"SIFE  provides  one  of  the  cornerstones 
for  the  future  of  free  enterprise.  When 
I  look  at  these  students,  I  see  their 
excitement,  entrepreneurial  spirit  in 
action  —  and  it's  inspiring." 

Through  SIFE,  college  students 
learn  to  lead  by  helping  others  succeed. 
But  for  SIFE  to  grow,  your  time  and 
expertise  as  business  leaders  are  needed. 
We  urge  you  to  call  the  number  below  and 
get  involved  as  a  SIFE  competition  judge, 
donor  or  guest  speaker. 
The  expenence  is 
guaranteed  to  give 
you  goose  bumps. 


SIFE 


STUDENTS  IN  FREE  ENTERPRISE  'S 


"Helping  people  achieve  their  dreams  through  free  enterprise  education."  Call  I-800-677_SIFE. 

Active  Spotisors:  Black  &  Decker,  GNB,  GE,  P  6r  G,  Reynolds  Metals,  Dirt  Devil,  Chrysler  Fund,  The  McGraw-Hill  Cos.,  plus  400  more  of  America 's  leading  compan 


had  Beck 


Two  Honored  for  Outstanding  Achievements 


Michael  Beck,  Director  of  San  Diego's 
Endangered  Habitats  League,  is  the  winner  of 
our  1999  Alexander  Calder  Conservation 
Award.  His  Natural  Communities  Conservation 
Plan  will  set  aside  172,000  acres  of  coastal 
habitat,  protecting  80  rare,  threatened  and 
endangered  animal  and  plant  species.  The  plan 
also  enables  appropriate  development  over  a 
surrounding  378,000  acres.  Michael  has  so  ably 
demonstrated  that  through  hard  work  and  com- 
promise, economic  and  environmental  progress 
can  be  achieved  together. 


Kim  Waltmire,  a  second-grade  teacher  at  Jack 
Jackter  Elementary  School  in  Colchester,  CT,  is 
the  winner  of  our  1999  Gene  Cartledge  Award 
for  Excellence  in  Environmental  Education. 

Eight  years  ago  Kim  created  a  program  that 
brings  together  her  students  and  senior  citizens 
to  study  important  environmental  issues.  In 
1998,  participants  studied  environmental  issues 
on  Long  Island  Sound,  and  learned  how  a  clean 
environment  is  vital  to  a  healthy  economy. 
We  salute  Kim  for  her  outstanding  commitment 
to  teaching. 


Union  Camp 


THE  CONSERVATION  FUND 


Union  Camp  Corporation  and  TIk  Conservation  Fund  are  proud  to  recognize  the  special  people  who  help  stiike  a  baland 
between  the  interests  of  the  economy  and  conservation.  We  do  so  through  two  annual  awards  -  The  Alexander  Calde^ 
Conservation  Award  and  the  Gene  Cartledge  Award  for  Excellence  in  Environmental  Education. 

<  )ur  1 999  winners  each  received  a  $10,000  grant  from  Union  Camp  at  a  ceremony  held  in  their  honor  in  Washington  D.CjJ 

/ 1  >r  addith  mal  information  call  (703)  683-2996  or  (973)  628-2482,  or  visit  our  web  site  at  www.  unioncamp.com 


It's  never  too  early  to  teach  our  kids  about  economics. 

rhances  are  your  children  are  nat  familiar  with  401(10  plah,  They  are.  afle,  all.  childrer.  As  they 
JZ  a  paa  a.  America's  Premise.  Far  mare  i—an,  *■  aur  Web  s„e  a,  Ww*.mca,a«,h,,,.com. 


America's  Promise 

The  alliance  for  youth'- 


The  McGrawHill  Companies 

Keeping  the  world  up  to  speed. 
The  McGraw-Hill  Companies  is  keeping  America's  Promise. 


Science  &  Technology 


THE  INTERNET 


THE  NET'S  NEXT 
BATTLE  ROYAL 

Video:  The  technology  isn't  there,  but  the  competition  is 


Techies?  at  Hoiflfc 
Box  Office  Inc. 
were  not  im- 
pressed when  the 
first  wave  of  video  hit 
the  Internet  about  two 
years  ago.  "It  was 
postage-stamp  stuff, 
with  slow-moving  pic- 
tures and  poor  resolu- 
tion," says  Kevin  C. 
Dowdell,  HBO's  vice- 
president  for  interac- 
tive ventures. 

Today,  Dowdell 
paints  a  very  different 
picture.  Video  trailers 
from  upcoming  shows 
are  now  one  of  the 
biggest  attractions  on 
HKO.com.  And  on  Apr. 
30,  hbo  used  software 
from  Apple  Computer 
to  "Webcast"  a  live  30- 
minute  show  with  co- 
median Dennis  Miller 
directly  to  fans'  personal 
Computers.  The  technology 
isn't  dependable  enough 
for  24jhour-a-day  broad- 
casts,'says  Dowdell,  "but  we  know  video 
Webcasting  is  coming.  It's  better  to  em- 
brace the  trend  than  to  be  wary  of  it." 

hbo's  change  of  heart  shows  how 
quickly  the  landscape  is  changing  in  the 
chaotic  world  of  Internet  broadcasting. 
Two  years  ago,  the  term  "Webcast"  re- 
ferred to  audio.  It  meant  using  soft- 
ware tricks  to  "stream"  live  news  and 
sports  updates  or  music  to  PC  users 
without  interminable  file  downloads. 

Now,  video  is  the  new  hot  button, 
thanks  to  rapid  advances  in  network  in- 
frastructure, storage  capacity,  and  com- 
pression technology.  Dell  Computer,  In- 
tel,  and  Microsoft  are  Webcasting 
meetings  with  executives.  Film  studios 
are  posting  trailers  of  their  new  flicks. 
TV  networks  and  cable  channels  are  tip- 
toeing  toward  regular  sports  and  news 
Webcasts.  "Video  is  probably  the  most 
mderhyped  business  on  the  Internet," 
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WEBCASTING  SWEEPS 
THE  NET 

JUNE,  1998  RealNetworks  and 
America's  Health  Network  prove 
there's  a  market  for  video  by  drawing 
1.4  million  viewers  to  a  Webcast  of 
the  Internet's  first  live  birth. 

says  analyst  Jae  Kim  at  consultants 
Paul  Kagan  Associates  in  Carmel,  Calif. 
"Hut  that  is  going  tn  change." 

Don't  expect  to  be  blown  away  by 
the  video  on  your  PC  screen.  Compared 
with  TV,  or  even  cd-roms,  live  video  on 
the  Web  still  looks  coarse  and  jerky. 
That's  because  even  in  compressed  form, 
the  video  files  are  made  up  of  huge 
numbers  of  digital  packets,  which  are 
transmitted  in  a  continuous  stream.  It  is 
a  much  bigger  challenge  than  E-mail 


and  other  data-file  transfers  in  vfl 
packets  are  sent  out  in  bursts  and  I 
reassembled  at  their  destination.  L 
of  those  E-mail  packets  gets  lost, 
computer  automatically  requests 
it  be  resent.  With  streaming  m 
there's  no  time  for  that.  "We  fire 
video  packets  at  you  in  real  time, 
plains  Philip  E.  Rosedale,  chief 
nology   officer   of  streaming-rr 
leader  RealNetworks  Inc.  in  Se; 
"If  you  miss  one,  it  probably  isn' 
trieved."  Worse,  as  more  people 
streaming  video  and  audio,  net' 
congestion  gr 
more  bits  get  gat 
or   lost,   and  ir  | 
quality  deteriorate 
SHARPER  IMAGE.  \1 
ing  out  these 
and  bringing  Webl 
up  to  entertaini 
grade  is  no  meanl 
hbo's  Dowdell  fig 
it  will  take  at 
three    more  yl 
Full-length  streaj 
movies  on  the 
could  take  even  ki 
according  to 
Weiner,  vice-presi 
of  NetRatings  Inl 
audience-measureii 
firm. 

Nobody  wan 
wait  that  lonj 
streaming-media 
panies  and  their 
width  partners 
cos,  Internet  se 
providers,  and  satellite 
panies — are  deploying 
riety  of  new  techniqiJ 
speed  sharper  in) 
into  homes  and  offices.  The  most 
ous  roadblock,  today's  slow  modem: 
be  mitigated  when  cable  modem 
the  fast  copper-based  technology 
digital  subscriber  line  become  1 
adopted.  Removing  that  logjam  ci 
"a  significant  opportunity  for  We 
ing,"  says  Rick  Mandler,  vice-prei 
for  new  media  at  abc  Broadcast: 
New  York. 

A  bigger  challenge  will  be  fixir 
Internet  itself.  This  sprawling  ne' 
of  networks  simply  doesn't  handle 
streams  efficiently.  Today,  each  use 
clicks  to  view  a  Webcast  receives  ; 
arate  stream.  Multiply  that  by  mi 
"and  video  streaming  begins  to 
big  problems,"  says  Hamid  Ah 
vice-president  for  networking  am 
tributed  systems  at  AT&T  Lai 
Florham  Park,  N.J. 

To  reduce  congestion  caused  by 
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Sponsored  by: 


Aon 


Lucent  Technologies 

Sapient 

Priority  Mail 
from  the 


United  States 
Postal  Service 


With  support  from: 
Diner's  Club 


Lincoln 


The  State  of  Mississippi 


And  the  assistance  of: 
The  Business  Round-table 
Spencer  Stuart 


A  Division  of The  McGraw-Hill  Companies 


naldFites,  Caterpillar,  Inc.  ;  Paul  Krugman,  MIT;  Nicholas  G.  Moore,  PricewaterhouseCoopers;  Randall 
bias,  Eli  Lilly  and  Company;  Sanford  Weill,  Travelers  Group;  Gary  Wendt,  GE  Capital  Corporation,  among 
lers.  To  ensure  privacy  and  to  promote  candid  discussion,  all  sessions  will  be  conducted  in  a  closed-door 
ting.  Among  the  topics  to  be  addressed  are  processes  and  strategies  for  succeeding  in  an  integrated  glob- 
economy,  as  well  as  assessments  of  past  and  future  leadership  skills. 


ou  have  received  an  invitation,  we  urge  you  to  RSVP  today. 

ou  have  not  received  one  but  believe  you  should  attend,  please  contact  us. 

tiply  call  212-512^4804.  ,» 


Science  &  Technology 
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FEBRUARY,  1999  Thousands  of 
•owdy  Netizens  swamp  computers  at 
Broadcast.com  when  it  tries  to  host 
an  online  fashion  show  for  Victoria's 
Secret.  The  event  spotlights  technical 
;hallenges. 

casting,"  Cisco  Systems,  Sun  Microsys- 
tems, and  others  have  developed  multi- 
cast routers  and  servers  that  let  many 
computers  share  a  single  video  stream 
for  long  portions  of  the  route.  Packets 
can  still  get  lost.  But  at&t,  for  one,  is 
developing  technology  that  makes  it 
simpler  and  cheaper  to  recover  them. 
And  along  with  other  telcos  and  isps, 
vr&T  is  pursuing  schemes  to  let  net- 
works assign  special  priority  to  audio 
and  video  streams  so  that  there  will  be 
less  interference. 

ONE-STOP  SHOPPING.  At  the  same  time, 
RealNetworks,  Microsoft,  and  other 
streaming-media  companies  want  to 
make  sure  that  popular  Webcasts  get 
hosted  or  stored  at  multiple  distribu- 
tion points,  known  as  proxies  and 
caches,  to  reduce  the  distance  be- 
tween the  video  source  and  its 
destination.  They're  working  with 
a  gang  of  startups  with  names  like 
Akamai  Technologies  Inc.  and 
Sandpiper  Networks  Inc.  to  forge 
virtual  pathways  across  the  Net 
so  that  audio  and  video  can  zip 
down  their  own  lanes  without 
mingling  with  other  types  of  traf- 
fic. Indeed,  RealNetworks'  Web- 

JUNE,  1999  Apple  introduces 
its  Quick  Fine  4.0  video  soft- 
ware, which  .von  raves  last 
month  in  bet  tests  with  Lucas- 
film.  Thousan  >  of  Phantom 
Menace  fans  I  ^ve  downloaded 
QuickTime  clip  5  from  the  film. 


casting  unit,  the  Real  Broadcast 
Network,  is  creating  an  entire 
ecosystem  of  hardware  and  band- 
width partners  such  as  Sun,  In- 
tel, Inktomi,  and  AT&T,  thus  of- 
fering one-stop  shopping  to 
Webcasting  customers. 

Some  streaming-technology 
companies  do  double  duty  as 
hosts  for  Webcasts.  Bolstered  by 
a  7.5%  equity  investment  from 
nbc,  San  Diego-based  Intervu 
Inc.  sells  knowhow  in  delivering 
video  over  a  distributed 
network.  If  that  soccer 
match  you  want  to  see  is 
in  Los  Angeles  and  you  log 
on  in  Denver,  the  broad- 
cast gets  delivered  by  a 
server  just  a  few  miles 
away.  This  approach  has 
attracted  a  cadre  of  major  media 
companies  to  Intervu,  including 
Cable  News  Network,  Bloomberg, 
and  Saatchi  &  Saatchi,  as  well  as 

NBC. 

Will  all  these  upgrades  usher 
in  a  new  age  of  Net-based  video? 
Most  experts  say  yes.  Just  a  few 
years  ago,  notes  Microsoft  Chief 
Technology  Officer  Nathan  P. 
Myhrvold,  the  audio  and  video 
performance  of  cd-roms  was  in- 
ferior to  TV.  Now,  PC  audio  is  bet- 
ter. Still  pictures  are  superior  on  pes. 
With  high  bandwidth  and  fast  chips,  "PC 
video  will  also  be  higher  quality  than 
anything  on  TV,"  says  Myhrvold. 

Even  in  its  current,  rough  state,  it's 
amazing  how  quickly  streaming-audio 
and  video  are  taking  root.  Broad- 
cast.com,  the  world's  largest  host  for 
Webcasts  of  news,  sports,  and  corpo- 
rate events,  claims  more  than  1.1  million 
visits  each  day.  President  and  co-founder 
Mark  Cuban  says  revenues  are  growing 
30%  per  quarter.  RealNetworks  Inc. 


claims  70  million  registered  users  of 
audio  and  video  software — more  th 
triple  last  year's  installed  base.  And  t 
pie  Computer  says  that  5  million  peo 
downloaded  QuickTime  4.0 — the  sc 
ware  used  for  hbo's  Dennis  Miller  W 
cast — during  a  50-day  beta  test  prec 
ing  its  June  8  introduction. 

Total  revenues  in  this  business 
still  minuscule.  All  publicly  trac 
streaming-media  companies  combir 
pulled  in  a  meager  $288  million 
year,  according  to  Kagan. 
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MAY,  1999  Intervu  proves  that  tin 
startups  can  compete  in  video. 
Teaming  up  with  TBS  Superstation 
Intervu  Webcasts  two  NASCAR  rac 
Partly  owned  by  NBC,  Intervu  also 
handles  news  and  film  clips  for  C 
and  others. 

But  with  the  advent  of  broadb 
advertisers  are  bound  to  jump  on 
Webcasting  bandwagon,  predicts  A 
Mandler.  That's  because  it's  easie 
weave  shopping  options  into  the  ii 
of  Web-based  entertainment 
into  ordinary  television.  You  s 
sofa  that  you  like  in  a  video  ^ 
cast,  and  you  click  to  order  it 
If  consumers  find  this  ides 
pealing,  then  by  2008,  Webcas 
could  see  $20  billion  a  year  i 
revenues  and  transactional  s 
with  merchants,  according  to 
gan.  Dreams  like  that  aren't 
upon  the  squinty  little  video 
dows  on  today's  cramped  PC  c 
tops.  But  with  industry  stars 
nimble  startups  all  lining  up 
picture  is  bound  to  get  better 
better1. 

By  Neil  Gross  in  New  | 
with  Steven  V.  Bruit  in 
Angeles 


.OnnCCt  with  the  Future  of  Business 


E-business  makes  things  move  faster.  Business  Week  offers  two  ways  to  help 
you  keep  up:  Business  Week  e.biz,  a  five-times-a-year  comprehensive  magazine 
supplement,  and  the  Business  Week  e.biz  Web  site.  Updated  daily, 
e.biz. businessweek.com  helps  you  work  smarter  and  make  the  best 
decisions  to  take  your  company  successfully  into  the  age  of  E-business. 
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VOLUNTEERS  TO 
PHONE  E.T. 
ARE  LINING  UP... 

THE  RACE  IS  ON  TO  CLAIM  A 

spot  in  history  by  finding  the 
first  evidence  of  intelligent  life 
elsewhere  in  the  universe. 
Since  it  was  launched  on  May 
15,  SETi@home  has  gathered  a 
half-million  individuals  to  join 
the  search  for  extraterrestrial 
intelligence  (SETI). 

Run  by  the  University 
of  California  at  Berkeley, 
SETi@home  is  a  clever  way 
of  sifting  the  vast  amount  of 
radio  signals  from  outer 
space.  Anyone  with  an  Inter- 
net link  can  pitch  in  by  log- 
ging in  to  http://setiathome. 
ssl.berkeley.edu.  When  a 
home  computer  isn't  in  use,  it 
crunches  data  downloaded 
from  the  Arecibo  radio  tele- 


scope in  Puerto  Rico.  The 
analysis  program  is  like  a 
screen  saver — it  stops  as 
soon  as  a  user  touches  the 
keyboard.  When  finished,  the 
computer  calls  sETi@home  to 
report  the  results  and  grab 
the  next  chunk  of  radio  data. 

Meanwhile,  Australia  has 
just  expanded  its  seti  effort. 
The  seti  center  at  the  Uni- 
versity of  Western  Sydney 
Macarthur  has  developed  a 
vastly  more  powerful  control 
system  for  the  Parkes  radio 
telescope  in  New  South 
Wales.  Before,  the  telescope 
could  pick  up  and  record  only 
8  million  frequencies.  Now,  it 
can  handle  58  million  chan- 
nels. So  the  Australians 
will  soon  be  joining  the 
SETi^home  project.  □ 


...AND  THERE  COULD 
EVEN  BE  A 
CHANCE  TO  VISIT 

STAR   TREK'S  FASTER-THAN- 

light  spaceship,  the  USS  En- 
terprise, might  not  be  science 
fiction  after  all.  Although  the 
laws  of  physics  hold  that 
nothing  can  accelerate  to  light 
speed,  it  may  be  possible  to 
hop  to  a  distant  spot 
in  the  universe  by  dis- 
torting the  space-time 
continuum. 

That  radical  notion 
was  proposed  five 
years  ago  by  physicist 
Miguel  Alcubierre  at 
the  University  of 
Wales.  His  calcula- 
tions show  it  is  theoretically 
possible  to  create  a  bubble  in 
space-time  around  a  space- 
ship. The  ship  would  remain 
motionless  within  this  bub- 
ble, and  the  bubble  could 
move  through  space-time  to  a 
place  light-years  away  in  a 
relative  eye-blink.  But  the 
initial  excitement  soon  died 
down  when  other  physicists 
calculated  how  much  energy 
would  be  needed  to  create  a 
space-time  bubble.  Answer: 


the  nuclear  output  of  trillions 
and  trillions  of  suns.  In  fact, 
the  entire  universe  might 
have  energy  enough  for  only 
one  warp  bubble. 

However,  interest  in  warp 
bubbles  has  just  been  re- 
vived. Chris  Van  Den  Broeck, 
a  theoretical  physicist  at 
Catholic  University  in  Leu- 
ven,  Belgium,  has  found  a 
way  to  slash  the  energy  re- 


quirement—by 1061.  That's  10 
followed  by  20  sets  of  triple 
zeroes.  But  even  with  this 
huge  reduction,  a  starship  re- 
mains a  distant  dream.  You 
would  still  need  the  energy 
of  a  whole  sun — and  it  has 
to  be  so-called  "negative"  en- 
ergy, an  esoteric  form  of  en- 
ergy that  nobody  knows  how 
to  produce  outside  of  physics 
equations  and  theories.  So 
don't  count  on  visiting  Alpha 
Centauri  any  time  soon.  □ 


SATURDAY  NIGHT  AT  THE  HOLOGRAPHS? 

HOLOGRAPHIC  POLAROIDS  AND  MOVIES?  COULD  BE.  A 

research  team  at  Riso  National  Laboratory  in  Roskilde, 
Denmark,  has  developed  a  film  for  instant  holographic 
snapshots.  And  the  researchers  expect  to  refine  the 
process  for  consumer  cameras  that  can  create  holograms 
with  ordinary  light.  Even  holographic  movies  would  then 
be  feasible,  says  team  leader  P.  S.  Ramanujam. 

The  technology  still  requires  laser  fight,  just  like  con- 
ventional holography.  Pulsed  light  from  an  yttrium-alu- 
minum-gamet  (yag)  laser  is  split  in  two.  One  half 
bounces  off  the  subject,  the  other  is  aimed  directly  at 
the  new  film — which  is  made  from  azobenzene,  a  type  of 
polyester  used  in  the  rubber  and  dye  industries.  When 
the  two  pulsed-light  beams  meet  on  the  film,  they  pro- 
duce a  so-called  interference  pattern  that  forms  the  im- 
age. Shine  another  laser  on  the  film,  and  the  image 
leaps  out  in  full  three-dimensional  glory. 

The  process  can  create  20  holograms  a  second.  That's 
enough  for  3-D  movies  that  don't  require  special  glasses. 
Ramanujam's  team  is  now  photographing  puppets  for  a 
3-D  cartoon.  But  don't  expect  the  ordinary-light  cameras 
to  hit  the  market  for  several  years.       Nellie  Andreeva 
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■  Forget  raw  veggies,  ifr 
know  what's  good  for  I 
Cooked  vegetables  prole 
four  to  five  times  moreB 
tection  against  heart  dial 
and  cancer,  according  m 
pan-European  research  ■ 
based  at  the  Institute 
Food  Research  in  Nonj 
England.  That's  because  I 
ing  softens  the  plant  cell 
human  digestive  tracts] 
absorb  more  carotenoids-ji 
antioxidants  that  combaJ» 
sue  aging  and  hardening 
the  arteries. 

■  Friction  between  a  tm 
wheels  and  the  top  oil 
rails  is  essential  for  rm 
ment.  But  friction  betH 
the  wheels  and  the  sidH 
the  rails  causes  stresses 
can  lead  to  cracking.  9fl 
searchers  at  ArgonneBj 
tional  Laboratory  in  lira 
are  using  lasers  to  ra|K 
melt  the  surface  of  thjB 
sides.  This  "laser  glazin|| 
feet  makes  them  shekel  |i 
ting  friction  by  up  tol 
and  stress-cracking  \m 
much  as  75%  in  tests  hi 
Association  of  American! 
roads.  The  trick  could t 
U.S.  railroads  $40  millicjl 
year  in  fuel  and  $16  Mf 
on  rail  replacement.  I)  <  -I 
also  be  used  to  reducm 
tion  on  gears  and  othenM 
surfaces. 

■  Gene  therapy  coul 
come  more  effective,  tit 
to  the  efforts  of  a  tep 
Japanese  scientists, 
problem:  When  dna 
jected  into  the  body,  i 
loses  its  potency  becau: 
broken  down  by  enzfc* 
However,  the  Japane 
searchers  report  in  thf. 
issue  of  Nature  Me\ 
that  the  benefits  of  dn 
apy  can  be  extended  b 
ing  it  with  a  type  of 
gen,  or  fibrous  proteirij 
from  skin  cells,  to  forr 
pellets.  In  tests  withjr 
the  pellets  were  still  L» 
ing  proteins  after  12  ww 
six  times  longer  than 
gene-therapy  treatme 
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Getting  the  Picture 


plain  at  the  nose  on  your  face, 
ve  in  a  world  awash  in  visual 
mation.  By  some  estimates,  the 
ge  person  is  exposed  to  more 
3,000  visual  impressions  each 
Everywhere  you  look,  you  see 
a.  In  major  markets,  television 
ers  have  access  to  14,000  or 
hours  of  programming  per 
.  Web  pages,  of  which  there 
indreds  of  millions,  contain  an 
ige  of  seven  graphics  each. 
1  overload  is  every  bit  as  real 
:ormation  overload.  The  for- 
n  fact,  is  a  subset  of  the  latter, 
lis  eyeball  onslaught  stems 
not  only  the  rapid  evolution 
hnology  but  from  an  increas- 
tvareness  that,  in  the  current 
ess  environment,  confusing 
iges  translate  to  a  competitive 
vantage.  At  every  level  of  the 
Drise,  ideas  and  information 
be  communicated  quickly 
vith  maximum  understand- 
his  is  particularly  important 
economy  crammed  with  busi- 
clones  and  mushrooming 
etitors.  Under  such  condi- 
ia  company's  ability  to  differ- 
e  itself  becomes  its  life-sus- 
§  mission. 

suals  have  always  been  a 
>f  telling  a  story,  defining  a 

r— 


By  Robert  L  Lindstrom 


Business  communication  in  the  Knowledge  Economy 
demands  clarity,  speed,  comprehension  and  impact  at 
every  point  of  contact.  At  the  same  time,  lower  prices 
and  ease  of  use  are  making  visual-communication  tools 
available  to  a  growing  number  of  people  and  organizations. 
The  result  is  an  unprecedented  surge  in  the  creation,  distrib- 
ution and  storage  of  business  information  in  visual  forms — 
a  surge  toward  Being  Visual. 


Parts  I  and  11  of  Being  Visual  ate  available  at  www.kipinet.com/beingvisual. 
We  encourage  you  to  participate  in  our  online  poll  and  rate  your 
organization's  "visual  literacy." 


Today,  however,  visuals  are  no 
longer  a  secondary  reinforcement 
to  the  written  or  spoken  message. 
In  a  world  of  information  glut  and 
shrinking  attention  spans,  visuals 
are  the  story  This  puts  the  onus  on 
businesses  and  businesspeople  to 
become  proficient  visual  story- 
tellers and  skillful  visual-informa- 
tion designers. 

See  It  Your  Way 

As  suggested  by  the  title  of  this 
series — a  takeoff  on  the  name  of 
Nicholas  Negroponte's  book,  Being 
Digital — the  last  10  to  15  years 
have  been  characterized  by  escalat- 
ing visual  information,  primarily 
as  a  result  of  digitization. 

Digital  technology  is  driving 
the  visual  revolution  through  the 
widespread  availability  and  adop- 
tion of  such  tools  as  digital  cam- 
eras, printers,  copiers,  presenta- 
tion and  graphics  software,  multi- 
media computers  and  video/data 
projectors.  These  products  let  us 
create,  manipulate,  transport  and 
display  visual  information  in 
ways  never  before  possible. 

The  developments  in  digital 
hardware  and  software  for  visual 
communication  have  greatly  in- 
creased the  number  of  people  who 
work  with  graphical  expressions 
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and  ideas.  The  tools  are  becoming 
faster,  less  expensive  and  much 
more  widely  available.  The  Internet 
and  intranets  have  put  visual 
media  on  most  desktops.  Digital 
still  and  video  cameras  are  being 
used  by  a  growing  number  of  busi- 
nesspeople, as  are  drawing,  chart- 
ing and  graphing  programs. 

Using  the  new  generation  of 
visual  tools,  we  can  manipulate, 
transform  and  repurpose  visual 
information.  Visual  communica- 
tion provides  new  ways  to  per- 
suade, describe,  depict  and  charac- 
terize, as  well  as  new  ways  to  envi- 
sion patterns  of  behavior  and  the 
flow  of  information.  The  new  tech- 
nology reduces  costs  while  making 
the  visual-communication  process 
simpler.  In  short,  the  tools  provide 
a  wider  range  of  business-commu- 
nication options  to  an  extended 
range  of  business  communicators. 

DTP  Deja  Vu 

As  most  vendors  of  visual-commu- 
nication tools  are  quick  to  point 
out,  the  revolutionary  changes  we 
are  seeing  today  closely  parallel  the 
desktop  publishing  (DTP)  phenom- 
enon of  the  1980s.  Bringing  docu- 
ment creation,  graphics  production 
and  printing  to  the  desktop  trans- 
formed the  way  we  use  print  to 


YOU'VE  GOT  TO  SEE  IT 


Talk  about  smart.  Though  its  mass  is  a  mere  13.7  pounds,  when  it  comes  to  projecting,  the  Epson" 
PowerLite"  5300  makes  a  quantum  leap.  With  1200  ANSI  lumens,  it's  bright  enough  to  dazzle  any 
audience  -  even  in  a  lit  room.  Yet,  to  take  advantage  of  this  advanced  performance,  you  don't  need  a 
PhD.  Just  connect  the  cords,  push  a  button,  and  our  exclusive  SizeWise"  formatting  takes  care  of  the 
rest.  Your  images  will  come  out  looking  brilliant.  And  you  -  you'll  come  out  looking  like  a  genius. 


Epson  PowerLite  5300 


INTRODUCING  THE  POWERLITE  5300.  1200  LUMENS  HAVE  NEVER  BEEN  SO  PORTABLE. 

Epson,  the  world  leader  in  high-performance  projectors,  brings  you  a  full-featured  SVGA  portable  projector  with:  Award-winning 
3-LCD  design  and  exclusive  SizeWise  technology  that  allows  for  compatibility  with  computer  resolutions  up  to  1280  x  1024  •  Zoom 
lens,  remote  control  and  amazing  3D  sound  •  Dedicated  phone  support  and  RoadService  exchanges,  usually  within  24  hours. 

To  receive  a  free  video  on  Epson's  award-winning  XGA  and  SVGA  projectors,  call  1-800-442-1977  (ask  for  Oper.  3118)  or  visit  epson.com. 


Epson  is  a  registered  trademark  of  Seiko  Epson  Corp  PowerLite  and  SizeWise  are  trademarks  ot  Epson  America.  Inc  <tjl998  Epson  America.  Inc  Protected  image  simulated  for  publication 
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PUTTING  THE  WOW  IN  WASTE  TANKS 


ur  product  is  hard  to  describe,"  says 
hn  Linney.  But  as  the  manager  of 
fshore  services  for  Sprintank  in 
luston,  describe  is  what  he  does  for 
iving.  Linney  spends  a  lot  of  time  at 
;  service  docks  of  offshore  drilling 
mpanies,  describing  the  advantages 
st  Sprintank  waste  containers  have 
sr  competing  offerings. 
For  years  Sprintank's  traditional 
es  pitch  was  typical— "a  few  pic- 
es and  a  lot  of  talking."  But  Linney 
;w  that  his  chances  for  a  sale 
uld  increase  dramatically  if  he 

|  j Id  show  the  tanks  in  person  to  de- 

;  instrate  the  features. 

j  Although  high-tech  presentation 
are  in  his  corner  of  the  oil  drilling 

I  iiness,  Linney  decided  to  make  a 

.  eo. 

After  receiving  a  number  of  bids, 
j  ley  selected  Powell  Productions  in 
ita  Fe,  Texas.  The  company's  owner, 
j  /  Powell,  works  full-time  as  the 
,  d  of  the  video  department  at 


I  municate.  When  the  tools 
)ej  ne  more  affordable  and  easier 
D  e,  they  allowed  almost  anyone 
I  -sign  and  publish  documents 
iUi  as  reports,  newsletters  and 
>r!  hures.  At  the  professional 
M  n  level,  DTP  spawned  legions 
>f  i  iependent  print  designers  and 
*lj  ices.  At  the  business  level, 
a;  people,  administrators  and 
0!  executives  could  create  and 
»u  sh  graphic  materials. 
:  le  same  adoption  pattern  can 
*!  in  with  the  new  breed  of  digi- 
Jlj  sual  technology.  Many  busi- 
es, >eople,  even  some  adventur- 


Union  Carbide,  but  he  moonlights  as 
an  independent  video  producer  and 
maintains  a  fully  equipped  digital 
video  studio  in  his  home.  Powell  pro- 
duced a  six-minute  video  presentation 
featuring  animation  of  the  Sprintank's 
hinged  lid  and  ceramic  interior. 

"There  wasn't  anything  else  like 
it  at  the  show,"  says  Linney,  referring 
to  the  video,  which  was  shown  on  a 
54-inch  presentation  monitor  dur- 
ing the  1999  Offshore  Technology 
Conference  in  the  Houston  Astro- 
dome. "We  attracted  all  kinds  of 
potential  customers.  It  told  the  story 
100  times  better  than  I  could  ever 
do  with  words  and  pictures." 

The  final  bill,  including  video  pro- 
duction, voiceovers,  scriptwriting  and 
crane  rental,  was  about  $6,000.  "You 
couldn't  have  done  this  a  few  years 
ago,"  says  Powell.  "Digital  video  has 
brought  the  cost  of  production  way 
down,  but  the  quality  is  up  to  profes- 
sional standards." 


ous  top  executives,  routinely  create 
their  own  electronic  presentations 
or  publish  their  own  Web  pages. 
Many  in-house  media  departments 
that  previously  outsourced  some  of 
their  tasks  can  now  afford  to  pro- 
duce video,  photographs  and 
graphics  that  rival  the  products  of 
some  broadcast  television  studios 
and  ad  agencies. 

In  Living  Color 
The  other  significant  breakthrough 
in  the  democratization  of  print 
publishing  and  visual  communica- 
tion occurred  with  the  advent  of 
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affordable  color  output.  At  the  birth 
of  DTP,  electronic  presentations 
were  unheard  of.  The  Web  didn't 
exist.  Color  monitors  had  yet  to 
become  the  business  standard.  DTP 
junkies  were  frustrated  by  the  high 
cost  and  low  accessibility  of  color 
devices  needed  to  take  multi-hued 
creations  from  monitors  to  paper  or 
slide  film.  That  changed  dramati- 
cally with  the  arrival  of  low-cost 
color  printers.  Today's  low-end 
units  sell  for  less  than  $100;  high- 
end  printers  rival  offset  presses. 

"Low-cost,  high-quality  color 
has  upped  the  ante  on  visual 
design  to  such  a  degree  that  mono- 
chrome is  rapidly  becoming  a 
badge  of  ill  repute,"  says  Bruce 
Humbert,  vice  president  of  cus- 
tomer research  and  brand  develop- 
ment for  Kinko's.  The  Ventura, 
California-based  chain,  which  be- 
gan as  a  copy  shop,  has  evolved 
alongside  technology  to  become  a 
visual-communication-services 
company  with  1,000  offices  across 
nine  countries.  Color  printing  has 
grown  at  double  the  rate  of  any  of 
the  company's  other  services,  says 
Humbert,  adding  that  he  foresees 
no  letup  in  the  demand. 

Once  people  get  a  taste  of  color, 
Humbert  explains,  they  are  temp- 
ted toward  even  higher  output 
quality.  In  customer  studies, 
Kinko's  has  found  creative  expres- 
sion and  competitiveness  to  be  the 
kev  factors  in  the  use  of  visuals. 
People  want  others  to  see  in  the  best 
form  possible,  what  they  have  creat- 
ed he  savs,  and  "no  one  wants  to 
look  worse  than  the  competition." 

Digital  Tool  Box 
The  tools  that  are  driving  the 
changes  in  the  usage  patterns  of 
visual  communication  can  be 
divided  into  four  basic  categories: 

■  Capture  devices  used  to  acquire 
source  material  in  visual  form; 

■  Drawing  and  image-editing 
software  used  to  create  or 
modify  images  and  artwork; 


■  Media-asset-management  soft 
ware,  which  is  used  to  store, 
index  and  retrieve  media  files; 

■  Display  hardware  used  for 
viewing  and  presenting  visuals. 
(This  category  will  be  discussed 
in  depth  in  Part  IV.) 

The  two  basic  types  of  digital  cap- 
ture devices  are  digital  cameras 
and  scanners.  These  devices  create 
a  digital  image  that  can  be  loaded 
into  a  computer  for  editing,  and 
from  there  dropped  into  a  presen- 
tation, posted  to  the  Web  or  sent  as 
e-mail.  The  price  of  digital  still 


cameras  starts  at  just  below  $ 
and  goes  to  $25,000  or  more  fo 
professional  model. 

The  market  for  digital  came 
is  growing  by  about  30  perc 
annually,  estimates  Kristy  Holch 
principal  at  Infotrends,  a  resea^ 
firm  in  Boston.  Nearly  half  of  b 
ness  users  sav  they  use  digi 
cameras  for  creating  marketi 
materials  or  presentations;  o 
third  say  they  use  the  images 
Web  publishing. 

According  to  a  study  by  Ime 
Consulting  Group  in  Belmont, 


ifornia,  in  forma  tion-knowle 


POWERING  IMAGE  FROM  THE  INSIDE  OUT 


With  the  arrival  of  energy  deregu- 
lation, customers  have  an  open 
field  of  suppliers  from  which  they 
can  choose.  For  suppliers  like 
The  Southern  Company  in  Atlanta, 
that  presents  a  problem. 

"When  your  customer  starts  to 
think  of  your  product  as  a  commodi- 
ty, you're  in  danger  of  being  held 
hostage  by  your  stupidest  competi- 
tor," says  A|an  Martin,  executive  vice 
president  and  chief  marketing  officer 
for  The  Southern  Company.  The  orga- 
nization comprises  a  dozen  regional 
power  providers  and  has  about  1,200 
marketers  around  the  country. 

There  is  no  way  for  Martin  to  look 
over  so  many  shoulders  to  ensure  that 
the  corporate 
message  and 
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identity  remain  consistent. 

Even  so,  failure  to  communicate 
consistent  message  about  what  it  is 
and  what  it  stands  for  would  put  The 
Southern  Company  at  a  competitive 
disadvantage,  says  Martin. 

"We  are  encouraging  our  em- 
ployees to  go  out  and  be  disciples  f< 
us,  so  they  have  to  understand  the 
company  vision,"  Martin  adds.  The  ; 
only  way  to  assert  any  level  of 
control  in  such  an  environment  is  t< 
send  constant,  consistent  messages 
to  employees  throughout  the  comp 
ny.  Internal  communication  is  the 
best  way  to  control  external  commi 
nication,  he  says. 

"We  can  talk  to  them  frequenth 
about  the  importance  o 
communication.  We  car 
reinforce  the  importanc 
and  significance  of  corr 
municating  a  clear  mes 
sage,  but  the  best  way  i 
to  show  them,"  explain.' 
Martin.  "We  set  the 
example.  Our  employee 
see  the  presentations,  a; 
and  internal  communications,  and 
elevates  their  game.  The  visual  me? 
sage  is  permeating  the  organizj  t 
tion.  Eventually,  creating  and 
guarding  our  visual  image  will 
become  second  nature.  It  won' 
be  an  afterthought." 
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svx*  close  — 


Actually, 


\  'wStation™.  One  of  the  new  tools  for  e- Meetings. 
g! 


it's  a  way  for  your 
entire  team  to  work 
together,  in  real  time, 
wherever  they  are. 


ip  videoconferencing  isn't  a  luxury  item  anymore.  Thanks  to  Polycom's  ViewStation,  it's  an  affordable,  essential  business 
that's  perfect  for  gaining  a  competitive  edge  in  today's  global  marketplace. 

'Station's  integrated  presentation  capabilities  mean  you're  not  just  videoconferencing.  You're  sharing  presentations  and  data 
:tly  with  co-workers  and  customers  in  remote  offices.  When  you  use  ViewStation  together  with  Polycom's  Stream  Station'" 
:an  also  stream  and  record  all  your  media  content  over  the  Web. 

Polycom  adds  its  market-leading  audio  technology,  complete  with  single  or  dual  microphones,  for  a  system  that  delivers 
;mum  sound  clarity  to  any  size  meeting  —  from  large  conference  rooms  to  smaller  breakout  rooms  to  individual  offices, 
i  a  small  footprint  about  the  size  of  this  page,  ViewStation  sits  conveniently  on  top  of  any  size  television  monitor.  It's  con- 
;nt,  extremely  easy  to  use,  and  costs  a  fraction  of  the  price  of  other  high-end  group  videoconferencing  systems. 

call  this  new  way  of  work  e-Meetings.  And  from  now  on,  things  will  never  be  the  same. 

i  now  on,  any  team,  in  any  company  anywhere,  can  run  more  effective  meetings  with  this  easy-to-use,  plug-and-play  system 

,  that  can  be  set  up  in  minutes.  ViewStation  is  a  clear-as-life  videoconferencing  tool,  starting  as  low  as  $3,999. 

1 

I  Call  toll-free  1-877-P0LYC0M  ext.  204  for  all  the  features,  facts,  and  benefits  of  using  ViewStation  in  your 
■jP^       organization  today. 


POLYCOM 

The  new  tools  of  teamwork. 


I  Jolycom.com 


©  1999  Polycom,  Inc.  All  rights  reserved.  Polycom  and  the  Polycom  logo  design  are  registered  trademarks  and  ViewStation 
and  StreamStation  are  trademarks  of  Polycom,  Inc.  in  the  U.S.  and  various  coutries.    Prices  valid  only  in  U.S. 
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workers — primarily  business  peo- 
ple who  use  images  to  enhance 
business  communications  that  are 
internal  or  non-mission-critical — 
represent  63  percent  of  the  digital- 
imaging  market.  Another  30  per- 
cent of  the  market  are  information 
presenters,  whose  focus  on  visual 
communication  is  intended  to 
advance  mission-critical  business 
areas,  such  as  sales.  The  remainder 
of  the  market  is  made  up  of  cre- 
ative professionals. 

Digital  video  cameras,  which 
have  been  available  for  professional 
applications  for  years,  have  only 
just  begun  to  trickle  down  to  the 
consumer  market  and  to  break  the 


barrier  into  the  less-than-Sl,000  cat- 
egory. Although  these  multimedia 
tools  are  gaining  acceptance  in  the 
business  sector,  incorporating  digi- 
tal video  into  applications  such  as 
presentations  and  training  remains 
more  difficult  and  time-consuming 
than  working  with  still  images.  But 
there  is  little  question  that  digital 
video  is  the  next  big  wave  of  visual 
communication. 

"The  tools  and  systems  for  dig- 
ital video  are  exploding,"  says  Jeff 
Edson,  president  of  the  visual- 
computing  business  unit  at  Inter- 
graph Computer  Systems,  makers 
of  high-end  video  and  graphics 
workstations.  "It  all  has  to  do  with 


PAINTING  A  GLOBAL  PORTRAIT 


When  Worldspan,  which  operates  one 
of  the  world's  largest  electronic  trav- 
el-reservation systems,  recently  took  a 
look  at  itself  in  the  mirror  of  public 
presentation,  what  it  saw  wasn't  pret- 
ty. "Our  visuals  were  not  consistent  or 
strategic,"  says  Greg  Hammer,  the 
company's  marketing  services  manag- 


and  what  we  do." 

With  the  help  of  an  outside  design 
firm,  Worldspan  began  revamping  its 
visual  design  strategy. 

Previously,  each  Worldspan  ser- 
vice had  its  own  look  and  feel.  The 
only  thing  that  tied  the  offerings 
together  was  the  Worldspan  logo 


er.  "Our  communi- 
cations model  pro- 
duced a  wide  vari- 
ety of  visual  ele- 
ments. When  we 
looked  at  it  strategically,  we  realized 
we  had  a  tattered  image.  We  weren't 
paying  attention  to  the  visual  cues.  It 
was  just  a  bunch  of  visual  stuff. 

"Today  there  is  so  much  informa- 
tion. People  don't  have  time  to  read 
all  the  in-depth  material,"  Hammer 
continues.  "I  need  to  deliver  in  one 
glance  what  used  to  be  a  three- 
paragraph  description  of  who  we  are 


WORLDSPAN? 


says  Hammer. 

Worldspan 
completely  re- 
vamped the  visual 
materials  for  its 
Web  site,  trade-show  displays,  exec- 
utive briefings,  presentations  and 
conferences. 

"Our  experience  so  far  has  been 
that  our  effort  to  communicate 
through  our  visual  materials  is  work- 
ing," Hammer  reports.  "Strategically 
we  are  now  committed  to  strong  ele- 
ments of  design.  It's  an  increasingly 
important  part  of  our  business." 


people  getting  ready  for  the  fl 
of  video  on  the  Internet."  Sal 
the  Huntsville,  Alabama,  com 
ny's  workstations  tripled  last  y 
says  Edson. 

Though  the  two  types  of  eq 
ment  may  not  look  at  all  alike,  c 
scanners  are  close  kin  to  di 
cameras.  Like  the  cameras,  sc 
are  used  to  capture  digital  ima 
The  difference  is  that  scanners 
cally  convert  images  on  film,  p 
or  paper  into  digital  files.  As 
color  ink-jet  printers,  the  pric 
scanners  have  dropped  dramati 
ly  in  recent  years.  Basic  models 
be  found  for  less  than  S50. 

Similar  to  the  adoption  pa 
for  visual-communication  h 
ware,  drawing  and  image-edi 
software  is  finding  its  way  into 
hands  of  an  expanding  spec 
users.  The  prices  have  dropped 
ease  of  use  has  steadily  impro 
Adobe  Photoshop,  at  $995,  is  a 
ular  professional  tool.  But  non- 
fessional  programs  such  as  Ad 
PhotoDeluxe,  which  has  mo 
Photoshop's  basic  features,  c 
purchased  for  as  little  as  S49. 

Similarly,  CorelDraw  from 
Corel  Corporation  has  been  a 
orite  of  professional  illustra 
for  years,  but  the  company's 
ket  research  indicates  that  it 
has  gained  a  following  with  bjf 
ness  communicators.  In  respdj 
the  company  is  coming 
with  a  stripped-down  versio 
CorelDraw  for  business  and 
sonal  users. 

Once  limited  only  to  trail 

video  professionals,  video-edll 

software  has  dropped  in  price » 

is  now  targeted  at  casual  u;l 

There  are  at  least  half  a  dozen  n 

esth  priced  cideo-editing  packj 

on  the  market.  Avid  TechnokM 

prominent  name  in  professiJ 

digital  video-editing  system:! 

entertainment  and  business  v: 

sells  the  Avid  Cinema  editing 

gram  for  less  than  $100. 

A  clear  indicator  of  the 

I 
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SUBSTANCE:  4.9  Pounds. 

STYLE :  Tons. 
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weight, 

InFocus*  LP*330  "Dragonfly"  with 
XGA  resolution  projects  a  truly  stunning  image, 
even  before  you  turn  it  on.  From  the  number-one  name 
in  projectors.  It's  your  image.  Project  yourself.™ 
www.infocus.com/avrfip  1-800-294-6400. 
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TARGETING  CUSTOMERS  Wl 

In  times  of  peace,  as  in  times  of  con-  LMTAS 
flict,  war  is  a  very  visual  business.  In  trieves 
fact,  advances  in  visual  design  and  create; 
communication  are  changing  the  develo 
ways  in  which  governments  and  design 
defense  contrac- 
tors prepare  for 
battle.  Lockheed 
Martin  Tactical 
Aircraft  Systems, 
for  example,  runs 
on  visuals-from 
engineering  and 
product  develop- 
ment to  customer 
sales  and  Defense  Department 
briefings.  "Visual-communications 
technology  has  changed  everything 
about  the  way  we  design  aircraft 
and  communicate  as  a  business," 
says  Kathryn  Hayden,  LMTAS  man- 
ager of  communications. 

One  high-profile  example  is  the 
work  that  LMTAS  is  doing  on  the 
Joint  Strike  Fighter  (JSF),  a  next- 
generation  fighter  aircraft  being 
built  in  collaboration  with  branches  of    the  rep 
the  armed  services  and  allied  nations.      via  the 
The  aircraft  doesn't  exist  yet,  but  which 
thousands  of  images  of  what  it  will        The  rep 
look  like  have  been  produced  for  even  tt 

design,  development  and  briefings.         by  proj 

"This  aircraft  literally  could  not  world, 
exist  without  the  visualization  pro-  "Oi 
cess,"  says  Hayden.  When  the  engi-  ity  visu 
neering  department  comes  up  with  a  vantag 
design  change,  it  posts  the  image  on  is  abou 
its  computers,  she  explains.  The  and  we 


slaught  of  visual  communication  in 
business  is  the  rising  volume  of 
stock  photography  and  stock  video. 
The  market  for  stock  images  was 
once  limited  to  magazines,  ad 
agencies  and  other  professional 
publishing  and  design  businesses. 
Brit,  increasingly,  stock  images  are 
being  purchased  by  general  busi- 
ness and  home  users,  rep">orts  Ron 
Tussy,  president  of  Imerge 
Consulting  Group.  Tussy  says  that 
the  royalty-free  stock-image  busi- 
ness, which  reached  $2.3  million  in 
1998,  is  expected  to  double  by  2000. 

All  of  this  visual  capture,  cre- 
ation, editing  and  image  grabbing 
has  triggered  an  avalanche  of  visu- 
als. They  are  flying  back  and  forth 
in  cyberspace,  filling  up  servers, 
disks  and  hard  drives.  The  research 
firm  GISTICS  in  Larkspur,  Cali- 
fornia, estimates  that  the  number  of 
media  files  on  individual  users' 
desktops  will  grow  at  a  rate  of  200 
percent  per  year  over  the  next  three 
years.  Essentially  nonexistent  a  few 
years  ago,  the  asset-management 
market  is  expected  to  grow  from 
$67.9  million  in  1997  to  nearly  $200 
billion  in  2002. 

Visuals  with  a  Message 

At  this  stage  in  the  visual  revolu- 
tion, most  companies  are  just 
beginning  to  awaken  to  the  poten- 
tial of  visual  communication  and 
the  impact  that  better,  faster  and 
increasingly  affordable  visual-com- 
munication tools  will  have  on  long- 
term  strategies  and  everyday  busi- 
ness activities.  As  individuals  grow 
to  be  more  proficient  visual  com- 
municators, visual  communication 
will  become  second  nature. 

"  I  he  users  and  t  reators  <  >!  \  isu- 
als  are  coming  closer  together,"  says 
Elizabeth  Wood,  president  of  Ege- 
land  Wood  &  Zuber,  a  presentation- 
production  company  in  Marietta, 
Georgia.  "We  used  to  work  with 
just  the  creative-services  people; 
now  we  are  working  with  every- 
body, from  marketing  departments 


to  human  resources  to  senior  execu- 
tives. We've  witnessed  an  incredible 
increase  in  the  demand  for  visual- 
communications  training." 

Wood  recently  was  called  in  to 
show  the  CEO  of  a  mid-sized  com- 
pany how  to  develop  his  own  elec- 
tronic presentations.  Previously,  his 
administrative  assistant  prepared 
all  of  his  presentations.  With  a  little 
coaching  and  guidance,  the  CEO 
proved  to  have  a  knack  for  visual 
communications.  "He  turned  out 


i  graphics  department  re- 
the  files  electronically,  then 
>  images  to  help  the  product- 
pment  group  evaluate  the 
s.  The  same  visuals  are  used 
repeatedly  to  create 
presentations  and  facili 
tate  collaboration 
I  among  the  members  of 
the  JSF  project. 

LMTAS  produces  a 
monthly  progress  report 


I  JSF  development 
Filled  with  photo; 
^^^^^  charts  and  graph; 
lort  is  distributed  electronicall 
LMTAS  Web  site  as  a  PDF  file 
is  created  using  Adobe  Aerobe 
>ort  is  downloaded  hundreds  < 
lousands  of  times  per  month 
ect  participants  around  the 

u  ability  to  generate  high-qu; 
als  is  one  of  our  strategic  ad- 
es,"  Hayden  says.  "Our  produc 
t  as  high-tech  as  you  can  get, 
:  have  to  present  it  that  way." 

to  be  much  better  at  it  tham 
assistant,"  says  Wood.  "Not  < 
cause  he  was  better  at  using r 
tools,  but  because  he's  the  one  J 
best  understands  the  message." 

Robert  L  Lindstrom  is  president  of  C60  Communing 
and  executive  director  of  the  Digital  Exploration  St'l 
He  is  the  author  oHhe  Business  Week  Guide  to  1 
Multimedia  Presentations.  He  can  be  reached  at  J 
rlmds  trom  (wdigi  talexplorers.com. 

Part  III  of  Being  Visual  will  look  at  the  ways  in  wf 
visual  communication  is  distributed  transmitted 
transported. 
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roducing  the  powerfully  featured  ultra-compact,  ultra-light,  and  amazingly  thin 
PLUS®  U2-I080  XGA  (800  ANSI  lumens)  and 
PLUS®  U2i870  SVGA  (700  ANSI  lumens)  Digital  Projectors. 


TRUE  XGKTT0T4  x  VbUJ  RESOLUTION 

800 ANSI  LUMENS  OF  BRIGHTNESS 
5.7  POUNDS  OF  LIGHTNESS 
2.28"C58mh)THIN  PROFILE 
500:1  CONTRAST  RATIO 

ENHANCED  PLUS  OPTICAL  ENCINE 

ADVANCED  COMPRESSION  TECHNOLOGY 

DIGITAL  KEYSTONE  CORRECTION 
AUTOMATIC  ADJUSTMENT  SET  UP 
MANUAL  &  DIGITAL.  ZOOM 


IKTI 


Never  has  so  much  been  loaded  into  somethi  fig  a!)  cat/,'' 
so  compact,  so  light,  so  thin  and  oh  so  mobile. 


PLUS 

CORPORATION 


1(888)TRY-PLUS 
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conference  room 


MT830+" 

MT1030+" 

Brightness 

1250  ANSI  lumens 

1100  ANSI  lumens 

1400  ANSI  lumens 

Resolution 

640x480-1024x768 
^/Advanced  AccuBlend 

640x480  -1280x1024 
w/Advanced  AccuBlend 

640x480-1280x1024 
w/Advanced  AccuBlend 

Video  Compatibility 
^  — 

NTSC.  NTSC  4.43. 
PAL.  SECAM 

NTSC,  NTSC  4.43, 
PAL.  SECAM 

Take  the  Demo  Showdown.  For  a  free  product  demonstration,  call  (800)  449-0967. 
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NECTechnologms 


MultiSync  MT+  Series  projectors — part  of  the  complete  presentation  technology  solution  from  NEC  Technologies. 
To  learn  more,  call  (800)  NEC-INFO,  visit  www.nectech.com,  or  call  your  dealer. 
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Unlike  earlier  models,  the 
Lincoln  hybrid  runs  great 

BY  KEITH  NAUGHTON 

Talk  about  auto  envy.  As  I  waited  for  a 
lunch  partner  in  a  seafoam-green  Jaguar 
S-Type  outside  General  Motors'  Detroit 
headquartei-s,  I  was  startled  by  a  knock  at 
my  window.  "I  saw  your  manufacturer's 
plate,  and  I  had  to  tell  you  how  much  I 
love  this  car,"  gushed  a  GM  office  worker 
who  assumed  that  I  worked  for  Ford  Motor, 
Jaguar's  parent.  "I  sure  wish  I  could  get  an  em- 
ployee discount  on  this." 

Such  is  the  seductive  allure  of  Jaguar's  latest 
creation.  An  intoxicating  blend  of  old  and  new, 
the  Jaguar  S-Type  redefines  and 
reinforces  the  legendary  auto- 
motive marque.  Its  doe-eyed 
headlights,  undulating  hood,  and 
oval  waterfall  grill  evoke  the  Jaguar  Mark  2  of 
40  years  ago.  But  the  new  model  is  not  afflicted 
with  the  flaws  that  plagued  Jags  of  yesteiyear. 
Take  the  electrical  system.  In  the  S-Type,  it  ac- 
tually works. 

Given  the  new  Jag's  sensual  shape  and  exhila- 
rating power,  it's  hard  to  believe  it  shares  a  heart 


and  skeleton  with  the 
Lincoln  LS.  Underpin- 
ning the  S-Type  and  the 
ls  is  a  mechanical  plat- 
form engineered  by 
Ford — the  first  to  sup- 
port both  a  Jag  and  a 
Lincoln.  Arid  each  bor- 
rows the  other's  engine. 


JAGUAR  S-TYPE 


Vli/240  HI' 

V8/2H1  HP 

$42,500 

$48,000 

Interior  styling  is 
modern,  with  lt</ht 
maple  paneling 


Autos 


The  $42,500  Jaguar  S-Type  gets  Ford's  Duratec 
V6,  a  version  of  which  also  powers  the  $31,450  LS. 
The  V8  edition  of  the  LS,  stalling  at  $35,225,  lifts 
its  engine  from  the  Jaguar  XK8  sports  car.  A 
more  powerful  version  of  that  engine  is  under 
the  hood  of  the  V8  S-Type,  which  starts  at  $48,000. 

The  results  of  the  partnership  are  better  than 
I  expected.  The  nimble  Lincoln  sports  sedan  is  a 
distinct  departure  for  the  aged  U.  S.  luxury 
brand.  Not  only  does  the  LS  dri- 


ve more  like  a  BMW  than  a  Town 
Car,  but  it  offers  a  stick  shift — 
Lincoln's  first  manual  transmis- 
sion since  the  Truman  Administration.  And  the 
ls's  taut  ride  felt  as  responsive  to  me  as  an 
Audi  and  more  spirited  than  a  Mercedes  or  Vol- 
vo. The  Jaguar's  style  sets  it  apart  from  staid 
Germans,  such  as  Mercedes,  and  flawless  but 
soulless  Japanese  cars,  such  as  Lexus. 

Ford  has  taken  a  great  risk  by  cross-breeding 
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rhe  nimble  LS 
drives  more 
like  a  BMW 
than  a  Town 
Car  and  even 
sports  a 
stick  shift 


the  British  brand  with  a  fallen  icon. 
One  Jaguar  purist  suggested  the  S- 
Type  is  not  a  "real  Jaguar."  If  he 
meant  the  S-Type  goes  from  here  to 
there  without  stalling,  he's  right. 
These  days,  Jaguar  sits  atop  J.  D. 
Power  &  Associates'  quality  rank- 
ing— a  reversal  from  10  years  ago, 
when  the  brand  was  rated  worse 
than  the  Yugo. 

VELVETY.  Jaguar  has  Ford  to  thank  for  its  qual- 
ity overhaul.  So  I  don't  agree  that  the  S-Type  is 
diminished  by  sharing  components  with  the  Lin- 
coln. The  ls  is  not  the  same  car  as  the  S-Type. 
The  Lincoln  is  made  in  America;  the  Jaguar  in 
Britain.  Each  feels,  drives,  and  looks  like  a  dif- 
ferent car.  The  Jag  is  elegantly  curvy,  while 
the  ls's  rakish  styling  seems  equal  parts  BMW 
and  Lexus. 

Which  of  these  fraternal  twins  won  my  heart? 
Not  since  I  drove  a  daffodil-yellow  vw  New 
Beetle  have  I  received  as  many  adoring  glances 
as  I  did  cruising  in  the  new  Jag.  But  the  Jag's 
beauty  is  more  than  skin-deep.  Its  281  hp  V8  en- 
gine growls  as  it  accelerates  from  0  to  60  in  6.6 
seconds.  The  velvety  shifts  of  its  5-speed  auto- 
matic transmission  are  barely  perceptible.  As 
the  Jag  pounced  onto  the  highway,  I  sank  into  its 
leather  seats  and  zoomed  by  mere  mortal  cars. 
Around  corners,  the  S-Type  slinked  gracefully. 

Inside,  Jaguar  stylists  took  a  modern  ap- 
proach, eschewing  the  traditional  dark  burled 
walnut  for  lighter,  highly  polished  maple.  The 
Deluxe  Communications  Package,  a  $4,300  satel- 


LINCOLN  LS 


V6/210HP 

V8/252  HP 

$31,450 

$35,225 

The  well-engineered 
LS  feels  rock-solid 
and  handles  well 


lite  navigation  system  wi 
voice-activated  stereo  and  phoi 
seems  derived  from  the  Starsl,, 
Enterprise.  For  $2,000,  you  cL 
get  the  navigation  system  on  Ij 
own. 

What's  wrong  amid  the  1%=^ 
tech  wizardry?  Jaguar  lost  si| 
of  a  few  basics,  such  as  a  legit; 
clock.  In  daylight,  just  try  !) 
read  the  tiny,  digital  clock  h- 
den  on  the  dash.  This  glari; 
error  comes  from  the  compap 
ran  by  antique  watch  collec 
Jacques  Nasser,  who  has  deei 
that  clocks  even  in  pedestrian  F< 
Focus  compacts  be  fashionable. 

The  ls  is  anything  but  pedesti 
It  is  an  impressively  enginee 
sedan  that  feels  rock-solid.  Its  si 
ing  is  precise,  and  its  handling  cc 
pares  well  with  its  German  riv« 
Unlike  Lincolns  of  yore,  it  is 
fun  to  drive.  On  a  rain-slicked  hi 
way  cloverleaf,  the  LS  never  faltered;  on  twi 
roads,  it  displayed  none  of  the  listing  and  he 
ing  typical  of  Lincoln  land  yachts. 

But  the  LS  is  no  hot-rod  Lincoln.  The  c 
greatest  shortcoming,  particularly  in  the 
manual  version,  is  its  lack  of  oomph.  Ford's 
gineers  put  less  horsepower  in  the  V6  and 
Lincolns  than  in  the  Jags  by  shrinking  the 
placement  of  the  LS  engines.  The  V8  LS, 
example,  is  a  3.9-liter  engine,  while  the  V£ 
Type  boasts  a  4.0-liter  powerplant.  This  mil 
provide  a  point  of  distinction  for  each  bran- 
but  it  works  to  the  detriment  of  Lincoln 
deed,  the  ls's  five-speed  manual  gearbo: 
tight  and  responsive,  but  winding  out  the 
would  be  more  pulse-pounding  with  more  po 
under  the  hood. 

Still,  both  cars  blaze  new  trails  for  tl| 
brands.  The  gorgeous  S-Type  is  bound  to 
more  buyers  for  Jaguar,  especially  since  it's 
first  of  its  kind  to  go  after  luxury's  mi 
ground,  under  $50,000.  And  even  with  its  sh 
comings,  the  sporty  LS  might  finally  give 
coin  a  car  someone  without  gray  hair  woul 
proud  to  own. 


T 


Rivals  to  the  Lincoln... 


...and  the  Jaguar 


% 


Audi  A6 


Lexus  GS300      Volvo  S80 


BMW  540i 


Lexus  GS400 


Mercedes  E43i 


BASE  PRICE* 


$34,250 


$37,800 


$36,395 


$51,670 


$46,000 


$51,895 


ENGINE/HP 


V6/200 


16/225 


i  16/201 


V8/282 


V8/300 


V8/275 


Sleekly  styled  road  Bullet-proof  quality,  Safety  with 
hugger  j  with  attitude         lots  of  style 


Sports  sedan 
supreme 


Quality,  attitude, 
and  power 


Smart  styling, 
suburban  status 
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Special  Advertising  Section 


AKING  STOCK  OF 

 INVESTING 

Two  New  Business  Week  Special  Advertising  Sections  written  by  I 


Wh 


tit  I  1: 

■WE  DATE:  JUNE  7 


1  RT  2: 

ftUE  DATE:  SEPTEMBER  20 
*  CLOSE  DATE:  AUGUST  9 


hat  does  Internet  Trading  provide  today  and  in  the  future? 
Why  is  Internet  Trading  so  hot  and  getting  hotter? 
How  will  smaller  online-only  firms  fare  in  the  face  of 
larger,  established  firms? 


This  2-part  special  advertising  section  series  will  answer 
these  questions  and  more. 


Business  Week  subscribers  are  using  and  trading  online. 
A  Brand  New  Financial  Survey  of  Business  Week 
Subscribers  Shows*. . . 

•  In  the  past  year,  62%  have  taken  some  sort  of  action  as 

a  result  of  seeing  a  magazine  advertisement  for  an 
investment  or  financial  product;  visiting  a  Web  site  (37%) 
was  the  #1  method  of  action! 

85%  have  gone  online  to  obtain  financial  information  and/or 
make  investment  transactions  in  the  past  year. 
Most  (69%)  have  gone  online  to  obtain  stock  quotes. 


Before  the  Next  Online  Trade,  Take  Stock  in  Online  Investing! 

For  more  information,  call: 
David  Johnson, 
Worldwide  Special  Sections  Director 
Tel:  212-512-6546 
E-mail:  david_johnson@businessweek.com 


rision  of  T\xe  McGraw-Hill  Companies 


BusinessWeek 


Most  Read.  Best  Read.  Worldwide. 


Source:  *  1999  Financing  Our  Futures  Survey:  Conducted  for  Business  Week  by  The  Response  Center. 


Strength  in 
housing 
and  safer 
Net  plays 


Building 
Stocks:  Worth 
Moving  Into? 

Earnings  are  high,  prices  low 


BY  TODDI  GUTNER 

Despite  more  than  a  half-percentage-point 
jump  in  mortgage  rates  since  last  fall, 
new  homes  are  going  up  from  the  West 
Coast  to  Westchester,  N.  Y.,  at  a  near- 
record  pace,  and  builders  are  reporting 
impressive  profits.  But  looking  at  the 
stock  price  of  the  top  homebuilders,  you 
would  think  the  industry  is  in  recession. 

Investors,  worried  about  the  impact  of  higher 
interest  rates  on  homebuilders,  have  left  the 
group  languishing  (chart).  Wall  Street's  obsession 
with  large-cap  and  Internet  stocks  hasn't  helped 
homebuilding  issues  either.  In  fact,  many  in- 
vestors think  that  after  an  unprecedented  seven- 
year  housing  expansion,  the  next  collapse  must 
be  imminent.  They  also  maintain  that  cyclical 
stocks,  such  as  homebuilders,  tend  to  do  better  in 
the  early  stages  of  an  economic  recovery. 

But  some  savvy  stockpickers  see  a  rich  op- 
portunity in  the  builders'  beaten- 


down  shares.  "It  will  take  more 
than  a  100-basis-point  move  in 
mortgage  interest  rates  to  make 
any  significant  negative  impact  on  builders'  earn- 
ings or  home-buying  activity,"  says  Goldman 
Sachs  analyst  Stephen  Dobi.  While  many  expect 
an  increase  of  25  basis  points  or  so,  no  one  sees 
any  more  of  a  rise  than  that. 
BETTER  PLANNING.  A  vibrant  economy,  high  con- 
sumer confidence,  and  positive  demographic 
trends  including  purchases  by  immigrants,  baby 
boomers,  and  retirees  have  kept  homebuilders' 
profits  high.  In  the  fourth  quarter  of  1998  and 
the  first  three  months  of  1999,  earnings  per 
share  were  up  an  average  of 
59%  over  those  of  the  previous 
year.  The  gain  exceeded  analysts' 
expectations  by  13%.  This  year, 
analysts  expect  earnings  per 
share  to  climb  an  additional  24%, 
vs.  10.5%  for  the  Standard  & 
Poor's  500-stock  index. 

But  homebuilders'  price-earn- 
ings ratios  are  still  down  in  the 
basement:  Based  on  estimated 
1999  earnings,  they  are  averag- 
ing 8,  vs.  26  for  the  S&P.  "There 


Stocks 


clearly  is  a  disconnect  between  reality  a 
ception,"  says  Merrill  Lynch  analyst 
Curran. 

Indeed,  the  housing  industry  has  c 
since  the  last  recession  in  1990  and  '91 

builders,  such  as  Kauf  , 
Broad  Home,  Pulte,  and 
have  hired  professional  m 
who  are  using  technolo 


laifort 
ly  and 
Kite 


BUILDERS  LAG  THE  MARKET 
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better  marketing  to  anticipate  demand,  in 
building  homes  without  knowledge  of  ( 
customers'  needs.  Moreover,  operating 
have  improved  as  builders  have  become  r 
phisticated  in  design  and  scheduling.  A 
solidation  is  sweeping  the  business,  with  i 
leaders  acquiring  smaller  regional  player 
into  new  markets.  The  result?  "Earni 
likely  to  be  less  volatile  from  peak  to 
than  they  have  ever  been  in  the  pas' 
Dobi.  So  even  if  the  economy  slows,  he  ; 

er  market-watchers  don 
homebuilders  will  experii 
same  boom-bust  cycle  of  1  v 
that  most  investors  still  x 
If  you're  interested  I 
ing  a  value  play  onh 
builders,  be  aware  thatsli 
dustry  isn't  homogenecjs) 
some  stocks  are  more  all's 
than  others.  For  instancjl 
builders  with  a  lot  of  exui 
California,  such  as  Los  Jj 
based  Kaufman  &  BroaoS 
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California  is  the  strongest  market  in 
ntry  and  the  latest  to  enter  into  the 
lding  recovery  that  began  in  February, 
building  there  may  expand  longer  than 

markets. 

nan  &  Broad  has  become  the  largest 
lder  west  of  the  Mississippi  through  a 
'  acquisitions  and  new  startup  divisions, 
pany  also  builds  homes  and  commercial 
•  es  in  and  around  Paris,  one  of  the 
rowing  areas  in  Europe.  Merrill  Lynch's 


l:  A  new 
n  &  Broad 
California 


expects 
1  &  Broad, 
1 3w  is  trad- 
I  price-eam- 
j  io  of  7,  to 
i  !3  per  share  in  1999, 
i  i  $2.32  last  year. 
|  39%  increase. 
I  lso  might  want  to 
I  companies  that  are 
i  n  their  niches.  For 
I ,  Crossmann  Com- 
S  ,  based  in  Indi- 
t  is  the  top  builder 

I  iost,  single-family 

I I  the  Midwest  and 
ll  t.  Acquisitions  and 


LOOK  WEST:  California  is 
where  the  action  is 

internal  growth  have  been 
fueling  the  company's  healthy 
24%  return  on  equity  and  32% 
increase  in  earnings  per  share 
over  the  past  four  years.  John 
Stanley,  housing  analyst  with 
Warburg  Dillon  Read,  expects 
Crossmann  to  earn  $3.15  per 
share  this  year,  up  23%  from 
1998. 

GOLDEN  YEARS.  Del  Webb  of 
Phoenix,  meanwhile,  is  the  lead- 
ing builder  of  luxury  retirement 
communities  for  active  senior 
citizens.  That's  a  lucrative  sec- 
tor: The  number  of  Americans 
aged  55  to  74  is  projected  to 
rise  by  25  million  between  2000 
and  2015.  Warburg  Dillon's 
Stanley  thinks  Del  Webb  will 
return  $3  per  share  in  1999,  up 
31%  over  last  year. 

Toll  Brothers,  based  in  Hunt- 
ingdon Valley,  Pa.,  is  putting 
up  another  sort  of  luxury  hous- 
ing. It's  the  only  major  player 
in  the  market  for  homes  that 
start  at  $400,000.  Toll's  higher- 
income  buyers  are  less  resis- 
tant to  economic  swings  than 
most  home  buyers.  The  compa- 
ny also  is  expanding  into  such 
sectors  as  the  empty-nester 
market.  It  has  opened  eight  country  club  com- 
munities and  will  soon  open  the  first  of  four  ac- 
tive-senior retirement  communities.  Toll  is  mov- 
ing into  home-related  services,  as  well,  offering 
home  security  and  lawn  care.  "This  is  a  great 
growth  stock  at  a  value  price,"  says  Todd  Krieg, 
manager  of  Firstar  Special  Growth  Fund.  Merrill 
Lynch's  Curran  expects  to  see  a  17%  increase  in 
earnings  per  share  over  last  year,  to  $2.64. 

Despite  its  strong  fundamentals,  however,  the 
homebuilding  industry  is  still  cyclical.  Market- 
watchers  currently  see  a  slight  falloff 
in  housing  starts  by  2001.  But  for 
now,  carpenters'  hammers  are  flying, 
and  value  investors  are  taking  the 
opportunity  to  pick  up  some  premi- 
um names  at  deep  discounts.  □ 


Despite  great 
numbers, 
"there  clearly 
is  a  disconnect 
between 
perception  and 
reality" 


Value  in  Homebuilding  Stocks 


COMPANY 

STOCK  PRICE* 

P-E** 

COMMENTS 

CENTEX 

35X 

8.3 

Diversified  outside  of  building 

CROSSMANN  COMMUNITIES 

COMMUNITIES 

25X 

7.2 

Leader  in  low-cost  housing 

DEL  WEBB 

215* 

7.2 

No.  1  in  retirement  communities 

KAUFMAN  &  BROAD 

22% 

7.0 

In  booming  California  market 

PULTE 

22% 

8.2 

Engaged  in  successful  restructuring 

TOLL  BROTHERS 

22'A 

8.5 

Expanding  geographically 

*As  of  June  14  **Based  on  estimated  1999  earnings 
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Mortgages 


E 


Don't  Give  Up 
On  That  Refi 


You  can  still  lock  in  rates  that  are  historic  bargains 


cally  speaking,  they're  still  bargains.  "The 
age  mortgage  rate  for  the  '90s  is  8.3%," 
Keith  Gumbinger,  vice-president  at  mor 
tracker  hsh  Associates  in  Butler,  N.J 

So  if  rising  rates  are  causing  you  to  lose 
over  your  adjustable-rate  mortgage,  or  if 
fixed-rate  is  8%  or  higher,  you  may  want 
for  a  new  loan.  Let's  say  you  still  owe  $1 
on  your  home,  and  you  refinance  from  8, 
today's  7.6%  for  30  years,  paying  one  poi 
$1,000,  and  $1,000  in  other  fees.  Your  mc 
payments  will  drop  from  $769  to  $706, 
will  take  you  about  32  months  to  recover 
costs.  Not  a  bad  deal 
have  several  years  left  or 
original  mortgage.  (Oni 
caveat:  When  you  refinanc 
have  to  amortize  the  point 
paid  over  the  life  of  thee 
with  a  new  loan,  you  dedu 

HYBRIDS:  Some  loans  cor\ 
from  fixed-rate  to  adjusts 


#1 


BY  MALCOLM  FITCH 


D 


Cyber  Sources 


COMPANY 


BANK  RATE  MONITOR 

www.bankrate.com 

FANNIE  MAE 

www.homepath.com 

HSH  ASSOCIATES 

www.hsh.com 

MICROSOFT  NETWORK 

msn.com 

MORTGAGE  BANKERS  ASSN.  www.mbaa.org 

QUICK;.'  MORTGAGE 

mortgage. quicken.com 

eciding  whether  you  should  refinance  your 
mortgage  just  got  harder.  Now  that  the 
average  30-year,  fixed-rate  home  loan  has 
risen  to  7.6%,  more  people  feel  like  they 
missed  the  boat  on  refinancing.  In  October, 
when  mortgage  rates  bottomed  at  6.7%,  two- 
thirds  of  all  new  mortgages  were  refinancings, 
says  Frank  Nothaft,  deputy  chief  economist  at 
Freddie  Mac.  That  figure  is  now  down  to  a  third, 
including  those  who  are  consolidating  other 
debts,  such  as  credit  cards,  into  their  mortgages. 

But  even  if  it's  no  longer 
in  vogue,  refinancing  can  still 
be  a  smart  move.  You  may 
be  able  to  secure  an  attrac- 
tive rate  and  come  out  in 
the  black  in  just  a  few  years, 
even  if  you  have  to  pay  up 
to  4%  of  the  amount  you're 
borrowing  in  points  and  fees. 
One  way  to  do  it:  Lock  in 
today's  low  (yes,  low)  fixed 
rates.  Sure,  they  are  above 
October's  lows,  but  histori- 


WEB ADDRESS 


points  in  the  year  you  tit 
mortgage.)  Don't  have  u| 
cash?  If  you're  now  paying 
or  more,  you  can  easil;! 
loans  of  8%  or  8/%  wil 
points  or  closing  costs. 
A  SHOT.  To  see  if  a  new 
rate  loan  makes  sense,  ti 
of  the  refinancing  calculat 
the  Web,  such  as  those 
HSH  (www.hsh.com),  Bam 
Monitor  (www.bankrat 

or  BUSINESS  WEEK  (ww\! 

nessweek.com/investor/fr'at 
search.htm).  Plug  in  the  details  of  you  i 
and  the  expected  rate,  and  you'll  see  in  1 
stant  what  your  savings  could  be.  Then 
you've  decided  to  give  refinancing  a  shot  I 
out  hsh's  continually  updated  list  of  ra 
your  area.  You'll  have  to  click  through 
bank's  posting  to  find  their  rates. 

If  the  recent  days  of  7%  rates  prevepi 
from  seeing  7.6%  as  cheap,  then  try  a  j 
mortgage.  You  borrow  at  a  fixed  rate  for  j 
ified  number  of  years.  After  that,  the  li 
comes  adjustable.  Take  a  30-year,  5/1  E 
which  is  fixed  for  five  years,  then  adjust* 
a  year-  after  that.  Its  fixed  rate  average  < 
now,  a  big  discount  to  the  regular  fixed!': 
The  average  fixed  rate  for  a  7/1  hybr 
hair  under  7%.  "Right  now,  hybrids  are 
way  to  get  your  rate  below  7%,  and  yp 
always  refinance  sometime  in  the  next  v 
seven  years,"  says  Gumbinger.  Which  just'l 
that  it's  always  worthwhile  keeping  an 
your  mortgage. 

Fitch  is  an  editor  at  s&p  Personal 
(unvw.personalivealth.com). 


st  market  news  and  analysis  at  Business  Week  Online  (www.businessweek.com/investo 
MORNING  CALL  Standard  &  Poor's  experts  discuss  the  latest  market  trends.  Live  every  Monday  at  8:15  a.m 
audio  transcript  is  available  shortly  afterward.  HOURLY  RADIO  REPORTS  Business  Week's  Ray  Hoffman  delivers  market  news  and  insights  throughout 
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Bonds 


Safer  Ride  on  the  Net 

ertibles  let  you  turn  securities  into  shares 


NE  TERGESEN 


N  investing 
I 

Irtibles, 
■find 
f  s  you 
lis  bonds 
|j  the 
K  lying 


'i 


nternet  stocks  have  fallen  by  nearly  half  from 
their  April  highs,  but  one  class  of  Net  securi- 
ties— convertibles — has  suffered  somewhat 
less  damage.  Since  November,  at  least  a  dozen 
dot.com  companies  have  floated  convertible 
bonds  or  preferred  stock.  Their  recent  perfor- 
mance supports  the  idea  that  convertibles  are  a 
a  less  risky  way  to  play  one  of  the  market's 
wildest  sectors. 

Net  convertibles  come 
from  a  range  of  New 
Economy  household 
names,  including  Ama- 
zon.com and  America  On- 
line. Make  no  mistake 
These  are  speculative- 
grade  Net  issues  and  are 
not  for  widows  and  or- 
phans. But  to  some  risk- 
oriented  investors,  the  se- 
curities   are  appealing 
because  they  pay  dividends 
or  interest.  In  Amazon's 
case,  the  yield  to  maturity 
is  about  8.1%.  Convertibles 
can  be  exchanged  for  com- 
mon shares  at  a  predeter- 
mined ratio — say,  about  6.4 
shares  of  Amazon  for  each 
$1,000  bond.  These  factors 
give  investors  a  bit  of  a 
cushion.  Plus,  analysts  from 
Menill  Lynch  and  Web  site 
Convertbond.com  sav  that 


A  Batch  of  Net  Plays 


now  cheap  (table). 

When  investing  in  Net 


That's  because  convertibles 
tend  to  follow  then-  under- 
lying shares.  Then  ask 
whether  the  convertible 
has  an  advantage  over  the 
stock.  When  a  convertible  bond  trades  well 
above  its  par  value  of  $1,000,  it  often  tracks  its 
underlying  stock  so  closely  that  the  two  are 
nearly  indistinguishable.  Examples  include  se- 
curities from  ('NET,  Exodus,  and  DoubleClick. 
Although  expensive,  they  offer  an  advantage 
over  the  stock  in  the  form  of  current  yields  of 
3%  or  more,  says  Ravi  Malik,  portfolio  manager 
at  Froley  Revy  Investment,  a  Los  Angeles  con- 
vertible specialist. 

At  the  other  end  of  the  spectmm  are  beaten- 
down  issues,  such  as  one  from  Net  service 
provider  MindSpring  Enterprises.  MindSpring's 


NAME 

PRICE* 

CONVERSION 
PREMIUM'" 

CURRENT 
YIELD 

AMAZON.COM 

$777 

32% 

6.1% 

BEY0ND.COM 

1,275 

13 

5.7 

DOUBLECLICK*** 

1,035 

21 

4.6 

MINDSPRING 

767 

71 

6.5 

NETBANK 

975 

30 

4.9 

*As  of  June  14,  per  $1 

,000  bond  ** 

Premium  over  stock  price 

convertible  fetches  $767,  close  to  what  Froley 
Revy  analyst  Shannon  Krizo  figures  is  the  $730 
value  of  its  bond  portion  alone.  In  theory,  the 
bond  value  is  a  floor  below  which  a  convertible 
won't  fall.  True,  a  further  rise  in  interest  rates 
would  lower  the  convertible's  value.  But  Mind- 
Spring  is  profitable,  and  Malik  doesn't  anticipate 
a  drop  in  its  credit  standing.  He  thus  thinks  the 
convertible  price  isn't  likely  to  drop  much  more. 

When  buying  convertibles,  check  whether  the 
issuer  can  call  the  bond,  forcing  you  to  redeem  it 
under  certain  conditions.  If  you  paid  a  premium 
over  the  value  of  the  common  shares,  you  might 
not  be  able  to  recoup  it  from  dividend  or  interest 
payments.  You  can  do  breakeven  analyses  on  a 
wide  range  of  issues  at  www.convertbond.com. 
High  dealer  markups  make  it  expensive  for  in- 
vestors with  less  than 
$20,000  to  put  down  to 
buy  convertibles.  That 
may  change  soon.  Steve 
Seefeld,  owner  of  Con- 
vertbond.com,  plans  to 
launch  an  online  network 
of  convertible  securities 
brokers  this  summer.  That 
could  cut  transaction  costs 
by  fostering  competition 
for  small  trades. 
Although  Net  convert- 
ibles are  safer  than  the  re- 
lated stocks,  they  are  still 
volatile.  Conventional  wis- 
dom says  that  while  a  con- 
vertible tends  to  rise  about 
two-thirds  as  much  as  its 
stock,  it  falls  by  only  half 
as  much.  But  during  May, 
the  dozen  names  in  Mer- 
rill Lynch's  Internet  con- 
vertible index  fell  13.9%, 
or  77%  as  much  as  the 
stocks.  The  index  is  still 


June  10. 

If  you're  daunted  by  the 


""Expected  to  be  available  to  the  general  public  this  summer 

DATA:  C0NVERTB0ND.COM 


mutual  funds  let  you  in  on 
the  action.  Advisors  Series 
Trust  Rockhaven  Premier 
Dividend,  Calamos  Con- 
vertible, and  Nations  Insti- 
tutional Reserves  Capital  Income  all  have  small 
Net  holdings.  Another  alternative  is  a  bond  in- 
troduced by  Salomon  Smith  Barney  in  May  that 
tracks  TheStreet.com's  Internet  index.  The  bond, 
which  trades  on  the  American  Stock  Exchange, 
pays  no  interest.  Losses  are  limited  to  10%.  The 
seven-year  issue  can  be  called  between  its  third 
and  sixth  years.  If  that  happens,  appreciation  is 
capped  at  25%  annually,  noncompounded. 

Whatever  Net-related  security  you  choose,  be 
prepared  to  sacrifice  some  upside  potential. 
That's  the  price  for  one  of  Internet  investing's 
scarcest  commodities:  a  little  protection. 


*  -I-  Everyone  has  their  own  room.  And  mere's  more  rhan  enough  Coser,  oh.,  .eargo  spaee  Q 
*■*  <**  *  a"-new  V-6,  7-passenger  ,  [onda  <  Mvssey  may  have  even  more  eomforrs  man  home  t| 


1 

»e  other  really  big  minivans  and  comes  fully  furnished  with  Honda  ingenuity  Nice  and  comfy  huh? 

la  1 1  - n e  w  0 dy s  s e y.  It's  one  hi g  h a p p y  m iniva n : 


©  HONDA, 


(lomc  on,  take  a 
look  around.  You'll 
^   find  Odyssev  has 


ion 

all  the  comforts  of 

all  seven  passengers, 
including  the  often- 
neglected  one  back  in 

(Let's  face  it,  middle 
children  have  plenty 

already.)    been  reinforced 


Unlike  all  those  heavy 
ones  that  xo/i  liavt  to  lug 
around  one  unique  third- 
row  Magic  Stat"  folds 
flat  in,  well. . .  seconds  flat. 


home.  Well,  that  is, 
if  your  home  has 


were  designed  to  be  moved  ai 
Convertible  second-row  seat 
fold-down  third-row  Magic 
And  a  retraetable  center  tray  J^T 


in  front.  We  could  go  on  an| 


about  every  nook  and  cranrl 
instead,  here's  an  open  invit^ 
for  you  and  your  family  to 
see  for  yourselves.  The  waj 
see  it,  our  minivan  is  your  mir«... 

Br 


How  big  is  Odyssey?  S-o-o-o  big.  (And  with  chad 
powt  i '  did  nig  doors,  it's  big  on  convenience,  too.) 

for  safety,  engineered  to  minimize 
noise  and  has  more  room  than  you 
know  what  to  do  with.  And  this  is 
one  place  where  the  furnishings 


iHONDA 


Sometimes  the  best  way  to  get  along  t 
is  to  si/  separately.  Which  is  why  the  i 
row  bench  scat  can  easily  be  made  a 
individual  bucket  scats,  keep  the  peaci 


The  all-new  Odyssey.  It's  one  big  happy  minivan. 


Love  is  never  having  to  wy  you're  si/nished.  Odyssey's  interior  gives  everyone  more  than  their  share  of  headroom,  legroom  and  stot 

■  RX  nrndcl  only   KX  availability  beiyns  Dcccmbci  l')')H  For  more  information,  call  one  big  happy  toll-free  number:  UMI)Ullt>.\/>.\  or  visit  us  at  www.hinula.ciim.  ew  Amcru  .ui  H,.nd. 
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The  Barker  Portfolio 


ME  PRICES  ARE 
ST  A  CLICK  AWAY 


)h  sites 

GU  tO 

your 
ty — and 
even  gain  a 
ling  chip  in 
tate 
tions 


Looking  for  a  good  time  online?  No,  not  that 
kind.  But  next  time  you're  on  the  Web,  go 
to  the  Yahoo!  home  page.  Scroll  to  the  bot- 
tom, where  it  says  Other  Guides.  Click  on  Real 
Estate.  When  that  page  pops  up,  look  for  Fi- 
nancial Tools  and  click  on  Home  Values.  Now,  did 
you  ever  wonder  what  your  neighbors  paid  for 
their  homes?  Type  in  an  address  and  click.  Yes! 
Next,  try  your  ex-spouse's  place,  or  that  annoy- 
ing colleague. 

I'm  warning  you:  It's  addictive.  If  you've  got 
an  address,  chances  are  you  can  peek  at  the 
public  record  of  its  sales  histoiy.  My  home  is  in 
there.  So,  probably,  is  yours.  By  now,  you  may 
think  this  is  another  assault  on  privacy.  Maybe, 
but  there's  a  benefit.  Beyond  their  appeal  to  our 
curiosity,  sites  such  as  this  are  clarifying  the 
murky  market  in  residential  real  estate  (table). 

Unlike  prices  for  stocks  or  funds,  home-price 
data  are  hard  to  get.  Just  try  using  the  micro- 
fiche file  at  your  local  library.  It's  a  royal  pain, 
making  it  tough  to  price  a  house  you're  buying 
or  selling,  never  mind  making  a  financial  plan,  for 
which  having  your  home's  value  is  key. 

The  Yahoo!  site  links  to  a  service  called  Home 
Price  Check,  which  is  the  brainchild  of  Steven 
Kropper,  president  of  inpho  in  Cambridge,  Mass. 


mes  on 
e  Web 


ADDRESS 


COMMENTS 


HILLER  WEISS 

i/casa.com/ 
tml 


$35  per  report;  free  sample.  Analysis  of  current  value 
of  a  residential  property,  with  a  "confidence  level" 
grade  on  its  accuracy 


mn.com  i  One  report  per  registered  user.  Estimated  present 
n.com/  i  market  value  of  house  you're  selling;  recent 

comparable-sale  data 


RICE  CHECK 

e.yahoo.com/ 
e/homevalues 


Free  unlimited  use.  Searches  by  price  or  location. 
Includes  some  New  York  City  co-ops 


Four  years  ago,  inpho  began  selling  similar  data 
by  phone  and  fax.  In  November,  it  opened  a 
free  service  at  Yahoo!,  and  by  January,  Home 
Price  Check  was  getting  1.3  million  queries  a 
month.  Now,  it's  available  widely  at  other  portals, 
such  as  America  Online  and  Excite. 

But  take  care:  These  data  are  not  necessarily 
accurate  or  timely.  They  go  back  no  more  than  a 
dozen  years  and  cover  less  than  75%  of  the  U.  S. 
Sometimes,  Kropper  says,  the  listed  "price" 
comes  from  an  appraisal  or  an  assessment,  not 
an  actual  transaction,  something  I  found  with 
the  $1.35  million  listed  for  Chase  Manhattan  ceo 
Walter  Shipley's  Summit  (N.J.)  home,  inpho 
shows  a  sale  in  March,  1997,  but  Shipley's 
spokesman  says  that's  not  so.  Bear  in  mind,  too, 
that  divorce  sales  or  other  family  deals  can  cre- 
ate screwy  values. 

MIXUPS.  For  my  own  house,  I  found  a  correct 
record  of  the  price  I  paid  (look  it  up  yourself), 
but  the  July,  1995,  date  was  a  month  late.  Worse, 
a  June,  1990,  sale  also  was  listed.  That  shocked 
me,  and  not  only  because  it  was  far  below  what 
I  paid.  I  thought  the  last  sale  was  in  1987. 

The  prior  owner  confirmed  my  memoiy  and 
gave  a  possible  explanation:  In  June,  1990,  she 
bought  her  son  a  condo  three  miles  away  at  the 
exact  price  Home  Price  Check  says  my  place 
sold  for  that  month.  Someone  may  have  mixed 
up  the  addresses.  "They're  not  standardized,  and 
most  of  the  transactions  are  in  hand-bound 
books,"  Kropper  says.  Getting  them  online  means 
more  errors. 

So  take  these  figures  with  a 
'ain  of  salt.  You  can  get  prices 
and  a  more  refined  analysis  of 
a  home's  current  value  at  two 
other  sites.  One  is  run  by 
Case  Shiller  Weiss,  another 
Cambridge  (Mass.)  company 
that  chiefly  serves  mortgage 
enders  and  investors.  It  uses 
past  prices,  market  trends,  and 
comparable  sales  to  estimate  a 
home's  value.  Each  quote  costs 
$35,  so  you  wouldn't  want  to  do  it  just 
for  kicks.  But  it  could  be  a  sharp 
weapon  in  negotiations.  "It's  persuasive 
because  we're  an  objective  third  party," 
I  says  ceo  Allan  Weiss  of  csw. 

HomeGain.com,  an  Emeryville  (Calif.) 
site  aimed  at  sellers,  offers  one  free  query  when 
you  register.  The  site  then  matches  you  with  lo- 
cal real  estate  agents,  who  pay  for  the  referral. 
Besides  estimating  a  home's  current  value,  its 
report  includes  recent  comparable  neighbor- 
hood sales. 

These  sites  need  lots  of  refining,  but  they're  a 
big  step  up  from  microfiche.  "As  taxpayers,  we 
pay  for  these  records.  We  should  have  access," 
says  HomeGain.com's  ceo  Bradley  Inman.  Be- 
sides, they're  a  good  time. 

For  barker.online,  go  to  www.businessweek. 
com/investorl  or  AOL,  keyword:  BW  Daily. 
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QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


Corporate  Gifts/Premiums 


No  time  to 
wait  for  a 
catalog? 


Order 
thousands 
of  unprintable 
business  gifts  online 
...  24  horn's  a  day. 

PR0M0MART 

www.promomart.coni/bw 

Enter  monthly  to  win  11,000  in  gifts! 


Corporate  Gifts 


MAKE  A  BIG  HIT 

Logo  &  Personalized  Golf  Balls 


To&fure 


«,  *  «  » 
v>  •  ♦  •  • 

PRECEPT 


Corporate  Gifts 


Logo  Tattoos! 


1000  Temporary  Tattoos  with  jiour  Logo, 
Just  $189.00!!  | 

plus  $10.00  SSH  (CA  add  7.25%^les  tax) 
Customized!  Full  Color!  2"x2" 

Calico  "~ 

3000  Alamo  Drive,  Ste  201  •  Vacaville,  CA  95687 
Tel:  707/448-7072  »  Fax:  707/446-8273  ' 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE  iK't 
500  NORTH  MICHIGAN  AVENUE.  SUITE  20K 
CHICAGO.  IL  6061  1 


Education/Instruction 


A  Winning  Strategy 
to  Take  You  to  the  Next  Level, 


fe|  Leicester 
^University 


1  No  GMAT  required 

•  Local  support  center 

•  Work  experience  & 
qualifications  considered 

•  Member  of  the  Association  of 
Business  Schools 

•  Accredited  with  the  Association 
of  NBAs 

•  Offered  under  Royal  Charter 

rdi 

800-874-5844  •  email:  rdiusaserols.com  •  WWW.rdi.CO.uk 


Structure  your  study  to  fit  your 
schedule,  location  and  budget 
while  earning  your  MBA. 

You  profit  from  the  experience  of 
the  world-class  faculty  at  Leicester 
University's  Management  Centre-a 
world  leader  in  providing  distance 
learning. 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate-Bachelor-Master-Doctor 

Business  (Mgmt.  HRM.  Health  Care) 
Management  of  Technology, 
Pschology,  Law 
Southern  California  University 
for  Professional  Studies 
1840  E  17th  St  BW.  Santa  Ana,  CA  92705 
800-477-2254  www.scups.edu 


Rushmore  A  M  ^%  A 

University  |YI  DA 

International  MBA  by  Distance 
Learning  Flexible  curriculum. 
Bachelors  not  always  required. 
370  Anchor  Drive  Ste  250.  Dakota  Dunes 

SD  57049  US.  Phone  605-232-6039 
Fax  605-232-6011  bwOdistancemba  com 

www.distancemba.com 


MONTICELLO 
UNIVERSITY 


The  Practitioner's  MBA  &  JD 
Programs.  Accredited 
Doctor,  Master,  Bachelor. 
www.monticello.edu 
Fax  913-661-9414 
800-405-7935 


Venture  Capital 


Corporate  Investor 
Seeking  To  Invest 

in  emerging  companies  in  new 
media,  consumer  products 
and  branded  services. 
Please  fax  summary  description 
to  203-328-2394  or  e-mail 
bussplan@ix.netcom.com 


Businesses  for  Sale 


BUSINESSES  FOR  SALE 
BY  OWNERS 

All  Types  of  Businesses  •  Prices 
$100K  -  $15MM  •  To  Buy  or  Sell 
Freeman  &  Associates 
1-800-798-5189 
Fax  919-874-0905 

Email:  freeman@interpath.com 
http://www.freeman-assoc.com 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  --  Master's  -- 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 
Confidential  -  Fast  -  Student 
Loans,  www.arrc.org 

800-951-1203 


Consulting  Services 


High-Level  Marketing  Specialist 
Unsurpassed  Contacts 

22  years  experience  working  with: 

•  Fortune  500  Companies 

•  Intemet/E-Commerce 
For  manufacturers  seeking: 

Sales    •    Growth    •  Profits 
Will  open  doors  for  your  company 

561-626-4108  Fax  561-626-0605 
e-mail  ■  davidwarrenicfspryriet.com 


Publishing  Services 


Publish  Your  Book 

75-year  tradition  of  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  write  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  1-800-695-9599 


Capital  Available 


f    Financial  Professionals  ^ 

HARD  TO  BORROW? 

Use  Collateralized  Loans 
Training  Program  Available 

We  Locate  Funders 
for  Business  &  Real  Estate 

Tony  Abraham,  Esq.  -  Real  Estate 
Eric  A.  Klein,  Esq.-Atty/Fiduciary 

International  Developing 
Enterprises  Agency  (IDEAl 

Tel  +1-212-751-0800 
Fax  +1-212-688-4442 

V E-mail:  panglob@aol.com 
Website:  panglobal.net  J 


Business  Opportunit 


Arrange  Business  Loans  and  Eqi 
Leases  from  $1,000  to  $10  million, 
brokering.    Work  directly  with 
Lenders.  Unlimited  earnings  poh 
residual  income. 
FREE  45  minute 
video  seminar  and 
information  packet 

CALL  1-800-336-3 

L.  The  Loan  Consultants, 


54  year  old  company  is  novl 
up  a  limited  number  of  e:^ 
dealers  to  market  our  produ 
is  a  no-nonsense  opportunity 
your  own  business  and 
80%  profit.  Call  for  exciting! 


Use  our  money!  No  Financi; 
you!  Split  big  profits!  No  exl 
needed!  Complete  training  p 
Unlimited  earnings  potei 
Call  for  free  informant  > 
800-331-4555  ext 


OFFSHO 


State!  3' 


Faxon 

(800)5: 


❖Companies 
❖Banking 
❖Credit  Cards 
❖Privacy 

(800)  551-2141  UniveA.: 


Bar  Code  Equipi 


Bar  Code  Readers,  Pi 
Software,  Labels,  Ri 

Cash  Drawers,  Point 
Products,  Magnetic 

Readers,  Pole  Displa 
much  more.  Visit  j 

www. barcode 


Financial  Servi  ^ 


|  $7,500  to  S9£ 


www.instant-appro 


1  6.00%  to  12.(1: 


No  Credit  Check  •  72  hr  Svce.  - 
100K  to  5  mil.  5.5%  -  Borrowing 
with  compensating  balance  i 


1  1-888-745-6752  ex1 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


BusinessWeek 


Marketplace 


E  iness  Software 


I 


LL  NOW 

=  30%  to  50% 


Ordering  is  easy! 
up  the  phone  and  CALL 
Designer  Checks 

239.4087ext.29 

1*800*774-1  I  18 

designerchecks.com 


s  &  deposit  tickets  :n  front  of  you,  as  we 
rd  You  can  fax  us  a  copy  of  the  check  i 
*e  will  call  to  confirm  your  order 


isfaction  Guaranteed 


Iden  Benefits 
Address 

warding  -  Courier  Services 

ore  Services 

P.  SERVICES  LTD. 

assau,  Bahamas 

,w  1-888-355-8915 

isapbahamas.com 


ORPORHTE 


Information 

.  States  and  Offshore 

ly  owned  and  operated 


;orpcreations.com 


■  0-672-9110 


DEMflRK 


et  tection,  Privacy,  Tax-Free 
;s:  Las  Vegas  -  Nassau 
Fees,  Nevada  Corps.  $95 


ncial  Services 


i  accounts  receivable  today, 
all  Jeff  Farkas 

1EE:  1-800-241 -CASH 
)VANTAGE  FUNDING  CORP 


)0 ,0  $500,000 

\pand  your  business 
usiness  loan  that  is 
nteed  by  the  Govt. 
isiness-capital.org 

15-6756  Ext  8006 


BOSINESS  WEEK  MARKETPLACE 
500  NORTH  MICHIGAN  AVENUE,  SUITE  2010 
CHICAGO,  IL  6061  1 


Men  s  Footwear 


MEN'S  WIDE  SHOES 


EEE-EEEEEE,  SIZES  5-13 

FREE  catalog -High  quality •  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55F  Hingham.  MA  02043 
1-800-992-wide  www.wideshoes.com 


Logo  Apparel 


I  J  ;  1  -J  =1 


LOGO  &  EMBROIDERY 


Denim  Shirts  as  low  as  $18.95  ea. 
Golf  Shirts  as  low  as  $12.00  ea. 
Pro-Style  Caps  as  low  as  $5.95  ea. 

->  800-670-3050  <- 

www.sierramills.com 

Business  Software 


Order  entry  credit  card  processing,  shipping,  A/R,  A/H 
contact  management  with  integrated  internet  c-iruil  options, 

inventor)'  management,  reporting,  list  management  and 
mailing — everything  vou  need  Inr  urder  taking  hv  phone,  mail 
even  the  World  Wide  Web  ifl  one  simple  easy-to-use  and 

affordable  Windows  program  from  Dyoaoomp, 
Call  1  -800-858-3666  or  visit  www.dvdacomp.com/bwk 

Mail  Or/c /'Manager 


Investment  Services 


ANNOUNCING 


Si 


YOU'LL  MAKE  MORE,   BECAUSE  YOU'LL  KNOW  MORE. 


Streaming 
market  quotes 


Market-moving 
news  alerts 


Buy/sell  alerts  to 
pager,  cell  phone 


Free  trading 
education  video* 


800.327.8026 


wwv/.esignaLcom 

'Available  fo  new  subscribers  Limited  time  offer  Ext.  1  SOL 


Franchising 


ARE  YOU  SITTING  ON  A  GOLD  MINE? 


i^^[Franchiie  it.  iJil^BI 

CALL  1-800-372-6244 

Talk  to  us  first.  Because  nobody  has  franchised 


more  businesses  than  Francorp. 
The  leader  in  franchise  development 
and  consulting.  Worldwide. 

francofp  bw 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell-Trade 

Laserjet       Colorpro       Draft  I  Master 
DeskJet       Draftpro  DesignJet 
Electrostatic  Plotters  Ruggedwnter 

HP  9000  Workstations  &  Vectras 
Demo  &  Refurbished  Equipment 
Ted  Dasher  &  Associates 

PO  Box  131269  Birmingham,  AL  35213-6269 
Phone  205/263-4747  Fax  205/263-1 1 08 
800/638-4833  •  E-mail  sales  ©dasher  com 


Aviation/Fractional  Ownership 


FOR  THE  SAME  REASON  YOU'RE  NOT  USING 
A  TYPEWRITER  AND  A  PAY  PHONE 


The  modern  CEO  now  has  affordable  access  to  fractional  ownership  of 
Learjet  "'  or  Challenger®  business  jets;  a  modern  business  tool  enabling 
them  to  outperform  the  competition  by  increasing  productivity  due  to  less 
flying  time  and  scheduling  built  around  their  specific  business  needs. 
For  more  information  regarding  the  many  benefits  of  being  a  Flexjet"' 
fractional  owner,  call  1-800-FLEXJET. 


ssWeek  Investor 


Inside  Wall  Street 


1ART:  A  FOOD  CHAIN? 


Attention  Kmart  shoppers:  You  may  soon  be 
picking  up  fresh  fruit  on  your  way  out. 
Adding  such  items  could  be  the  next  move 
for  the  retailer  in  the  wake  of  Wal-Mart  Stores' 
foray  into  supermarkets.  On  June  14,  Wal-Mart 
agreed  to  buy  British  grocery  chain  Asda  Group 
for  $10.8  billion  in  cash.  Indeed,  so  strong  is  the 
trend  toward  consolidation  that  rumors  are 
swirling  that  Kmart  (km),  which  operates  more 
than  2,000  stores,  is  being  eyeballed  by  some 
big  grocers,  notably  Safeway  and  Kroger,  which 
are  bracing  for  competition  from  Wal-Mart. 

Kroger  recently  acquired  retailer  Fred  Meyer, 
so  it  may  not  have  much 
appetite  for  another  big  I 
gulp.  But  Safeway,  with 
1,500  stores  in  the  U.S.  20 
and  Canada,  is  said  to  be 
on  the  prowl  and  to  have 
Kmart  on  its  shopping  list. 

A  New  York  money 
manager  accumulating 
shares  figures  that  Kmart, 
now  at  15,  could  fetch  30  in 
a  buyout.  He  thinks  that 
Kmart  ceo  Floyd  Hall,  who  took  over  in  1995, 
"wants  very  much  to  please  shareholders  with  a 
buyout  deal"  to  lift  the  soggy  stock. 

So  far  this  year,  Kmart  stock  is  off  2.5%  and  is 
down  from  its  52-week  high  of  20%.  Kmart 
trades  at  just  12  times  estimated  fiscal  2000 
earnings  of  $1.22  a  share,  notes  Lauren  McMa- 
hon  of  Forstmann-Leff  International,  which  owns 
a  2%  stake.  She  thinks  Kmart  will  earn  $1.40  in 
fiscal  2001.  The  stock  deserves  a  price-earnings 
ratio  of  18 — or  a  price  of  22  a  share,  she  says. 

Also  bullish  on  Kmart  is  Merrill  Lynch's 
Daniel  Barry,  who  thinks  it's  worth  28,  based  on 
Kmart's  turnaround,  because  "virtually  all  its 
stores  are  being  converted  to  Big  K's"  [super- 
center1  stores].  Moreover,  says  Barry,  "a  part- 
nership  with  a  supermarket  chain  continues  to  be 
a  possibility."  Kmart  spokesman  Robert  Burton 
declined  comment,  as  did  Safeway. 


E  G.  MARCIAL 

y  giants  are 
their  chops 
part.  At 
edium, 
I  neroe  is 
g.  And  an 
buyout 
brewing 
I/Metro 


KMART 
STOCK  PRICE 


DEC.  15,  '98  JUNE  16,  '99 
A  DOLLARS 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


RARE  MEDIUM  HAS 
DONE  VERY  WELL 
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are  Medium  Group  (rrrr)  is, 
well,  a  rarity.  Its  stock  was  lan- 
.guishing  at  2  to  3  a  share  in  De- 
cember— until  it  changed  its  name 
(from  ice  Technologies  to  Rare  Medi- 
um) and  dropped  its  air-conditioning- 
business  to  become  a  purely  Internet 
company.  Since  then,  the  stock  has 
rocketed,  hitting  20  in  mid-April.  Like 
many  other  Internet  highfliers,  how- 
ever, the  stock  has  come  down  to  earth 
latelv  and  is  now  at  11.  "But  the 


stock's  ascent  has  just  begun,"  argues  David 
Ganek  of  New  York's  sac  Capital  Advisors. 

Indeed,  Rare  Mediiun's  ceo  Glenn  Meyers  has 
been  busy:  The  company,  which  develops  E -com- 
merce strategies  and  interactive  content,  has 
collected  an  impressive  client  list,  including  Pfiz- 
er, General  Mills,  New  York  Times,  the  Federal 
Reserve  Bank  of  Dallas,  and  Microsoft — for 
which  it  developed  an  online  store  that  provides 
one-stop  shopping  for  all  Microsoft  products. 

Investment  firm  Apollo  Management  has  in- 
vested $75  million  for  a  25%  stake  in  Rare  Medi- 
um, with  an  option  to  increase  it  to  40%  for  a  fur- 
ther $75  million.  "You  can  be  sure  that  Rare 
Medium  will  mine  the  50  Apollo  affiliates  to  get 
additional  business  for  itself,"  says  Ganek.  He  fig- 
ures that  even  without  additional  acquisitions  and 
the  benefits  that  Apollo  will  bring,  Rare  Medium 
revenues  will  increase  this  year1  to  about  $50  mil- 
lion, up  from  last  year's  $14  million.  Next  year-,  he 
sees  more  "explosive"  growth  with  new  acquisi- 
tions and  the  added  Apollo  connection. 

BUYOUT  RUMBLINGS 
AT  RURAL/METRO 

Rural/Metro  (rurl)  was  once  a  hot-growth 
stock,  trading  last  year  at  36  a  share,  on  a 
p-e  of  40.  But  a  one-time  write-down  of 
receivables  interrupted  its  earnings  growth,  and 
the  stock  collapsed  to  6  in  September.  The  stock 
has  since  edged  up  to  8%.  A  provider  of  ambu- 
lance, fire-protection,  and  911  emergency  ser- 
vices, Rural/Metro  has  drawn  attention  of  late. 

The  reason:  Some  pros  see  signs  of  a  brewing 
management-led  buyout.  Some  insiders  have 
scooped  up  shares.  One  of  them  was  board  mem- 
ber Robert  Ramsey,  who  bought  439,000  shares 
last  November  at  prices  ranging  from  10'A  to 
12K,  thus  raising  his  stake  to  6.7%. 

Mike  Kicera,  president  of  mrk  Capital  Man- 
agement, says  a  manage-  ; 
ment  group  appears  to  be 
moving  toward  taking  the 
company  private.  Some  in- 
vestor's specializing  in  lbos 
have  also  expressed  an  in- 
terest in  Rural/Metro,  says 
Kicera.  At  its  currently 
flattened  p-e  of  6.9,  based 
on  estimated  earnings  of 
$1.15  a  share  for  fiscal  1999 
(ending  June  30),  the  stock 
is  definitely  cheap,  says  Kicera. 

He  figures  that  in  a  deal,  Rural/Metro  shares 
are  worth  18.  (Kicera  identified  California  biotech 
company  Sugen,  then  trading  at  11,  as  a  target 
in  this  column  [BW— Sept.  21].  On  June  15, 
Pharmacia  &  Upjohn  announced  that  it  has 
agreed  to  acquire  Sugen  at  31  a  share.) 

Analyst  Tim  Dwyer  of  A.  G.  Edwards,  who 
has  an  "accumulate/speculative"  rating  on 
Rural/Metro,  says  management  is  aware  of  its 
vulnerability  to  a  buyout.  A  Rural/Metro  spokes- 
woman declined  comment  as  a  matter  of  policy. 
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Figures  of  the  Week 


%  change 


I  STOCKS 

S&P  500 

June  Dec.  June  lune  10-16 


ii 


52-week  change   1 -week  change 

+20.2%  +0.9% 

COMMENTARY 

U.S.  stocks  climbed  handsomely 
on  June  16,  after  days  of  gen- 
erally lackluster  market  action. 
The  Dow  Jones  industrial  aver- 
age climbed  190  points  to 
10,785,  and  the  NASDAQ  Com- 
posite Index  gained  an  impres- 
sive 4.3%.  Traders  were 
cheered  by  a  government  in- 
flation report  that  reduced  fears 
the  Federal  Reserve  would  boost 
interest  rates.  The  yen  fell 
against  the  dollar  on  June  14. 

Data  Bloomberg  Financial  Markets 


U.S.  MARKETS 

June  9 

Week 

Year 

Dow  Jones  Industrials 

10,785.0 

0.9 

24.5 

NASDAQ  Composite 

2517.8 

-0.1 

43.6 

NASDAQ  100 

2167.5 

1.5 

79.0 

S&P  MidCap  400 

406.0 

0.7 

16.4 

S&P  SmallCap  600 

178.3 

-0.5 

-2.7 

S&P  SuperComposite  1500 

279.8 

0  8 

20.9 

% 

change 

SECTORS 

June  9 

Week 

Year 

S&P/BARRA  Growth 

733.8 

0.3 

27.7 

S&P/BARRA  Value 

615.4 

1.6 

16.0 

S&P  Basic  Materials 

138.1 

2.8 

8  2 

S&P  Capital  Goods 

1002.6 

2.0 

20.7 

S&P  Energy 

865.4 

2.0 

16.1 

S&P  Financials 

140.4 

1.1 

8  2 

S&P  REIT 

87.4 

0.0 

-12.1 

S&P  Transportation 

742.8 

-0.6 

7.1 

S&P  Utilities 

270.0 

1.0 

10.2 

GSTI  Internet 

437.2 

-4.2 

211.2 

Morgan  Stanley  Cyclical 

597.2 

1.1 

19.8 

PSE  Technology 

566.2 

2  4 

74.2 

BEST-PERFORMING  Last 
GROUPS                    month  % 

Last  12 
months  °o 

GLOBAL  MARKETS 


June  9 


%  chai] 
Week 


S&P  Euro  Plus  1323.7  1.1 

London  (FT-SE  100)  6504.9  0.8 

Frankfurt  (DAX)  5382.7  2.5 

Tokyo  (NIKKEI  225)  17,210.2  3.5 

Hong  Kong  (Hang  Seng)  13,155.1  2.2 

Toronto  (TSE  300)  6925.3  -0.5 

Mexico  City  (IPC)  5628.5  4.3 


FUNDAMENTALS 

June  8 

Week 
ago 

S&P  500  Dividend  Yield 

1.24% 

1.23% 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

33.0 

33.0 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

23.7 

23.9 

First  Call  Earnings  Revision* 

-1.07% 

-0.36  % 

*First  Call  Corp. 

Week 

TECHNICAL  INDICATORS 

June  8 

ago 

S&P  500  200-day  average 

1205.7 

1200.1 

Stocks  above  200-day  average 

56.0% 

59.0% 

Options:  Put/call  ratio 

0.55 

0.55 

Insiders:  Vickers  Sell/buy  ratio 

1.23 

1.06 

Ji 

t 


WORST-PERFORMING  Last 
GROUPS  month  % 


Oil  &  Gas  Drilling 

Engineering  &  Constr. 

HMOs 

Tobacco 

Semiconductors 


13.1  Semiconductors  94.9 

11.1  Communications  Equip.  82.4 
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8.8  Computer  Systems  78.1 
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EQUITY  FUND 


Leaders 

Laggards 

Four-week  total  return 

% 

Four-week  total  return 

% 

lapan 

7.9 

Latin  America 

-10.2 

Diversified  Pacific/Asia 

5  8 

Precious  Metals 

-7.2 
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Financial 

-4.2 

Natural  Resources 
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-3.6 

Foreign 
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Large  Growth 

-3.5 

Leaders 

Laggards 

52-week  total  return 
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Technology 

69.3 

Latin  America 
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Pacific/Asia  ex-)apan 
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-6.0 

Communications 

50.2 

Precious  Metals 

-4.7 

Diversified  Pacific/Asia 

48.8 

Real  Estate 

-3.0 

Japan 

48.5 

Europe 
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INTEREST  RATES 


Week 

Year 

KEY  RATES 

June  9 

ago 

ago 

MONEY  MARKET  FUNDS 

4.45% 

4.44% 

5.10% 

90-DAY  TREASURY  BILLS 

4.63 

4.60 

5.23 

1-YEAR  TREASURY  BILLS 

4.98 

5.12 

5.44 

10-YEAR  TREASURY  NOTES 

5.92 

5.87 

5.54 

30-YEAR  TREASURY  BONDS 

6.07 

6.02 

5.74 

30-YEAR  FIXED  MORTGAGEt 

7.69 

7.51 

7.07 

BLOOMBERG  MUNI  YIELD  EQUIVAI 

Taxable  equivalent  yields  on  AAA-rated,  tax-e 
municipal  bonds,  assuming  a  31%  federal  ti 
10-yr.  bond  30i 


GENERAL  OBLIGATIONS 
TAXABLE  EQUIVALENT 


4.71_%__  |lt 
6.83 


INSURED  REVENUE  BONDS  4.85 


TAXABLE  EQUIVALENT 

tBanxQuote,  Inc. 


7.03 


BW  PRODUCTION  INDEX 

Change  from  last  week:  0.2%         Change  from  last  year:  5.0% 


INDUSTRIAL  OUTPUT 

145         June  5=145.5  — 

1992=100. 


The  index  is  a  4-week 
—  moving  average  — 


June 
1998 


Oct. 
1998 


Feb. 
1999 


June 
1999 


The  production  index  increased  iif 
ended  June  5.  However,  before  calcul 
four-week  moving  average,  the  indf 
1%,  to  145.3,  for  the  latest  week,  wh 
ed  the  Memorial  Day  holiday,  from  1 
previous  week.  After  seasonal  adjust 
duction  levels  of  steel,  autos,  trucks, 
ber,  and  rail-freight  traffic  all  fell.  El 
er  was  up  2.9%,  and  crude-o 
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Information  on  each  of  the  index  components  is  at  www.busmessweek.com  increased  by  3.1%. 
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I  THE  WEEK  AHEAD 


TREASURY  BUDGET  Monday,  June  21, 
2  p.m. edt  ►  The  U.  S.  Treasury  will  prob- 
ably report  a  budget  deficit  of  $24  billion 
in  May,  says  the  median  forecast  of  econ- 
omists surveyed  by  Standard  &  Poor's 
mms,  a  unit  of  The  McGraw-Hill  Compa- 
nies. The  projected  gap  would  be  less 
than  the  $38.8  billion  deficit  reported  a 
year  earlier.  On  June  14,  the  Congres- 
sional Budget  Office  said  that  the  surplus 
for  the  fiscal  year  ending  in  September 
will  be  "slightly  higher"  than  the  project- 
ed $111  billion. 

DURABLE  GOODS  ORDERS  Thursday,  June 
24,  8:30  a.m. edt  ►  New  orders  taken  by 


durable-goods  manufacturers  likely 
increased  1.1%  in  May,  after  a  2.1% 
drop  in  April.  Swings  in  aircraft  orders 
have  made  the  total  booking  data  very 
volatile  recently.  Excluding  planes,  book- 
ings are  rising  steadily,  a  good  sign  for 
capital-spending  plans. 

UNEMPLOYMENT  CLAIMS  Thursday,  June  24, 
8:30  a.m. edt  ►  New  filings  for  state  unem- 
ployment benefits  likely  stood  at  310,000 
for  the  week  of  June  19.  Claims  had  been 
running  below  300,000  from  late  January  to 
late  March.  Since  then,  however,  they  have 
climbed  as  high  as  323,000  for  the  week  of 
June  5.  The  rise  may  be  a  sign  that  labor 


markets  are  loosening  a  bit,  as  comp£ 
try  to  cut  costs  in  order  to  boost  profi 

EXISTING-HOME  SALES  Friday,  June  2i 
10  a.m. edt  ►  The  s&p  mms  median  fo| 
calls  for  a  drop  in  existing-home  sale: 
annual  rate  of  5.2  million  in  May.  fro 
5.24  million  pace  in  April.  Higher  mcjs 
rates  may  be  curbing  sales,  which  hit 
record  5.42  million  in  March. 


For  more  investment  data  and  th 
components  of  the  production  indi 
visit  www.businessweek.com 


 1  A  A  D  .LI  C  I  M  C  C  C  I    II  IMC    ')  Q  IQQQ 


jx  to  Companies 

gives  the  starting  page  for  a  story  or 
h  a  significant  reference  to  a  company, 
diaries  are  indexed  under  their  own  names, 
listed  only  in  tables  are  not  included. 


Crossmann  Communities 

(CROS)  132 

70 

D 

NX)  60 

Dell  Computer  (DELL)  52,79, 108 

rust  Rockhaven 

Delta  &  Pine  Land  (DLP)  32 

id  135 

Del  Webb  132 

Management  30 

Deutsche  Bank  (DBK)  48,  58 

)  79 

Donaldson,  Lufkin  &  Jenrette 

10 

(DU)  79 

IZN)  44,  70, 79, 

DoubleClick  (DCLK)  135 

Dresdner  Bank  58 

;  Financial 

DuPont(DD)  32 

44 

E 

i  W  67,79,135, 

eBay  (EBAY)  44, 79, 88 

Edwards  (A.G.)  143 

\  ig  (AMTD)  93 

EMI  Group  (EMIGY)  67 

Enron  (ENE)  10 

1|  ing  6 

Envisior,°enng  Group  67 

l!  int  143 

eOnginal  6 

1  AAPL)  38,108 

Equitable  Life  (EQ)  6 

|  143 

Estee  Lauder  (EL)  70 

\  108 

eToys (ETYS)  79 

E*Trade  Group  (EGP)  79,  93 

Excite  (XCIT)  79,139 

S  )  58 

Exodus  (EXDS)  135 

id  42 

F 

toll  IKS)  79 

Farmers  Insurance  Group 

x;  ; 

(FGRP)  100 

71 

Federal  Express  (FDX)  79 

c  6 

Fidelity  Investments  30, 44,  93 

B  6 

Fields  (Patricia)  60 

(i  )l  79 

Fifth  Third  Bancorp  (FTIB)  44 

! 

Financial  Research  30 

i  4 

Fingerhut  (FMD  79 

&>  i  ton  6 

Firstar  Special  Growth  Fund  132 

dsg  Group  6 

First  Call  35,44 

w  iement  60 

First  Matter  60 

i  1  -rfield  44 

Ford(F)  10,129 

Forrester  Research  (FORR)  79,  93 

m  ile  135 

Forstmann-Leff  International  143 

corr  MIGY)  67 

Fox  Kids  Worldwide  (NWS)  42 

Freedom  Gold  42 

48 

Fnto-Lay (PEP)  32 

6  79 

Froley  Revy  Investment  135 

iini  ! 

Frontier  (FRO)  96 

Grt  Christmas  6 

G 

Gartner  Group  38, 79 

id  al  (CHRT)  6 

General  Electric  (GE)  40, 79,  84 

ma  .ting 

General  Mills  (GIS)  143 

General  Motors  (GM)  129 

(G1  4 

getmusic.com  79 

ms<  :0)  79,108 

Global  Crossing  (GBLX)  96 

Goldman  Sachs  (GS)  79,132 

ir 

Gomez  Advisors  (ASTN)  93 

m  :cwwwi  6 

H 

j 

Hambrecht  &  Quist  44 

:"!) ' 

Hanover  Sterling  44 

•■Hi   .)  100 

Hartford  Financial  Services 

!ar  NK)  44 

(HIG)  100 

1£j)J 

Hasbro  (HAS)  79 

li  1 

HBOffWX)  108 

^0  ,70 

Hennessee  Group  104 

nip  (CPQ)  38, 79 

Hewlett-Packard  (HWP)  38, 52 

n  i 

Hot  Topic  (HOTT)  60 

*| 

HSH  Associates  134 

SM  cs  50 

I 

)n  12 

IBM  (IBM)  14,38,52,67,79 

[  35 

Inktomi  (INKT)  108 

.'fit  :oston  93 
(1 

Intel  (INTO  52,79,108 

Interbrand  Group  49 
InterVu  (ITVU)  108 
IVANS  100 
J,K 

Janus  Capital  (KSU)  30 
J  Sainsbury  48 
Kaufman  &  Broad  Home 
(KBH)  132 

Kimberly-Clark  (KMB)  40 
Kmart  (KM)  143 
Kose  70 
Kroger  (KR)  143 
L 

Landor  60 
Laura  Ashley  42 

Legg  Mason  Wood  Walker  (LM)  96 
Lehman  Brothers  (LEH)  26 
Upper  30 

Lockheed  Martin  (LMT)  35 
Lockwood  Financial  Group  30 
Long-Term  Capital 
Management  104, 146 
L'Oreal  70,75 
M 

MasterCard  67 
Mattel  (MAT)  79 
MCA  Music  Group  67 
McCann-Enckson  60 
McGraw-Hill  (MHP)  144 
McKinsey  6 

Media  Metnx  (MMXI)  60 
Merrill  Lynch  (MER)  10,75,79, 
93,132,135,143 
Meyer  (Fred)  (KR)  143 
MFS  30 

Microsoft  (MSFT)  14, 79,  84, 98, 
108,143 

Midwest  Express  Airlines 

(MEH)  40 
Miller  Brewing  40 
MindSpnng  Enterprises 

(MSPG)  135 
Monsanto  (MTC)  32 
Morgan  (J  P)  (JPM)  70 
Morgan  Stanley  Dean  Witter 

(MWD)  26 

MRK  Capital  Management  143 
Munder  NetNet  Fund  93 
N 

Nations  Institutional  Reserves 

Capital  Income  135 
Nationwide  Financial  Services 

(NFS)  100 
NBC  (GE)  79,108 
Nike  (NKE)  6 

Northrop  Grumman  (NOC)  35 
Novartis  (NVTSY)  32 
0 

OC&C  Strategy  Consultants  48 
Ogilvy  &  Mather  49 
Oracle  (ORCL)  44 
Organizational  Strategies 
International  10 
OrhmarGolf  10,11 
P 

Packard  Bell  NEC  38 
PaineWebber  (PWJ)  40,  79 
P&GIPNG)  70 
PBHG  30 

Penfield  Partners  104 
Perkin-Elder  98 
Pemer  49 
Pfizer  (PFE)  143 
Pharmacia  &  Upjohn  (PNU)  143 
Playboy  Enterprises  (PLA)  60 
Polaroid  (PRX)  116 
Powerline  Oil  42 


Priceline.com  79 
Prudential  Secunties  10, 60 
Pulte(PHM)  132 
Putnam  Investments  30 
Q.R 

Quantum  Fund  104 
Qwest  Communications 
(QWST)  96 

Rare  Medium  Group  (RRRR)  143 
RealNetworks  (RNWK)  108 
ResidenSea  6 
Revlon(REV)  70 
RFA/Dismal  Science  32 
Rite  Aid  (RAD)  44 
Rockwell  International  (ROK)  10, 
35 

Rural/Metro  (RURL)  143 
S 

Saatchi  &  Saatchi  (SSA)  108 
SAC  Capital  Advisors  143 
Safeway  (SWY)  143 
Salomon  Smith  Barney  (C)  30, 
135 

Schwab  (Charles)  (SCH)  30, 88, 
93 

Secunties  Data  79 

Shiseido  70 

Siemens  10 

Softbank  58 

SoGen  Funds  30 

Sony(SNE)  14,67 

Sotheby's  Holdings  (BID)  44 

Standard  &  Poor's  (MHP)  10.144 

Staples  (SPLS)  79 

Starwood  Financial  Trust  (APT)  44 

State  Farm  100 

Stila  70 

St.  Paul  Cos  6 

Strategic  Insight  30 

Sugen(SUGN)  143 

Sun  Microsystems  (SUNW)  108 

T 

Target  (DH)  79 

Telebanc  Financial  (TBFC)  93 

TeleChoice  96 

Tele-Communications  (T)  79 
Tesco  48 
Tiger  Fund  104 
Time  Warner  (TWX)  44 
TMP  Worldwide  (TMPW)  79 
Toll  Brothers  132 
Toshiba  14 

Toys  'R'  Us  (TOY)  79,84 
U 

United  Airlines  (UAL)  40 
Universal  67,79 
U.S.  Airways  Group  (U)  40 
USF&G  Insurance  93 
USWest(USW)  96 
V 

Vanguard  Group  30 
Verdict  Research  48 
Visa  67 

Volkswagen  (VLKAY)  6 
W 

Wal-Mart  (WMT)  48, 79,98,143 
Walt  Disney  (DIS)  79,98 
Warner  Music  Group  (TWX)  67 
Wells  Fargo  (WFC)  32 
Westmghouse  Electnc  (CBS)  6 
X 

Xircom  14 
Y,  Z 

Yahoo!  (YHOO)  42,67,79,139 
ZDInfoBeads  38 
Zhaodaola  China  Internet  42 
Ziff-Davis  (ZD)  98 


N  0007-7135)  published  weekly,  except  lor  one  week  in  January  and  one  in  August,  by  The  McGraw-Hill  Companies.  Inc.  Execu- 
I  ation,  and  Advertising  Offices:  1221  Avenue  of  the  Americas.  New  York.  N.Y.  10020  U.S.  subscriber  rate  $54.95/year:  Canada:  CDN 
id  s  postage  paid  at  New  York,  N.Y.,  and  at  additional  mailing  offices.  Postage  paid  at  Montreal.  P  Q  Canada  Post  International  Publi- 
i    Sales  Agreement  No  246484  Postmaster:  Send  address  changes  to  BUSINESSWEEK.  P.O.  Box  430.  Hightstown,  N.J.  08520 


WordPerfect 

OFFICEEHD 

Today  s  Office.  Undeniably  WordPerfect' 

www.  wordperfect.  com/office2000 


Copyright  ©  1999  Corel  Corporation  All  rights  reserved  Corel,  WorrjPerlecl  and  ihe  "Today's  Oltice 
Undeniably  WordPerfect "  byline  are  trademarks  or  registered  trademarks  ol  Corel  Corporation  or  Corel 
Corporation  Limited  KUR-0769-CAN 


■ 

Editorials 

THE  END  OF  IRRATIONAL  EXUBERANCE 

tW  7"hat  irrational  exuberance?  Uninliibited  investors  are  be- 
Tt  ing  blamed  for  soaring  equity  prices  and  a  consumer 
boom  that  is  overheating  the  economy  and  threatening  to 
reignite  inflation.  The  interest-rate  hike  still  expected  from  the 
Federal  Reserve  Board  in  June  is  designed,  in  part,  to  take 
some  afr  out  of  the  asset  bubble  and  return  the  economy  to 
more  solid  ground. 

But  the  Fed  should  be  careful  not  to  overdo  it.  New  data 
show  that  investors  may  not  be  nearly  as  exuberant  as  pre- 
viously thought  and  that  the  stock  market  may,  in  fact,  be  un- 
usually vulnerable  to  higher  rates.  Wild  and  woolly  things 
may  be  going  on  in  Internet  land,  and  trading  in  individual 
stocks  may  be  rising.  But  for  the  most  part,  people  don't  ap- 
pear to  be  going  nuts  over  stocks. 

The  real  story  is  in  the  flows  of  money.  Net  cash  flow 
into  equity  funds  is  down  40%  in  the  first  four  months  of  1999 
from  a  year  ago,  and  it  will  probably  be  down  as  much  for 
the  entire  first  half.  Net  cash  flow  to  stock  funds  actually 
peaked  in  1997,  on  an  annualized  basis,  and  it  has  been  down 
ever  since  (page  30).  What's  going  on? 

Catch-up  and  conversion.  It's  hard  to  believe,  but  the  per- 
centage of  household  assets  held  as  equities  in  the  late  '90s  is 
only  now  catching  up  to  the  '60s.  Equities  these  days  consti- 
tute 53%  of  all  household  discretionary  financial  assets.  Dur- 
ing the  inflationary  70s  and  into  the  '80s,  households  dumped 
stocks.  Now,  they  are  back  up  to  where  they  were  about  30 
years  ago — and  it  isn't  clear  whether  people  are  comfort- 
able going  much  further.  Household  money  will  continue  to 

flow  into  equities,  but  the  catch-up  bulge  may  b 
Ditto  for  pensions.  The  big  conversion  of  denned 
pension  plans  into  401(k)s  appears  over  as  well.  That  mt 
wave  of  pension  money  switching  into  equities  has 
down.  Sure,  a  steady  stream  of  pension  cash  will  con 
move  into  equities  every  month,  but  it  is  no  longer  a  1 
Secular  trends  are  clearly  in  the  process  of  curb; 
major  sources  of  investment  funds  for  the  equity  n 
But  cyclical  forces  are  also  playing  a  role.  The  shock 
fault  scare  that  came  on  the  heels  of  the  Asian  financi 
and  almost  sank  the  Long-Term  Capital  Managemen 
fund  left  a  lasting  mark  on  investors.  Current  talk  o 
hike,  the  second  in  two  years,  is  also  making  invest< 
tious.  The  bursting  of  the  Net  bubble  in  recent  we 
only  add  to  that  caution.  Even  with  a  modest  recover 
Net  stocks  are  off  40%  to  50%  from  then-  highs,  and  tl 
a  lot  of  day  traders  and  other  investors  out  there  si 
big  losses.  The  top  10  Net  companies  have  lost  $140  B 
their  market  cap  in  the  past  two  months.  The  chattd 
Internet  stocks  that  was  so  loud  in  taxis,  restauraj 
bars  just  weeks  ago  has  quieted  down  substantially,  j 
hot  tips  lately?  Not  likely. 

If  catch-up  and  conversion  are  coming  to  an  endl 
vestors  are  getting  jittery,  the  foundation  underpin! 
equity  markets  may  not  be  nearly  as  strong  as  many! 
With  so  much  U.  S.  and  global  economic  growth  ridiJ 
health,  the  stock  market  may  be  more  fragile  and  vJ 
than  policymakers  realize. 
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THE  PENTAGON'S  BADLY  AIMED  BILLIONS  | 

Ws  the  Pentagon  wasting  $300  billion  to  build  expensive  jets 
A  to  replace  America's  current  fleet  of  tactical  fighters?  If 
the  war  in  Kosovo  is  any  measure,  the  answer  may  be  "yes." 
The  current  generation  of  fighters  did  just  fine  over  Serbia,  and 
the  great  heroes  of  the  air  war  over  Kosovo  were  planes  de- 
signed 30  years  ago — the  slow,  ugly  A-10  Waithog  and  the  lum- 
bering B-52  bomber.  The  A-lOs  controlled  the  fighting,  spotting 
tanks,  artilleiy,  and  other  targets  and  calling  in  planes  to  de- 
stroy them.  The  B-52s  delivered  most  of  the  heavy  bombs 
(B-2s  dropped  11%  of  the  total),  including  the  ones  that  killed 
1,000  Serbian  troops  in  one  battle,  ending  the  war. 

The  major  missing  element  in  the  war  was  a  foul-weather, 
nighttime  fighter-bomber.  The  bad  weather  over  Serbia  re- 
strained NATO  for  weeks,  allowing  President  Slobodan  Milosevic 
to  evict  over  1.4  million  Kosovars.  Ironically,  the  U.  S.  once  had 
the  best  all-weather,  nighttime  bomber,  the  A-6  Intruder.  As 
ungainly  as  the  A-10,  this  Navy  carrier  plane  played  key 
roles  in  Vietnam  and  Desert  Storm.  But  the  Pentagon  want- 
ed newer  and  faster.  So  it  replaced  the  Intruder  with  the 
F/A-18  Hornet,  which  cannot  carry  as  many  bombs,  fly  as  far 

without  refueling,  or  "see"  as  well  through  clouds  1 
Newer  and  faster  is  also  motivating  the  Pentagl 
place  America's  fleet  of  jet  fighters.  Certainly  there  i: 
petitive  pressure  from  the  Russians  who  are  not  buil 
thing  new.  And  the  Pentagon  can't  be  worried  ab 
inadequacies — the  jets  owned  the  skies  over  Serbia 
New  jets  aren't  really  needed.  And  at  two  to  three 
price  of  the  planes  they  are  replacing  (the  F-22  will 
million,  compared  with  $45  million  for  the  F-15),  the 
pensive.  Better  to  use  the  money  for  what's  needed, 
month  to  move  a  dozen  Apache  helicopters  from  Gk 
Albania.  The  military  needs  more  big  transport  planes 
reconnaissance  drones  proved  their  worth  over  Ko 
military  needs  hundreds  of  them.  Precision-guided 
were  amazingly  effective.  Inventories  must  be  mucl 
The  A-10  and  the  B-52  are  periodically  schedul 
tirement.  Fortunately  for  the  U.  S.  and  NATO  in  Koi 
were  kept  flying.  If  the  old  A-6  Intruder  had  been 
war  might  have  been  won  sooner  and  with  less  p 
Kosovar  refugees.  Newer  and  faster  isn't  always  I 

If  U-topia       defined  a^  a  place- 
inhere  everything  i^>  perfect, 
-then  u>e  -think-  u)e've  already  found  rf. 
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tie  of  -the  crtcj  -to  dis-trac+  him,  he 

over  ideas,  un-til  -thet^  u;ere  ^us+ 
ia-t  s  hou)  he  came  op  u)rth  such  a 
ii^  of  mak-ing  bourbon. 

-the  -things  Dad  figured  ou-*"  was 
he  used  u>in+er  u>hea+  instead  of 


ri^e,  he  could  improve  -the  -tas-te  of  -the 
bourbon.  1+  icould  -tak-e  on  soft  and  sub-tie 
charae-teris-tics  u)hile  remaining  full  flavored. 
Doggone  ft  if  he  u)asn '•+  righ-t. 

U)i"th  an  a+mosphere  -tha-t  nur+ures  such 
toonderful  ideas,  I  can  -t  imagine  living  any- 
tohere  else.  So  iohile  -the  -township  tohere  our 
dis+illerLj  srts  maLj  no-t  be  named  U-topia, 
Lore-tto '  is  close  enough . 


President 


Maker's 
Mark 


Visrt  us  a+  vovovo .mak.ersmark-.com 


/r,r\    n.  .e\  n. 


MISSION 


Keep  systems  running, 
sales  selling, 
accounting  counting 
and  marketing  doing 


whatever  it  does. 
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